GENERAL AGREZLENT ON TARIFFS AND TRADE RESTRICTED
9 November 1960

| REVISED DRAFT
r® THE TSE _OF RMEERS OF THE DRAFTING CQMMITTEE A7 TEE MEETING
~ QU THURSDAY, 10 JOVEER at 10 a.m, in Room 650

LATIN I-\MERICAN SREE TRADE AREA

1, The ilorking Party was appointed by the CONTRACTING PARTIES gt the sixteenth
session, with the task of examining the Montevideo Treaty in the light of the
provisions of. the General Agreement on Tariffs and Trade and subsequently
reporting to the CONI'RACTJI\TG PARTIZS at their seventeenth session,

P The »Iorklng Party met in June 1960 , and durlng the seventeenth session in
November 1960, .It had available the replies (1/1311, 1/1311/Add.l1 and - :
1/1311/Corr.l and 2) from the liember States to the questions asked by the

CONTRACTING PARTIES in aoccordance with the procedure laid down at the sixteenth- e

session for the examination of the Liontevideo Treaty, together with additional
1nfonnation euppl:.ed by the liember States at the meetlng in June 1960.

3. The qurking Party ascertalned the stage reached in the ratlfication
procedures necessary for bringing the reaty into effect.' On this subject, it
was stated on behalf of the liember States that all the signatory countries kad
started ratification proceedings and that it was hoped that the Treaty would
come into :force at the beginnlng of 1961,

I. . THE PROVISIONS OF THE LIONTEVIDEO TREATY -
~— AND THEIR LFFRCTS ON TRADE =

4, Certain delegations questioned the llember States regarding their intentions
with respect to information which they felt should be supplied in advance to
the CONTRUACTING PARTIES whenever measures of importance were decided in relation °
to the implementation of the Tradeé Area. The Member States indicated their
intention to supply at an appropriate time all information which might be of
use to the CONTRACTING PARTIES,

(1) Tgriff system of the area

5, The Member States stressed the fact that they intend to proceed with the
abolition of customg duties and other import charges inside the area in.respect
of as high a percentage of their mutual trade as posasibleé,. calculated on the
basis of the total value of the products exchanged among themselves. They
explained that the lists mentioned in the Treaty, and the abolition of tariffs
applied both to products in which there was at present trade between them and,. B
insofar as pos&ble, to products in which there was as yet no trade within the
area, ) .
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6. The Viorking Party noted that the tariff reductions would not be linear in
nature, but might differ according to products. In that connexion, it requested
Member States to specify whether in the case of a country like Argentinc which
applied both custoris duties-and -surcharges on imports, -the point-of departure
for the abolition of tariffs -would be the level of the customs tariff or the
level of the tariff increased by the surcharges in force. The Member countries
stated that the surcharges were assimilated into the eoustoms duties, and that
they, too, would be reduced progr°s31vely in eccordance with the provisions of
the Treaty.

7« The Member States explained that the basic criteria for the definition of
"substantially all their reciprocal trade" were quantitative in character,
Furthermore, the nature of the products and the sectors of activity to which
measures for the abolition of obstacles to trade would apply were not limited

and any product could be ‘included in the programme, and Member States expressed
their intention to go as far as possible in that direction. However, it was
impossible to indicate at present the products in respect of which customs duties
would not have been abolished at the end of the transitional period,

8. As regards the treatment applying to products which would remain subject to

customs duties or to other import charges at the end of the transitional period,
the lMember States declared that those who were at the same time signatories to
the Montevideo Treaty and contracting parties to the GATT would take care to
respect their contracting commitments,

9. Ixplanations were requested concerning the compensation regime in goods in
force in Mexico. In this connexion, it was indicated by the Member Stetes that
if the obligation to export were in fact equivalent to a charge within the
meaning of Article 3 of the Treaty, and resulted in an increase in the price

of the product imported, the Mexican Govermment would be required progressively
to abolish that obligation,

10. As regards the effects of the Treaty on the system of selling foreign
currency by auction, as practised in Brazil, it was explained that the Treaty
did not deal specifically with the system, but that, to the extent to which the
multiple exchange rates might haveeffects equivalent to measures covered by
Article 3 such effects would have Lo cease, .

