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REPORT OF THE WOBKING PARTY ON
ONITED SIATES TEMPORARY TMPORT SURCHARGL

1. INTRODUCLION

1. In accordance with its terms of reference the Working Party has examined the
United States temporary import surcharge notified in L/3567 aand discussed in the
Council on 24-25 -August 1971 (C/M/71). For this purpose, as well as for the
carrying out of certain other tasks assigned to it, the Werking Party met from

6 to 11 September under the Chairmanship of Mr. K.A. Sahlgren (Finland).

2. The terms of reference of the Working Party were as followss

(a) In the light of the provisions of the General Agreement and of the
discussion in the Council, to examine the United States temporary
import surcharge introduced on 16 August 1971 as notified in L/3567,
and to exchange views on other iweasures jn the United States programme
of a non-monetary nature which have a direcct impact on international
trade. In executing this task the Working Party will take into account,
inter alis. the nature of the balance-of-payments difficulties; the
rationale for the surcharge and the medalities of its implementation;
the anticipated effects on wrade; the possible effect on the economies
of other contracting parties and; in partienlar, the effect on the
economies of the developing countries;

(b) to consult with the International Monetsry Fund in pursuance of
Article XV;

(¢) to submit a report for consideration by the Council at a meeting not
later than 20 September, on the assumption that the necessary
determination by “he International Monetvary Fund is available, on its
examination of the United States temporary import surcharge, and a
record of eany exchange of views in the Working Party on the other
measures referred to above; and

(d) to continue Lo be availablie for consultations as necessary.

3. In addition to the documents mentioned in paragraph 1 above, the Working
Party had before it the texts of the United States presidential proclamation and
executive orders implementing the import surcharge and certain statistical
information supplied by the United Svates, as well as lwo background papers
supplied by the International Monetary Fund, dated 21 December 1970 and

25 August 1971.
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IT. CONSULTATIONS WITH THE INTERNATIONAL MONETARY FUND

4. Pursuant to the provisions of Article XV of the General Agreement, the
International Monetary Fund had been invited to consult with the Working Party on
the balance~of-payments and monetary reserve aspects of the matters under
consideration. The representavive of the Fund made the following statement:

"The Fund invites the attention of the CONTRACTING PARTIES to the
background papers dated December 21, 1970 and August 25, 1971 which it has
transmitted for their information and use. It will be noted from the second
of these papers that on August 15, 1971, the United States announced
measures aimed at increasing employment, improving price performance, and
strengthening the balance of payments position. One of the measures was the
imposition of a temporary surcharge, generally at a rate of 10 per cent, on
dutiabl. imports not subject to quantitative limitations imposed under
statute by the United States.

"In view of *he strains on the international reserve pogition and the
underlying balance of payments situation, the United States authorities have
suspenced temporarily the full convertibility of thc U.S. dollar into gold
or other reserve assets, while simultancously imposing an import surcharge.
The U.S. authorities have said that some changes in exchange parities may he
anticipated and that the temporary impert surcharge is intended to provide
rclatively quick bencfits to the trac. balance under the circumstances which
led to its use have been adeauately dealt with.

"Persistent balancc of payments pressures have brought the reserve
assets of the United States to a low level and its rescrve liabilities to a
very high level. These pressures heve been particularly strong in 1970 and
1971. Thercefore, in the absence of other appropriate action and in the
present circumstonces, the import surcharge can be regarded as beirg within
the bounds of what is necessary to sbop a serious deterioration in the
United States balance of payments position. iowever, a corrective adjustment
in the pattern of exchange rates would be a proferred means for achieving a
better balance in international paymeits. The Fund will remain in close
congnltation with the authorities of the Urited States and the other members
with a view to the prompt achicvement of = viable 'tructurc of exchange rates
on the basis of parities cstablished and maintained n accordance with the
Articles of Agrecment. The import surcharsze can bp ]u tified as a means of
improving the U.S. balance of pavﬂouts only until it 1s possible to supplant
it by effective sction in the cxchange rate field.w

5. In response to a question the Fund represcntative stated that the Fund had no
suggestion to make as to any alternative measures that the United States might

take at present.

