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INTERNATIONAL TRADE 
AND ECONOMIC POLICIES 
Recovery in sight, but serious problems remain 
Just issued in a press release ' is the text of the first chapter of the annual report on international trade prepared by GATT's 
economists. In their view, while there are undeniable signs of an economic recovery, no-one is predicting any vigorous 
expansion of trade. Hie mechanism by which national upswings are transmitted internationally has clearly weakened. 
After analysing the major component elements of international trade, the GATT economists study the rôle which trade policy 
can play in efforts to sustain and expand economic recovery and to find a solution to the international debt problem. The 
recovery as such, they say, cannot be expected to solve the basic problems of capital shortage, indebtedness and protectionism ; 
it represents an opportunity, however, to introduce policies in the framework of which these three problems could be resolved 
over time. 

/. Beginnings of recovery 
after the 1982 decline 

The volume of production and 
international trade deteriorated in 1982; 
by mid-1983, however, recovery was 
well underway in North America and 
world trade was showing signs of a 
modest upturn. 

World production declined by an 
estimated 2% in volume in 1982. the 
first such decline since 1975. Led by a 
4'h% decline in the industrial countries, 
world manufacturing production fell by 
somewhat less than 2%. 

Unemployment again increased in 1982. 
reaching a post-war high; in contrast, 
inflation in industrial countries dropped 
to little more than half the 13% 
increase recorded in 1980. 

Slacker international trade 

The volume of world trade declined by 
an estimated 2% in 1982. Viewed in 
terms of two- or three- year averages, 
the performance of world trade since 
1980 is the poorest in 35 years. 

(Continued on page 3) 

' GATT/1340. available free of charge in 
English. French and Spanish from the G A TT 
Information Service. The full report will 
become available in the three languages in 
October and max be ordered from the G A TT 
secretariat or through booksellers, at a price 
of S*F 30. 

II. Currrent problems in economic policy 

Capital shortage 
"The origin of the capital shortage lies 
not only in the decline in the savings 
ratios, but also in the past - and still 
continuing - waste of capital... This 
not only stimulated borrowing for 
consumption, by both households and 
governments, which was what caused 
the gross savings rates to decline, but 
also induced excessively labour-saving 
investments. Capital was also wasted 
through the creation of capital-
intensive import-substitute industries." 
In the view of the GATT economists, 
who are concerned at the continuing 
aggravation of these deficits and their 
probable persistence, even after the 
economic recovery is confirmed, "the 
most obvious focus for efforts to 
increase the supply of savings is. at 
present, government budget deficits". 
In order to cope with the capital 
shortage, it would be necessary to 
correct "the distortions and rigidities 
in the price system" and avoid any 
waste of capital through all forms of 
misinvestment. 

International indebtedness 
The GATT economists consider that 
real solution to this problem can 
ultimately be achieved only through 
increased opportunities for trade. 
Greater stability and a determined 
liberalization of conditions of export 

access would soon be reflected in 
improved foreign exchange earnings; a 
longer-term effect would be the 
emergence of profitable and secure 
investment opportunities in the debtor 
countries which would facilitate their 
domestic economic redressment and 
raise their credit-worthiness. 
The successful management of the 
debt problem implies changes in trade 
policies in both creditor and debtor 
countries; import restrictions not only 
cannot bring about a durable 
improvement on the current account 
but. on the contrary, are among the 
main causes of waste of capital and 
distortions in the allocation system. 

Protectionism 
The GATT economists point out that 
"several current policy problems, or 
approaches to problems, rest on a 
misunderstanding of the controlling 
conditions". It is an illusion to think 
that protectionism will spontaneously 
relent as unemployment declines, for 
protectionist trends were observed well 
before the rise in unemployment. 
Similarly, import restrictions cannot in 
the long run correct the fundamental 
cause of current-account deficits, 
namely the excess of investment over 
saving. While not helping to improve 
the payments position of indebted 
countries, import restrictions distort 
the allocation of resources and reduce 

(Continued on p. 3) 
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Focus on... 