11, In answer to questions about the procedure for reducing duties and

charges under Article 5 of the Treaty and the proposed method of calculation
for determining the percentage of the charges applicable to third countries,
the Member States indicated that individual signatories were allowed every
latitude with regard to the choice of the products on which negotiations were
to be undertaken each year, subject only to the condition that the sum of the
annual reductions should not be less than 8 per cent of the weighted average ~¢
definied in Article 5,

12, As regards the position of Member States which were not yet parties to
the General Agreement, the Member States stressed the fact that the Argentine
Republic had already initiated proceedings for accession to the General
Agreement. No information was available with respect to the possible
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eventual aoc_'essi_on of Mexico and Paraguay. The Member States pointed out that
all the signatories to the Montevideo Treaty lLiad agreed to take into account
the obligations of those members who were bound by the Gen-eral Agreement,

13, With regard to the harmonization of he import and export systems as
envisaged in Article 5 of the Treaty, it was abtated that the Member States, wh*.le
remaining free to establish and to maintain duties snd charges on imports from
third countries, taking into accounv their cor:ritmernts under +th2 General Agree~-
ment, would not fail to bear in mind the objeectives which had become of cormon. ..
concern owing to the establiichment of tlie area, IFurthermore, none of the.

Member States contemplated adopting measures which could lead to a reduction

of trade with third countries, On the contrary Membeir States intended to taks
necessary measures to stimulate their global trade incofar as possible,

14, The VWorking Party inquired whether the full and irmediate extension to

all members of the area of the existing favourable trcatment under the pro-
visions of Article 18 of the Treaty would resu't in a distortion in the present
pattern of trade, The Member States declared that cny favourable treatment . -
that existed would be extended immediately ~-% not nocescarily unconditionally
to all signatories in accordance with Article 18 of thz Treaty. They added

that the extension of this favourable tre~tmers would be taken into considera~ -
tion during the first rcund of negotiations, aand tha: while certain fluctuations -
in the pattern of trade might occur; every eflcrt wolld be made to minimiza
these. In this connection it was pointed oubt that afler emcry inSo force of

the Treaty. therc would be no preferential. teriff treatmsant exisbting in the

area. : Sl

15, Regarding consular taxes, it was stated that they were.excluded from the.
Treaty since they representcd services reifered ond as such they should not be.
considered as Yduties ard charges' in the scrce of Articic 5 cf the Treaty.

The Working Party expresscd concern over tune Cocumecntaticn requirerents with
respect to imports from third coumbrics «»?d askeua il eguivalen’ treatmeat

would be accorded to impovis from within e21 outside ihe erea in relation to
consular requirements., Furthermore, -t w-.s noted that if a simnlification of
the documentation requirements should cccir internaily as a result of negobtin-
tions among Member States they should no‘b fail 50 inform the CONTRACTING PARTITS .

in this regard,

16, The VWorking Party expressed the hope tkat the criteria which would be
established regarding defirition of origin requirements would be implemonted
in a liberal mammer. The Mamber States irformi:d the o5 Party tih-~t
detailed provisions regarding definition of origin requirements were still
under consideration.

(2) Removal of other obstacles to trade

17. In reply to questions the Member States affirmed their intemtion to
ramove not only tariffsduties, and other charges but .also to eliminate
quantitative and other restrictions which hampered the free flow of trade.
The Working Party expressed cortain misgiTiungs regarding the abscnce of a
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more complete schedule for trade libcrzlization. In this connection it was
pointed out that at present very few quantitative restrictions were applied
by signatories to the Treaty and that thoreforc a detailed programme for
their progressive elimination was not rcquired. The liember States explained
that as a result of periodic negotiations in accordance with commitments
assumed in Article 3 of the Trcaty ot thc end of the transitional period &ich
obstacles would bc climinated on substantially all their reciprocal trade.