6. One representative asked the Fund reproscentative if une could confirm that wint
constituted "effcctive action!" to ctrcngthen the United States balance of payments
would be a Fund judgment bascd on o prediction of the results of measures taken by
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the United States and its trading partners, and not on an actual improvement in
the United States balance of payments. The Fund representative replied that the
judgment as to whether "effective action in the exchange field" had been taken
would be a Fund judgment. One could not, of course, expect the Fund at this stage
to relate such judgment to any period of ‘time. It should be noted in this
connexion, however, that major efforts were under way to try to resolve this
problem with the utmost expediency.  In exercising judgment as to removal of-
restrictions by any member country it was the Fund's normal practice, and a
necessary one, to look forward as well as back. The Fund did not wait until
actual equilibrium had been reached since the removal of restrictions was a
necessary prellmlnary action for obtaining a healthy and sustainable balance-of-

payments situation.

ITI. CONsSIDERATION OF PARTICULAR ASPACTS AND PROBLEMS

The balance-of-payments difficulties of the United States

7. In examining the nature of the balance-of-payments difficulties, the
Working Party tock into account the findings of the International Monetary Fund
quoted in paragraph 4 above, and generally referred to the background material
supplied by the Fund. Note was taken also of statistical material supplied by
the United States delegation, supplemented with more up-to-date figures supplied
by the United States rebreuontatlvc in the course of the discussion.

8, The United States delegation stressed. that the deterioration of its trade
balance was an important factor responsible for the worsening of the country's
balance of payments. ‘In analyzing the United States balance of payments it was
important to distinguish between volatile short-term capital flows and fundamental
disequilibrium. - The basic balance, that is trade, services and long-term capital
flows, was the key to this disequilibrium, and there was clearly a close
correlation between the trade balance and the basic balance. He introduced figures
to show that the deterioration in the United States balance of payments was not
due to outflows of long--term capital, but that on the contrary such outflows had
diminished on a net basis over the last few years. He pointed out that the United
States had been a principal loser of wvescrves in recent years while most of the
rest of the world had heen increasing its reserves. Further, he cited Article XV
of the General Agreement, which states that the CONTRACTING PARTIES shall accept
all findings of facts by the International Monetary Fund relating to foreign
exchange, monetary reserves, and balance of payments, and called attention to the
Fund's finding that persistent balance-of-payments pressures, which were
particularly strong in 1970 and 1971, had brought the reserve assets of the United
States to a low level and its reserve liabilities to a very high level., In these
circumstances, the United States had applied a temporary import surcharge to
provide relatively quick benefits to ite trade balance until the circumstances
which led to use of the surcharge had been adequately dealt with. The Fund had
found that "in the absence of other appropriate action and in the present '
circumstances, the import surcharge can be regarded as being within the bounds of
what is necessary to stop a serious deterioration in the United states balance-
of-payments position', and the representative of the Internaticnal Monetary Fund
had informed the Working Party that the IFund has no other alternative measures to
suggest at this time. There being no presently available alternative to trade
measures to bring quick benefits to the payments balance the United states
considered that it was neccssary and appropriate for the United States to act in

the trade field.
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9. Other members of the Working Party, while recognizing the seriousness of
the balance--of payments situation, could not endorse these views and drew
attention to the full findings of the IMF. They considered that the trade balance
had only a relatively minor place in the United States balance of payments,
especially having regard to other slements such as the net outflow of capital and
net inflow of earnings connected with direct private investments by United

Stetes enterprises abroad. For exumple, movements of capital funds of multi-
national corporations had played an important réle in the recent deterioration

of the United States balance of payments. The overall disequilibrium had in
recent years been of an order of magnitude totally out of proportion to the size
of the fluctuations in the trade balance., Moreover, in the cuse of the United
States balance of payments, income from direct investments abroad and income from
trade were closely linked because of substitution of exports by the establishment
of manufacturing facilities abroad. WNet income on that account had shown a
considerable and constant growth in the 1960!'s. For all those reasons, these
members considered that measures restricting imports were not an appropriate means
to correct the United States balance-of--payments disequilibrium.

10. In the view of these members the most important and immediate cause of the
present balance-of--payments deficit in the United States had been the massive
outflow of short-term capital, which reflected a loss of confidence in the
stability of the United States sconomy. While this capital movement was
speculative it would not have reached the dimensions it had, were it not for the
persistent inflationary trend and price instability in the United States. It
had also been indicated that the difficulties in the trade balance of the United
States to a large extent resulted from factors on which the imposition of the
surcharge would have no irfluence. The eveclution of the trade balance was but a
manifestation of the root causes, and the remedy should be found in the adoption
of policies other than the limitation of imports. Surcharge action was counter-
productive in relation to the objective of fostering price stability and
increasing export and industrial competitiveness, apart from being damaging to
the interest of other contracting parties and undermining the world trading
gystem.