The Agreement on Customs Valuation 
The economic importance of the Agreement on the implementation of Article MI of GATT, commonly known as the Customs 
Valuation Code or Agreement, is little known except by importers and those engaged in international trade. And yet the effect 
on trade of methods of customs valuation of goods can sometimes be greater than that of customs duties themselves. 
Of all the non-tariff agreements resulting from the Tokyo Round, the Customs Valuation Code seems to have raised the fewest 
problems. It does not explicitly provide for revision, as do the other non-tariff agreements, but it has been the subject of a 
continuous process of interpretation, mainly at the technical level, with a view to ensuring uniformity in its application. 

Objectives and 
Disciplines 
Improvement and uniformity in the 
various existing systems of customs 
valuation emerged from the outset of 
the Tokyo Round as one of the 
objectives of the negotiations. 

Indeed, the diversity and imprecision of 
the methods adopted by customs 
administrations for the valuation of 
goods-and hence the amount of 
customs duty and charges 
payable-constituted a source of 
insecurity and sometimes of 
arbitrariness harmful to international 
trade. 

Article VII of the General Agreement, 
which is the main provision of GATT 
on this subject, did not provide all the 
elements necessary for establishing a 
uniform method of valuation ; it left 
each country free to determine the 

1 See article in FOCUS No. 19 
(January-February 1983). 

The Customs Valuation Code 
entered into force on 1 January 
1981, at the same time as the 
Agreement on Government 
Procurement, and is applied by the 
following signatories: Australia, 
Austria, European Economic 
Community, Finland, Hungary, 
Japan, Norway, New Zealand, 
Romania, South Africa, Sweden, 
Switzerland, the United Kingdom on 
behalf of Hong Kong, the United 
States and Yugoslavia. In addition, 
several countries signed the 
Agreement subject to delayed 
application, though they participate 
as full members in the work of the 
Committee on Customs Valuation: 
these countries are Argentina, Brazil, 
Canada, Spain, India and the 
Republic of Korea. 

Twenty-four contracting parties, 
among which are many developing 
countries and two non-members of 
GATT, have observer status in the 
Committee on Customs Valuation. 

criteria to be adopted in calculating the 
value of imported goods where it was 
not possible to establish the real value, 
which was itself open to interpretation. 
In addition, by virtue of protocols of 
provisional application, some large 
trading countries were not required to 
apply the provisions of Article VII in 
full. 

The Brussels Convention, drawn up by 
the Customs Co-operation Council and 
signed in 1950, was not applied by all 
countries either, and was no longer 
suited to existing economic conditions; 
efforts to secure its revision had been in 
progress for several years. The Tokyo 
Round negotiations provided an 
opportunity for recasting all the 
different systems of customs valuation 
applied, and resulted in a draft 
Agreement. Towards the end of the 
negotiations a draft Protocol was 
prepared under the impetus of the 
developing countries, which considered 
that the special and differential 
treatment accorded to them was not 
sufficient; this Protocol is considered to 
be an integral part of the Agreement 
on Customs Valuation. 
The main object of the Customs 
Valuation Code is to define an 
equitable, uniform and neutral system of 
determining the customs value of 
goods, which is in conformity with 
commercial facts and excludes the use 
of arbitrary or fictitious customs values. 
The Code develops Article VII of 
GATT in more precise detail; it 
specifies five methods of valuation and 
fixes the order in which they are to be 
applied. 

Ranking of methods 

It is only when a valid determination of 
the customs value cannot be made by 
the first method that a customs 
administration can have recourse to the 
second method, and so on. 

• The first and principal method of 
valuation is based on the transaction 
value of the goods, that is, the price 
actually paid or payable (i.e., usually 
the invoice price) subject to various 
adjustments specified in Article 8 of the 
Code (transport costs, commissions and 
brokerage, cost of packing etc.). Article 1 
also sets out the conditions that must 

be satisfied for the transaction value to 
be considered acceptable, in particular 
when the seller and the buyer are 
related. This question of relation was 
discussed at length during the 
negotiations, for it concerns in 
particular multinational corporations. 

• If the transaction value of the goods 
imported is not acceptable, the customs 
administration must apply the second 
method, which is based on the 
transaction value of identical goods sold 
for export to the same country of 
importation at about the same time. 
• If this method cannot be used, the 
value of the goods must be determined 
on the basis of the transaction value of 
similar goods sold under the same 
conditions. The Code defines what is to 
be understood by "similar" and 
"identical" goods. 
• If none of these three methods can 
be used, the importer may choose 
between the application of a fourth and 
fifth method of valuation. In the case of 
developing countries, this choice must 
be approved by the customs 
administration of the developing 
country concerned. 
These two methods introduce elements 
of calculation, which are specified in 
Articles 5 and 6 of the Code ; they are 
based on the "deduced value" and the 
"computed value". 