18, The VYorking Party was advised that certain esceape clauses provided for

the temporary retencsionof quantitative and other restrictions by less-developed
countries in special circumstances in ciicr o protect newly established

industrics or those whose competitive position was weak, AaAlthough it would be
possible for Mcmber States to resort to these escaps clauses beyond the
twelve-year transitional period recoursc to them could only be as a temporary
measurc lasting no longer than one year, subject to the provisions of the

Treaty. The Lember States cxplain3d that a criteria hed not yet been established
to determine when to authorise the maintenance by countries within the area of
measures applied to correct balance-of-payments difficulties,

19, The members of the Working Party expressed concern over the possibility
that disciminatory treatment of imports from third countries would result from
the implemcntation of the provisions of the Treaty. The Liember States gave
assurance that in this regard each Mecmber Statc would take into account
obligations arising out of intermetional commitments, although the terms of =
the Treaty whichreferrcd only to trade within the area did not provide that
restrictions would be eliminated in the case of imports from other contracting
parties bo the GATT, It might be considered appropriate to relax quantitative -
restrictions on intra-area trade without at the same time relaxing such
restriction on trade with third countries to the extent that the reasons which
had justified their imposition persistec,

20, The Working Party noted that the systcms of prior deposits in force in
the Member States were a type of restriction to trade and any move to
eliminate prior deposit requirements would be most welcome. The Member States
explained that wunder the t-oms of hn Yooty nioa» Comneiba Wi roh
considered to fall within the provisions relating to rostrictive regulations,
but these charges would be abolished during thc period of formation of the
Froe Trade Area; further, this cormitment would apply only to products
originating within the area., It was possible therefore that in the future
products from outside the area would be subject to prior deposits as the
Treaty did not state that these would be eliminated for third countries.

21, The Vorking Party addressed itself to the provisions of the Treaty
applicablc to export taxes and restrictions. The liember Statcs explained .
that the export systems applied by them were of a liberal and non-discriminatory:
nature and that they covered a very small volume of trade, As oxport
restrictions were maintained in order to ensure adequate internal supplies

of certain commodities or in accordancc with intcrnational obligations it

did not appear to be neccssary to include special provisions for them in

the Treaty. Nevertheless, Mcmber Statcs would endcavour to avoid a

situation where the application of these mcasurcs would opcrate in such a

way as to impair their liberalization programme.

N _
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22, With reference to the provisions of Article 50 of the Treaty regarding
the m-cxport of goods within thc area, the lMamber States advised the Working
Party thot at present therc were no export controls in force. but that
provision had been made in the Treaty as a safeguard to permit countries to
impose such controls when required in accordance with their international
obligations, ' '
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(3) sgriculture and livestock products

(a) The agricultural policy and its objectives

23. ‘The Working Party requested the Member States to specify the objectives
pursued under the provisions of the liontevideo Treat~ in respect of agricultural
and livestock products and to indicate hoi:_those products would be

defined.

24. The definitions were to be supplied by one of the institutions of the
Association, but the hember States were of the opinion that there was no reason
for departing from the standard terms in general acceptance in internatiomal
conventions. The association's provisional committee instituted at iontevideo
was dealing with this point in anticipstion of & number of decisions which could
only be taken by the Conference of ilember States, which iidght be held at tae
beginning of 1961 as soon as the proceedings relating to the ratification of the
Treaty had been successfully completed.