11. Some members questioned the appropriateness of regarding a sizable United
States trade balance as a natural, essential feature in the world trade structure.
The idea that the United States should have a constant trade surplus was untenable.

12. For some members of the Jorking Party the intlution problem with which the United
States had been confronted since the mid--1960's had been a major element in tho
erosion of the United States international financial position and they were unable

to accept the contention of the United States authorities that the exchange rate

and trade policies of the United States trading partners were unfair.
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13. Reference was made to the announcement of 15 August by the United States
President linking removal ef the surcharge to exchange rate adjustments, and to
the IMF view that a corrective adjustment in the pattern of exchange rates would
be a preferred means for achieving a bettsr balance in international payments.

In the view of a number of members the maintenance of the surcharge would make

it more difficult to achieve full adjustment of currencieg and this was a further

argument for its early removal.

14. In the course of the discussion, representatives of developing countries
stressed that their countries were certainly not responsible for the balance-of-
payments deficit of the United States. They noted that the United States had a
persigtent trade surplus with developing countries. They further pointed out
that they were powerless to influence events in the monetary sphere. They
emphasized that any remedial measure that the United States had taken or might
take to correct its balance-of payments deficit should not damage in any way,
directly or indirectly, the export interests of their countries. Thus, it was
their view that all exports from developing countries. should be excluded from the

Amport’ surcharge.

Modalitics of the imposition of the surcharge

15, In response to a request for a precise list of products in terms of USTS
numbers which were exempted or to which a surcharge of less than 10 per cent
applied, the representative of the United States referred to the Treasury
Department Additional Duty Order No., 2, and the accompanyir~ press release

which mentioned many exempt items. Items which were exempt cither because they
were duty free or because the column 1 and column 2 rates were identical could be
readily identified from an examination of the United States tariff schedules,

as were ltems subject to a surcharge of less than 10 per cent.

16. Members of the Working Party welcomed the decision of the United States
authorities, taken since the discussion on the matter at the last Council meeting,
to exempt from the import surcharge goods in transit at the time of the intro-
duction of the measure, Some members considered, however, that on grounds of
equity all goods in transit, whether or not they had left the country of export,
should be covered by this exemption., The United States delegation was unsure of
the exact scope of this new exemption, or the intention in this regard of the
Commissioner of Customs who had the authority to issue regulations on matters of
this nature, and undertook to convey this representation to the appropriate
authorities for attention. In responsc to a similar representation with respect
to consignments vhich were the subject of a (irm order or had been purchased under
a long-term contract on or before 16 August, the representative of the United
States did not feel exemption of such consignments to be a practicable proposition
gince this would entail enormous administrative problems of verification and
interpretation.
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17. In answer to an enquiry as to whether there were any exemptions from the
surcharge arising from international arrangements similar to the United States-
Canada arrangement regarding automotive parts, the United States representative
referred to the residual preferential relations between the United states and the
Philippines, in consequence of which most dutiable goods from the Philippines
would be subject to only 80 per cent of the combined column 1 rate of duty and
the surcharge.

18. In reply to a question the United 3States representative noted that those
State-trading countries which wers not receiving most-favoured-nation treatment
from the United States would in fact not be affected by the surcharge, as their
exports were subject to statutory, or so-called column 2, rates of duty. This
should not be regarded as differentiation in favour of thesec countries since these
column 2 rates were in all cases higher than or at least equal to column 1 rates

plus a surcharge.

19. In response to questions concerning the operation of the price and wage freeze
introduced on 16 August in relation to imported products, the United States
representative stated that importers and subsequent purchasers of imported products,
as well as manufacturecrs using such products, were permitted to add the import
surcharge to their selling prices. In other words, the incidence of the import
surcharge could be passed on, dollar for dollar, to the ultimate consumer. The
price freeze would not preclude the raising of prices to take account of price
fluctuations on world markets. The same rule, however, did not apply to the
consequences on the price of imported products of any adjustment of foreign
exchange rates. Members of the Working Party commented that the last-mentioned
practice would seem to be irrational as well as being inadvisable. In crder to
respect the price fresze a trader would either have to accept a cut in his profit
margins or sell below "normal value'™ and thus be exposed to anti-dumping action.
More probably, however, he would give up the transaction. This modality of
applying the price freeze might well have the effect of discouraging foreign
countries from revaluing their currencies, which was precisely one of the declared
objectives of the United 3tates Government in the monetary field.