• Article 7 of the Code provides that 
if none of these five methods can be 
adopted, the administration shall apply 
a method of "last resort", by which the 
customs value shall be determined 
using reasonable means consistent with 
the provisions of the Agreement and of 
Article VII of GATT, on the basis of 
data available in the country of 
importation. It precludes the possibility 

(Continued on page 3) 
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(continued) 
of using certain methods of valuation 
and fictitious or arbitrary values, which 
it enumerates. 

Management and supervision 
of the Agreement 
The Committee on Customs Valuation, 
of which the parties to the Agreement 
are members, supervises the 
implementation of the Agreement and 
provides the signatories with an 
opportunity of consulting one another 
on matters relating to the 
administration of the Agreement. 
A Technical Committee on Customs 
Valuation, under the auspices of the 
Customs Co-operation Council at 
Brussels, is responsible for ensuring, at 
the technical level, uniformity in the 
interpretation and application of the 
Agreement; it reports to the GATT 
Committee on Customs Valuation and 
to the Customs Co-operation Council. 

Consultation and settlement 
of disputes 
The Agreement includes procedures for 
consultation similar to those provided 
for in the other non-tarifT agreements. 
In view of the highly technical nature 
of the matters dealt with, the 
Committee on Customs Valuation may 
request the Technical Committee to 
assist it in its dispute-settlement 
functions. 

Special and differential treatment 
Article 21 of the Agreement provides 
that developing country parties may 
delay application of the Agreement for 
a period of five years and application 
of certain provisions for a further 
period of three years. Developed 
countries which are parties to the 
Agreement are required to furnish 
technical assistance and advice 
regarding its application. 
The Protocol on the implementation of 
Article VII of GATT recognizes that 
application of the Agreement may raise 
problems for developing countries and 
goes beyond the special and differential 
treatment accorded by the Code. It 
permits extension of the period during 
which application of the Code may be 
delayed and provides for specific 
derogations. 

Operation 
of the Agreement 
Summing up, after two years of 
operation of the agreement ', the 
Committee on Customs Valuation 
noted with satisfaction that no 
substantial difficulties had been 
encountered This was confirmed by the 
fact that there had been no 
consultations within the Committee and 
no recourse to the specific dispute 
settlement procedures established by 
the Agreement. 

The Committee is now discussing two 
questions on which it would be 
desirable to reach agreement: 
- whether the amount of interest 

payable under a financing agreement 
for the purchase of imported goods 
should or should not be included in 
the value of the goods ; 

- the lack of uniformity in the 
treatment of computer software, in 
which international trade is growing 
fast. 

The way in which the answers to these 
two questions could be integrated into 
the Agreement is also being studied. 
It appears from information 
communicated by the parties to the 
Agreement that, in accordance with its 
objectives, the transaction value is by 
far the most widely used method of 
customs valuation. This information 
needs further analysis to provide a 
valid basis of comparison between the 
parties. In the opinion of the United 
States, which recently submitted a 
detailed report on the subject, the 
implementation of the new system of 
customs valuation has saved time and 

money and improved the efficiency of 
import transactions. 
Technical assistance activities have been 
actively carried on ' . In order to adapt 
them even better to the needs of 
developing countries, the latter have 
been asked to describe their main 
difficulties and concerns in applying the 
Code. 
The principal difficulties mentioned by 
the twenty-nine developing countries 
which have already replied are, in 
decreasing order of importance : 
- training of customs personnel, 
- increased danger of fraud, 
- determination of procedures and 

practices, and the drafting of laws 
and regulations governing the 
implementation of the Agreement, 

- loss of revenue attributable to certain 
provisions of the Agreement, 

- the information to be furnished to 
importers, 

- transactions between related persons. 
Like all the Tokyo Round agreements, 
the Customs Valuation Code will be 
reviewed as a whole by the Contracting 
Parties this autumn. 

