
GENERAL AGREEMENT ON TARIFFS AND TRADE RESTRICTED 

1 June I960 

Draft Report of the Working Party on the 
European Free-Trade Association 

(continued) 

Effects of the Provisions of the Stockholm Convention 
relating to Area tariff treatment on the preferential 

systems to which Member States are parties 

(a) The discussion centred mainly on whether, indirectly, the combined effects 

of the Stockholm Convention and the régimes applicable to trade between thé 

United Kingdom and the Commonwealth and between Portugal and its overseas 

territories would be an.enlargement of the area in which preferences would have 

increased effectiveness. Attention was paid primarily to the practical con

sequences which would arise rather than to the legal aspect of the question. 

(b) It was argued in the Working Party that the loss, of drawback under 

paragraph 7 of the Stockholm Convention could have the result of extending the 

area in which preferences granted by certain Member States were effective. 

At present, dutiable materials imported into the United Kingdom and used by a 

manufacturer for the export trade were in most cases eligible for drawback. 

The fact that some of these materials could be obtained from territories enjoying 

tariff.preferences had therefore not affected his choice as to the source of 

supply. With the withdrawal of drawback, the United Kingdom manufacturer 

for the export trade would have a definite incentive to purchase his materials 

from sources enjoying preferential treatment. This would mean that materials 

from preferential sources would be used by a United Kingdom manufacturer not 

only for products for the United Kingdom market, but also for products to be 

exported to the other Member States. 

(c) It was further pointed otit that both the Basic Materials List in 

Schedule III and the List of Qualifying Processes in Schedules I. and II meant 

that area tariff treatment would be given to a product which had only undergone 

a small degree of processing within a Member State. The result of these two 

factors, namely, first, that a United Kingdom manufacturer would turn increasingly 

for his supply of raw materials to preferential sources and, secondly, the fact, 

that very little processing was required in order-to qualify these products for 

area tariff treatment. The possibility existed that the area in which the 

preferences had effect would be" enlarged. These considerations:were raised in 

the Working Party, not in a critical spirit, but with the object of ascertaining 

the facts. 
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(d) The Member States pointed out that, under Article 7 of the Convention, a 

Member State was permitted to refuse free-trade area treatment to goods which 

had benefited from drawbeck. ; If duties collected oh raw materials'were refunded 

when manufactures were exported and free-trade area treatment, were given to those 

manufactures, there would be an artificial incentive for each Member State to 

manufacture for the others and to import from others the manufactures it needed 

for its own use. This was not a problem peculiar to the Association, but must 

arise inevitably in any free-trade area or customs union, such as, for example, 

the one established by the Some Treaty. It was, however, important to keep the 

problem in perspective. First, there was no obligation on any country under 

the GATT to allow drawbacks and it was entirely within the discretion of any 

country granting drawbacks to withdraw them, whether or not this might be 

necessary through the creation of a free-trade area or customs union. Secondly, 

Member States imported a large range of raxv materials free of duty and there 

could only be a very few materials which were dutiable in all the Member.States: 

it followed that any tendency to divert trade to preferential sources of supply 

was liable to be offset by competition from Member States who could import the 

same materials free of duty from foreign sources and supply the manufactured goods 

free of duty throughout the area of the Association, 

(e) The' working Party recognized that it would be of value to make a factual 

study, in the light of concrete exemples, of the possible trade diverting 

effects that might arise. 

(f) A question was asked as to whether the words "any goods" in paragraph 3 

of Article 4 of the Convention could inclv.de imported goods not of area 

origin if imported from another Member State. If this was so, it would appear 

possible for a conflict to arise between the provisions of this paragraph and 

the requirements of the interpretative note to paragraph 9 of Article XXIV of 

the GATT. 

(g) The Member States- stated'that if a theoretical case of this sort did arise, 

the Member State concerned would, in accordance with Article 37 of the Convention, 

be bound by the interpretative note to paragraph 9.of Article XXIV and the duty 

would be applied in accordance with that paragraph. It could, however, be 

taken that a Member State which had a .protective duty on a product would not 

contemplate granting area tariff treatment to that product coming from another 

Member State if it had not undergone the recognized degree of processing.• 
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The intention of paragraph 3 of Article 4 was to enable the Member States to 

follow more liberal policies; it was certainly not the intention of the paragraph 

to permit a product imported under a préférentiel tariff into a Member State 

to be re-exported without processing to another Member State. 

(h) The forking Party noted that, while discussion had mainly concerned the 

possible enlargement of the area in which preferences would be affected, it had 

boon pointed oiit that in some cr.scs, on the other hand, the establishment of the 

Association might have the reverse effect of reducing the value of preferences 

which some contracting parties were now enjoying on the United Kingdom market. 