20. In reply to a question the United States representative confirmed that it

was permissible for importers, processors and others to pass on to their customers
the supplementary duty to the extent that 1t was actually paid on imports made on
and after 16 August 1971, even when the imported goods had besn subject to further
processing in the United sStates.

21, In reply to questions the representative of the United ostates stated:

(a) The amount of the surcharge would be calculated on the same value basis
as the regulsr customs duty, be this the normally used f.o.b, value, or some
other special basis such as the ASP, and

(b) +the surcharge levied on any item at prescnt subjeet to a specific rate
of duty would be calculated on an ad valorem basis roferring to the value of
the actual shipment, but the combined incidence of the surcharge and the
customs duty should in no case exceced column 2 rates;

(¢) the same applied to items subject to compound dutics.
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22. In discussing the rationale of according differential treatment to goods
-subject to statutory quantitative restrictions and goods subject to unilaterzl or
voluntary restraints by exporting countries, the representative of the United
States explained that while goods subject to United States statutory quantitative
restrictions were readily identifiable by reference to the statutes and regulationrs
in question, and the effectiveness of the restriction was not in doubt, the United
States authorities could never be certain of the coverage or the effects of
voluntary restraints arranged by foreign governments or industries. Some members
gstressed the view that the distinction was unwarranted since the export restrainte
had virtually the same alleviating effect on the United States balance cf paymente

as the statutory restraints.

23. With regard to cotton textiles, the representative of the United States
confirmed that all sixty-four categeries which were, or could be, subjected to
import restrictions in terms of the Cotton Textile Arrangoment wers excmptsd from
the surcharge, regardless of the origin of the goods.

R4. Commenting on the fact that handloom cotton textiles, not being covered by the
Cothor Textile Arrangement, were not exempt from the surciharge, a member of the Working Party
strongly urged the United States Government to reconsider this situation and remot-
the anomaly. Discriminstion against handloom fabrics would be contrary to the
original intention of according more favourable treatment to this type of product.

25. In the course of the discussion, the representative of the United States
reiterated the statement his delegation had made at the Council meeting that
special exemption of imports from developing countries for goods which would
remain subject to the surcharge when imported from developed countries was not
feasible; a dilution of the sch:me in this manner would have reduced the effect
of the surcharge which was intended to bring about a rapid improvement of the
trade balance; the discrimination it involved might merely divert trade frcm one
source of supply to another without reducing the amount imported. The represen-
tatives of developing countries emphasized that claim for such differential
treatment was based on Article XZVII of the General Agreement which set forth the
nrinciple of the standstill in favour of developing countries. They further
pointed out that the possibility of a <hift in sources of supply was in practice
unlikely, and that in any case thsy wers prepared, once the principle of exemption
was accephted, o propose arrangements that would avoid the possibility mentioned
by the United States delegation. :

26. In reply to a question as to the extent of the power of review granted to the
randix

Secretary of the Treasury by Headnote 4(a) sub-part € of Part 2 of the Ap
to the Tariff Schedules of the United States, the representative of the United
States stated that this provision merely reflected the general practice of giving
the Executive Branch of the Government the widest possible discreticn, and had to
be viewed in this context. The most recent casc where the Secretary of the
Treasury had made use of this authority had bsen the exemplion from the surcharge
of those goods which werc exported to tihe United States befoie 16 August 1971
(cf. Treasury Department Additional Duty Ordsr No. 3).
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27. Noting the intention of the United states to eliminate the surcharge as soon
as possible, members of the Working Party urged the United States authorities to
keep the situation under constant review and, pending the abolition of the
surcharge, to explore all ways and means of reducing the incidence, either by
progressively reducing the rate, or by diminishing the product coverage. In the
opinion of some members the latter process could advisably start at an early date
with the few primary commodities not yet benefiting from an exemption. Considering
the stable demand and supply of these products, and their low elasticity of demand,
the application of the surcharge to these products seemed to serve little purpose
and their liberalization was not expected to have a significant effect on the
United States import bill.