ECONOMIC POLICIES (continued) 

profitable exports or to attract capital 
resources from abroad. 
Actually, the protectionism of the last 
fifteen years has been more ideological 
than pragmatic in origin. "It has been 
a logical concomitant of a particular 
perception of the powers and 
responsibilities of governments that 
emphasized the importance of 
protecting existing jobs and existing 
wage levels, even in the face of market 
pressures for structural adaptation". 
Such an approach overestimates what 
governments can actually do and is 
bound to create frictions among them. 
The bitterest commercial conflicts 
among the large industrial countries 
originate in their agricultural trade, 
where government interference is the 
most advanced. 
That is why, in the opinion of the 
GATT economists, it is of decisive 
importance to stabilize the conditions 
of international trade. "It need not be 
free trade; what we mean is liberal 
trade, a condition in which those 
industries which are deemed to 
deserve protection are protected by 
non-prohibitive MFN tariffs which 
remain stable for long periods or 
move gradually downwards, and in 
which competition is not impaired by 
quantitative restrictions (voluntary or 
otherwise) or trade-distorting subsidies. 
Together with price level stability, 
these conditions are sufficient to 
ensure that the price system of each 
national economy will work efficiently 
- indeed that there will be an efficient 
international price system signalling 
potential scarcities or surpluses 
anywhere in the world economy", for 
which corrective measures can thus be 

taken in time. Distortions in the price 
system have very substantial adverse 
effects on economic development, in 
both developed and developing 
countries. "Without a working price 
system, economic development is 
without an inner momentum; it must 
be kept going by promiscuous, 
day-to-day interventions", such as 
price controls, licences to pursue 
activities, etc. 

In conclusion, the GATT economists 
maintain that the ultimate solution of 
the problems mentioned "lies in 
restoring competition and a more 
efficient working of the price 
mechanism", whose distortions are 
caused largely by trade policy and in 
particular by quantitative restrictions. 
"In the immediate sense the effect of 
lower trade barriers would consist of 
avoiding both a waste of capital 
through investment in heavily 
protected industries and the 
appearance of inflationary bottlenecks 
as recovery proceeds". They go on to 
emphasize that "allowing a greater 
rôle for competition in the 
determination of relative prices 
implies, at the same time, a stimulus 
to the expansion of each country's 
export industries". In their view, any 
government could greatly improve the 
performance of its own economy by 
taking steps in that direction without 
waiting for others. A new joint 
initiative is needed to restore the full 
effect of the General Agreement and 
to retrieve its original purpose - that 
of strengthening governments against 
the particularist pressures emanating 
from national economies. 
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Dairy Products 
Renewed concern 
The International Dairy Products Council held a special meeting on 12 September. 
The reason for doing so was the concern caused by the sale of United States dairy 
products to Egypt which, according to the EEC. is injurious both to the European 
Community and to the stabilization of the world market in dairy products, by 
reason of non-compliance with the minimum prices fixed by the International 
Dairy Arrangement and the provisions of the Code on Subsidies and 
Countervailing Measures. The United States has furnished information on the 
action taken and considers that it has complied with the minimum prices and met 
its commitments under GATT. The discussion will continue at the next regular 
meeting of the Dairy Products Council on 29 and 30 September. 

INTERNATIONAL TRADE (continued) 

This decline in the volume of world 
trade, combined with a 4% decline in 
dollar unit values, reduced the value of 
world trade in 1982 to $1.850 billion. 
6% below the 1981 level. 

There were only minor changes in the 
regional distribution of trade in 1982: 

the share of the traditional oil-exporting 
developing countries in world exports 
declined from 14% to 12%. the counter
part of which were minor increases in 
the share of the industrial countries, 
other developing countries and the 
Eastern trading area. 

Growth of world exports, 1963-1982 (Average annual percentage changes in 
volume) 

Total 
Agricultural 

products 
Minerals3 

Manufactures 

1963-73 

M 

4 

7 

11 

1973-82 

3 

4 

- 2 % 
4'h 

1979 

5 '/: 

1 

5 

5 

1980 

1'h 

5 

- 6 

5 

1981 

0 

3 

- 1 2 

31/: 

1982 

-2 

1 
- 7 

-l'A 
J Including fuels and non-ferrous metals. 