2L. The question was raised as to whether or not the Member States could give
an assurance to the CONTRACTING PalkTI..C thet the measures applicable to the
trade in agriculturel products d ring the transitional period would be withdrawn
at the expiry of the twelve-year neriod, and, if not, whebher it was the
intention of the i.ember States to subiit to the CONTRACTING PaARTILS a program.e
of gradual elimination of such measures. The liember States, referring to
article 28 of the Treat:, recalled tlLut such measures were to be terminated at
the end of the transitional period, and that, consequently, there was no need
for such a programme to be drawn up. Moreover, as had already been mentioned,
the CONTRaCTING F..2TLwS were to be kept regularly informed of the progress
achieved towards trade liberalization by the Member States of the Area,

26, The Working-Party asked for glucidation 6f the wording.

of Article 29 of the Treaty referring to a priority to be given to products
originating in the territories of other kieriber States of the Area, which might
imply discrimination against third countries. The answer given was that

liember States would make che necessary adjustments to achieve a sound expansion
of trade in agricultural and livestock procducts originating in the Area and
that regular consultations would be arranged between them. as regards relations
with third countries, it was well known that there was extensive inter-area
trade in agricultural and livestock products, and while striving for an
expansion of trade within the area, the lLecmber States undertook to maintain
normal competitive conditions and to prevent the introduction of uneconomic
productive activities. 1In any case, it was the intention of the Member States
to follow compitative trade practices and the COLTR&CTING PaRTILS would be
informed of any arrangei-ents which might be made pursuant to Article 29 of

the Treaty.

27. With regard to the criteria to be established with a view to preventing
uneconomic productive activities, the Member States stated that

these had not yet been fornulated but that the institutions of the Assoc1at10n.
once in operation would not feil to furnish the required info.mation to the
CONTRACTING PARTIES, -
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(b) Agreements between Membor States with respect to agricultural
products

28, When proceeding to the study of the replies given by the Member States to
the questions relating to the agreements referrsd to undcr Artiele 29

of the Treaty, the Vorking Party wondcred how it would be possible to draw up
agreenents designed mutually to offset any shortfall in domestic production
without giving rise to fresh hindrances to mormal trade with countries outside
the area. Member States indicated that it was the intention of the signatories
to the Treaty to enter into long-term agreements or into quantitative agreements
which would both provide the exporting country with the assurance of a stable
market and the importing country with a definite possibility of securing
quality products at international prices. They felt that as long as such
arrangements complied with the conditions of a free market, there could not be
additional hindrances in respect of countries outside the area. The Member
States indicated that these agreements would be consistant with their interna-
tional obligations and agreed to provide information to the CONTRACTING PARTIES
as required.

29, Agreements such as those under reference in respect of agricultural and
livestock products might entail discrimination or lead to a disruption of the
normal conditions of international trade as a result of intervention by State-
trading concerns; but the liember States considered that their cormercial
policy would promote multilateral trade, thet agreements would not necessarily
be concluded, and that, in any case, it was not intended to extend State-
trading between the signatories of the Treaty.

30. 1In order to allay amy misgivings on the part of the ‘iorking Party as to the
selling terms which would be specified in any agreements dealing with agricultural
and livestock products, the llember States reiterated that it was their common
desire to provide satisfactory conditions for all llember States so as to meet

the requirements of article 29 during the transitional period, while at the same
time assuring the countries outside the area that such agreements would not be
detrimental to traditional channels of trade.

ITI. COMPATIBILITY OF Tiw MONTEVIDEQ TREATY
WITH ARTICLs IV OF THY GENBR:L AGREEINENT

31. The Working Party considered the question of the compatibility of the
Montevideo Treaty with Article .2IIV of the General Agreement. Several members
of the VWorking Party held the view that the information supplied before and
during the meetings was not such as to permit a final statement of opinion on
this matter, and stress was laid on the fact that owing to the general nature of
certain provisions of the Treaty which could not at this stage be sufficiently
clarified through the answers of the kember States a further study of. the
Montevideo Treaty and its practical implications would be necessary.

32. The Member States, for their part, considered that the provisions of the
Treaty were in conformity with the provisions of paragraphs 5 to 9 of Article XXIV
of the General Agreement, Doubts had been expressed in this connexion in view

of the fact that some liember States were not contracting parties to the GATT.

33. The Working Party agreed that the Treaty of Montevideo did not provide for
the immediate elimination of all restrictions to trade among the signatories
and that it could only be considered by the CONTRACTING PaRTI&S under the pro-
cedures relating to interim agreements leading to the formation of a free-trade
area,