28. In response to questions, the representative of the United States indicated
that his Government had made no decision not to implement the fifth round of
Kennedy Round cuts, but the cuestion of the relationship, if any, between the
surcharge and the Kennedy Round cut was under study. Other members of the Working
Party, without prejudice to their view that the surcharge should be removed within

a short time, expressed concern at any possibility that the cut might not be made
and called for an zarly statement by the United States in this regard. They
stressed the view that notwithstanding their general reluctance to take compensatory
action against the United States in respect of the import surcharge, they would be
compelled to reconsider their position should the United States fail to implement
those tariff concessions. With reference to the practice which had been adopted

by the United States of adjusting any surcharge rate below 10 per cent to the
maximum permitted under the Tariff Act of 1930, members of the Working Party
stressed the view that, in the unlikely event of the surcharge still remaining in
existence at the beginning of 1972, this practice should certainly not be applied

so as to cancel out the fifth step reductions, wholly or in part, by a corresponding
increase in the import surcharge.

29. GSome members of the Working Party stressed that the removal of the surcharge
should in no way be considered as an element for negotiation.

Effects of the surcharge cn trade

30. In discussing the effects of the surcharge the representative of the United
States supplied the following data, based on 1970 returns, showing the proportion
of the exports of varicus countries and areas affected by the measure (the word
"affected" as used in this context referred only to trade coverage of the surcharge
and did not imply that United 3States imports would fall by those amounts) s

24.3 per cent of Canada's exports to the United Jtates were affected; this was
15.9 per cent of Canada's total exports and 3.4 per cent of its gross national
product. For the BEC, the respective figures were 86.8 per cent, 6.4 per cent

and 1.2 per cent, for the EFTA 73.9 per cent, 6.5 per cent and 1.3 per cent, for
Other YWestern Eurcpe 72.8 per cent, an estimated 4.0 per cent and 0.8 per cent,
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for Poland 45.1 per cent an estimated 1.3 per cent and 0.1 per cent, for Japan
93.8 per cent, 28.4 per cent and 2.8 per cent. 21.4 per cent of the exports from
Australia to the United_States were affected; +this was an estimated 2.6 per cent

of their total exports.

31l. It was also noted that the import surcharge applied to approximately 50 per
cent of United States imports and that where it was applied, the rate did not
always amount to 10 per cent so that on an average the rate of the import surcharge
was about 9 per cent. A number of delegations drew attention to the fact that

the proportion of exports to the United Ststes.' overall exports and gross national
produect which were affected by the surcharge varied considerably.

32, In reply to a question, the representative of the United States stated that
it was very difficult to predict the effects in quantitative terms of the
application of the surcharge, since this depended alsc on action taken by other
contracting parties which could influence prices. His authorities anticipated
that if the surcharge were in effect for a year, imports would be approximately
US$1.5 to 2 billion below the level they would otherwise have attained; the basis
of this calculation was, however, highly speculative.

33. A number of delega.ions expressed concern at the likely effects of the
surcharge on particular sectors of their economies. woreover, the dampening
effect of the surcharge on the exports of other countries would cause e slowing
down of their cconomic activity and consequently reduce their demand for imports.
To the extent that such countries constituted export markets of the United States,
any savings in United States import payments that might derive from the surcharge
would bu offset, perhaps to a substantial degree, by a reduction in United States
exports, thus discounting any snticipated improvement in the United States balance
of payments. Others alsc stressed the indireet effects of the surcharge through,
for example, increasing competition in the markets of other countries. Some
delegotions calling for early removal of the surcherge pointed cut that the adverse
¢ffects on econcmies of other countries would continually increasc and that these
effects would greatly outweigh any benefits which the surcharge might bring to

the United Stetes balance of payments. Some delegetions were concerned at the
implications which the measures might have on long-torm efforts toward trade
liberalization and expresscd the hope that the United States would be in a
position to revert to its traditional rdle of promoting such liberslization.

The Australian delegetion noted that according to Australizn statistics
the corresponding percentages for 1970/71 were 29.7 per cont and 3.6 per cunt.
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34. & number of representatives referred to and supplemented the statements
already made in the Council regarding the trade effect of the surcharge on theilr
economics. Some representotives enquired what the impact of the import surcharge
would bo on the trade of developing countries. The representative of the United
States pointed out that it was difficult to make any predictions and stated that
in 1970 total most favoured netion imports from developing countries had amounted
to USHl0.4 billion; of these imports only Us%3.02 billion or approximately
29 per cocnt were subject to the surclegs. Giving a breakdown on a geographical
basis, he steted that: 19.7 per cent of 0AS countries' exports to the United
States would be subject to the surcherge which was 7.0 psr Cpnb of their totel
cxports and 0.8 per cent of their gross national product. TFor South Asia the
regpective figures were 55.8 er cent, an estinated 7.2 per cenbt and 0.3 per
cent; for South--Last Asia 21.4 per cent, an estimated 4.0 per cent and 0.6 per
cent and for Africa 11.2 per L\M[, 0.8 per cent and 0.2 per cent. 42.4 per cent
of sxports from the Near Sast to the Undted States were alfected; thls was an
stimated 1.5 per cent of their total sxports.