Trade and payments balances: 
smaller deficits and surpluses 
• The combined trade surplus of the 
traditional oil-exporting developing 
countries contracted by nearly $50 
billion in 1982 to around $70 billion, 
only 40% of its level in 1980. This 
essentially reflected changes in volume. 
• The trade deficits of the industrial 
area was reduced by a little over $20 
billion in 1982. 
• The trade deficit of the oil-importing 
developing countries decreased by nearly 
$15 billion, reflecting mostly changes in 
volume. Some three-quarters of this 
decline originated in trade with 
industrial countries, and the remainder 
in trade with the traditional 
oil-exporting developing countries. 
• The trade surplus of the Eastern 
trading area increased by an additional 
$8.5 billion in 1982. of which $7 billion 
was from trade with the industrial 
countries. 
• There was an estimated $4 billion 
decline in the combined 1982 trade 
deficit of A ustralia. New Zealand and 
South Africa. 
It is much more difficult to say 
anything specific about recent trends in 
current account balances, because of 

dramatically increased statistical 
discrepancies between surpluses and 
deficits. 

Indebtedness and foreign trade 
adjustment 
Under increased pressure of debt 
servicing, there was a moderate decline 
in the combined trade deficit of the 
oil-importing developing countries in 
1982. In volume terms, their exports are 
estimated to have increased by 1 per 
cent with a 4 per cent decline in their 
imports. 

For a group of sixteen developing 
countries, the GATT economists have 
examined recent trends in exports, 
imports and trade balance, and have 
found that import cuts have played a 
role in nearly all those countries. 70% 
of their exports are currently sold to 
industrial countries, whose imports 
from those sixteen countries were above 
the 1979 level but below the levels 
recorded in 1980 and 1981. Over the 
four-year period, the sixteen countries 
as a group nevertheless expanded their 
market share in all the categories of 
manufactured goods, though to varying 
degrees. 

56th GATT training course 
The 56th Trade Policy Course is being 
held from 22 August to 13 December. It 
is open to French-speaking officials of 
developing countries and there are 
twenty-three participants from the same 
number of countries or regional organi
zations. Since the introduction of the 
GATT training courses in 1955. 833 offi
cials from 110 countries and six regional 
organizations have participated. Two 
courses are given every year, one in 
French and one in English. 

Trade outlook 
Because the volume of world trade was 
on a declining trend until the last 
months of 1982. the renewed expansion 
of trade that got underway in the first 
half of this year started from a low 
point Taking into account the limited 
gains up to mid-year, world trade would 
have to increase by a further 2% in the 
second half of this year in order for the 
average level for 1983 to match the 1982 
average. Indications are that this modest 
goal will be met. provided the recovery 
continues and there are no major dis
ruptions in the international trade and 
financial systems. 

Coming GATT Activities 

Provisional calendar of meetings in 
October 
34 
4-14 
4-6 

4-5 

5 

6-7 
11 and 
14 
12-14 
17 

19-20 
21 

24 

25 

25-26 

26-28 

26-28 

Council 
Committee on Trade in Agriculture 
Committee on Trade in Civil 
Aircraft 
Committee on Technical Barriers to 
Trade 
Technical Sub-Committee on Trade 
in Civil Aircraft 
Committee on Licensing 
Committee on Balance-of-Payments 
Restrictions 
Textiles Surveillance Body 
Working Party on Structural 
Adjustment 
Consultative Group of Eighteen 
Group on Quantitative Restrictions 
and other Non-Tariff Measures 
Ad hoc Group on the 
Implementation of the 
Anti-Dumping Code 
Committee on Anti-Dumping 
Practices 
Committee on Trade and 
Development (Consultations on 
Part IV) 
Committee on Subsidies and 
Countervailing Measures 
Textiles Surveillance Body 

November 
1-2 
24 

7-9 
7-11 
9-11 
15-16 

16-18 
21-24 

29-30 
Week 
of 28 

Council 
Committee on Government 
Procurement 
Textiles Surveillance Body 
Consultation on Tropical Products 
Committee on Customs Valuation 
Sub-Committee on Trade of 
Least-Developed Countries 
Textiles Surveillance Body 
Thirty-ninth Session of the 
CONTRACTING PARTIES 
Textiles Surveillance Body 
Working Party on Trade with 
Hungary 
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