J

35. Asked to what eitbent the trade of the developing countries had contributed
to the United States belanco-of-payments defilcit, the representative of the
United Stotoes repliced that since all elements involved were closely inter~related,
it was, in his viﬂ” not possible to give uny indication in this respect. the
United Stetes had a trade surplus with developing countries as a whole.

36. some developing countries, while agreeing that cxempbions in respect of
duty-free products and items subject to quantitative restriction ullov1atcd
their problems to a certaln extent, expressed concern at the fact that the
measurc applied te manufactured products which thoy had commenced to export to
the United Stetos and thus prevented diversificotion of thelr production. Some
delegations also polnted out that any disruptlon in the present trading system
as a result, fgr phumplu, of retaliatory measures would cause grave damage to

37. A number of repressntatives of developing countries sald that they could not
accopt the United States contention that erxsmption from the surcharge for exports
of developing countiries could be con*trubu as dis cr1m¢nublon, impermissible under
the General Agrsement. article JUONVIT clesrly esboblished that, in the absence of
compelling roasons, developed ccntrwanmg partics uuai abstain from introducing

or increasing bariff or non tariff barriers vis - vis developing countries. ‘They
did neot consider thet the United States had dv nced compelling roasons since
thore could be no szrious economic 2ifocts for the United States in cxempting

SrEe They, therefors, drew the aoncluolon

AN e

gy

developing countries from Lhe surch
that Article aaxVII was not h.ing respected and stresscd the fundamental importance
o developing countries of this iriicls -- the solc commitmont of developed

countrics towards cdoveloping countriss. In the vicw of wome of these delegations
this irticle should bhe considersd as belng perallel in applicution to other

Articles in the GiTT. HMorcover, they considerasd that the surcherge was inconsistunt
with current tronds in internetional co-operation, as exemplificd by the Generclized
System of Preferences and with recceant vaulopmanu in othur international

organizations,
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38. The representative of the United States drew attention to the fact that
Article XXXVII provided for a standstill only as regards "products' of export
interest to developing countries and stated that the United States had endeavoured
to exempt such prcducts from the surcharge by the execlusion of duty~free items.

He further stated that it was neither possible nor proper to identify those
countries that were "responsible" for the balance~of-payments difficulties and to
exclude all others from the operation of the surcharge. He assured all delegations
that their remarks would be brought to the attention of his authorities.

IV. CONCLUSIONS

39. The Working Party tock note of the findings of the IMF and recognized that

the United States had found itself in a serious balance-of-payments situation

which required urgent action. While noting the contrary views of the United states,
the other members of the Working Partyl considered that the surcharge, as a trade
restrictive measure, was inappropriate given the nature of the United States
balance~of-payments situation and the undue burden of adjustment placed upon the
import account with consequent serious effects on the trade of other contracting

parties.

0. 1In the spirit of Part IV of GATT, and in view of the possibilities opened up
by the newly adopted G3P, the Working Party esxplored with the United States the
feasibility of exempting more products exported by developing countries from the
surcharge. The Working Party fully understood the keen desire and the urgent need
of developing countries to expand their exports as well as the importance of the
United States market to them, and generally agreed that in spite of the exemption
of many raw materials and primary products normally exported by them, the import
surcharge significantly affected the export interest of developing countries. The
Working Party wished to stress this as an g fortiori reason why the measure should
be eliminated within a short time. In the meantime, the United otates should keep
the situation under constant review so as not to overlook any possible opportunity
of adding to the exemptions list products of particular sxport interest to
developing countries.

4l. The United States, taking into account the findings of the IMF, considered
itself entitled under Article XIL to apply guantitative restrictions to safeguard
its external financial position and balance of payments but had chosen instead to
apply surcharges, which were less damaging to world trade. It noted that while a
number of other contracting parties had taken similar action there was no uniform
precedent in the GATI for dealing with situations of this kind. The other members
of the Working Party concentrated their attention on the measures which the United
otates had actually adopted in this respect, and noted that the surcharge, to the
extent that it raised the incidence of customs charges beyond the maxinum rates
bound under Article II was not compatible with the provisions of the General
Agreement,

Ta . s . . .
One member reserved his position councerning the inappropriateness of the
surcharge.
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42. The Working Party noted that the surcharge, if not removed within a short
time, could not but have far-reaching effects on the world economy and inter-
national trade, particularly having regard to the inhibitive effect it would have
on international co=-operation necessary for the continuation of the liberalizing
trade policies that h:ve been pursucd since the inception of GATT.

43. The Working Party noted the statement by the United States confirming that
that it be removed within o short time.

4l It was understood that this cxuminetion in no way prejudiced the rights of
contracting partics under the Gencral Agreecment.



L/3573
Page 13

Annex I

STATEMENT BY THE UNITED STATES REPRESENTATIVE
7_SEPTEMBER 1971

In this opening presentation my delegation wishes to deal with threc main
points. Tirst: the balance—of-paymsnts background to the programme announced
by President Nixon on 15 August; Second: the domestic measurcs in the overall
prograrme intended to achieve equilibrium at higher levels of economic activitys;
Firally: the tomporary import surcharge.

The United States external position

The United States external payments deficit has a long history. During the
initial postwar years the deficit was deliberate and part of the process of
reconstruction and of growth in the cconomic activity, the trade and liquidity
of the world., Tollowing this phasc, the United States recorded persistent, but
not umaanageable balance-of-payments deficits throughout the 1960's. From 1960
through 1969, the net liquidity balance was in continuous deficit, everaging
$3.1 billion per year., The official scttlements balance was also in deficit
during most of that period, averaging $1.1 billion per year. The deficit in the
basic balance (which combines the current and long-tcrm capital accounts) averaged
1.4 billion per year.

he situation began to erode more visibly in 1969 and 197C, although the
weakened position in 1969 wes somevwhet hidden by large temporary inflows of
short-term funds attracted by unusually high interest rates. The sharpest deterio-
ration occurred in the official settlements balance, which rosc te a record
deficit of §10.7 billion in 1970. The net liguidity deficit reached a historical
high of $6.1 billion in 1970. However, adjusted for special factors it was in
fact close to the previous year's level. The basic balence deficit rose to
about $3 billion in 1969 and 1970, substeonticlly above the average of the previous
decade.

Most recently the United States ©tilaonce of payments began to deteriorate even
more sharply and at an accelerated pacz, In the first half of 1971 the liquidity
balence was in deficit at the staggering ocnnual rate of $17.4 billion; the
official settlements balance was in Jdeficit at an even higher rote of $23.3 billion.
The bagic deficit in the quartcr was running at an annual rote of $5.7 billion
and in the first half rose to an ammual ratc of about $9 billion.
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As a result of this long period of payments deficits, the United States reserve
position has been severely and persistently weakencd. Reserves have follen from
a high of $26,2 billion in 1949 to the present level of $12.2 billion. Since 1960,
United States rescrve assets have declined by #7 billion. Gross reserves now stand
at only 26 per cent (or about three month's value) of estimated 1971 imports, well
below the world average level of reservc holdings relative to trade. In contrast,
total liquid liabilities have riscn sharply, from $21 billion in 1960 to more
than $60 billion now. Of this, liabilitics to official holders amount to more
than $38 billion.

The precipitous weckening of the balance of payments in 1971, culminating
the long trend of both large payments deficits and the progressive deterioration
in the reserve position, produced a situation by mid-1971 which was simply not
viable. This was particularly so since it led to loss of confidence and to dis-
ruptive speculation. The IMF in its statement has recoynized the "persistent
balance~of-payncnts pressurcs" and the "strains on the intermational reserve
position and the underlying brlance-of-payments situetion. In the circumstances
extraordinary action was necessary, since it did not seem possible to redress the
position merely through an intensification of conventional measures.

Deterioration in United States merchandise trade position

It is important to recognize that the major clemcnt in the weakening of the
United States basic balance of payments in recent years has been the reduction and
then the diseppearance of the traditional United States merchandise trade surplus.
The United States corned a trade surplus of ncarly £7 billion in 1964, but by 1970
the surplus had fallen to only #2.1 billion. Furthecrmore, had the United States
econcmy becn operating at moderately high employment levels, the United States trode
position weuld have been even weaker. This adverse shift of nearly 95 billion in
the nerchandisc account well exceeded the total deterioration of §3 billion in
the United States basgic balance betweon 1964 ond 1970. In other words, while the
United States trade balance declined by £5 billion, the United States nct position
on services and long-term capital actually improved by £2 billion.

In 1971, before the introduction of the surcharge, there was a further sharp
deterioration in the United States tradc balance, In the first half of 1971, thc
United States moved into net trade deficit and feced the prospect of incurring
in 1971 the first annual United States trede deficit in the twenticth century. In
addition as the United Statecs domestic econcny was expected to gnin momentum over
the months ahead, 2 widening of the trade deficit scemed inevitable.

The downward drift of the trade belance being so large 2 part of the malady,
the United States is clsc convinced that nuch of the remedy for the restoration
of the United States coxternal financizl position depends on the rencwed achicvement
of a substantial trade surplus. While a trade surplus is not necessary in theory,
therc is no prospccet at this tinme thet the United States can regoin a sccurc
belance of poyments without rebuilding a substonticl merchoandise surplus.
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- Relevant consideration with respect to other accounts of balance of paymentb
of the Unlted States are:

1. Leaving aside hoped—fdr.improvements from reduced net payments outflows for
defence, there is little likelihood of an adequate contribution to strengthening
the United States positioan from uhe services account. Out-payments on foreign
investment in the United States (including earnings and interest on remunerative
liquid investments held by foreign countries and naticnals in the United States)
are likely to rise as much, or more than the income from the United States invest-

ment abroad.

2. The net long-term private capital account has not been an important factor
in the.deterioration of the United States overall balance-of-payments position.
In fact, the net private capital outflow decliined from $2.1 billion in 1960 to
$1.5 billion in 1970, although with some temporary factors operating an increase
has begen in evidencs in the first helf of 197L. It is also worthy of note that
the direction of the net flow has been predominantly to the developing countries.
For example in 1970 nearly three quarters of the net private long-term capital
deficit was with the developing countrics. :

3. The net outflow of the United States Government non-militeary grants and
credits amounted to $3.7 billion in 1970. While this is a sizable amount which
had to be taken into account in the development of the United States programme,
the order of magnitude is not proportional to the balance-of-payments problem
facing the United States. Purthermcre, it would be desirable for the United
States to: regain a balance-oi-payments position which will sustain an appropriate
tflow of United States Government assistance to the develeoping countries.

Thus, a return to a strong United States trade surplus is essential to
restore equilibrium teo the balance of payments. This in . turn is necessary to
agssure the continued expanulon of the world economy on an open 2nd sustainable

basis.

Domestic aspects of economic progzramme

The 1mport surcharge is onlv cne part - although an importent and integral

part - of a broad pregrawme involvirg an inter-reizted attack on hoth domestic and
forplgn economic proilems of the United States. The burden of thesc problems will
not be borne solely by the international community. On the contrary, the
President of the United States, as prrt ol the overall prograwme has made pro-
vision for significant measurcs to bhe taken domestically. These measuraes are
designed to strengthen the United States cconomy by increasing employment and
achieving price stability. They were designhed to deal with severo domestic
problens. Ouxr indus trial sector was operating at only 73 ver cenl of its capacity
and about 6 per cent of our labour force was unemployed., The need for decisive
and dramatic action was clear.
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First on 15 August, the President instituted a ninety-day freeze of all
prices, rents, wages and salaries in the United States. The freeze on prices
covers all commodities and services, except for raw agricultural products. This
fresze is under the policy direction of a newly cvstablished Cost of Living
Council.,

The President has also directed that there be & second stage of price-wage
stabilization in which transition is accomplished from the ninety-day freeze to
the restoration of free markets without inflation. Policies and mechanisms to
be used during the second stege will be developad and recommended to the President
by the Cost of ILiving COuﬂbll.

These steps on the pirica-wage front will dc more than control inflation.
They will help to restore confidsnce in the United States ecconomy, increase the
competitiveness of United States preducts in world trade, expand employment at
home and strengthen the United States dollar.

Second, the Fresident hss recommendsd that Congress establish, effective
15 August 1971, a job development credit in the form of an accelerated investment
tax credit at the rats of 10 per cent for one year, to be followed by a permancit
credit at the ratec of 5 per cent. If enacted by the Congress, this credit will
encourage investments in new machinery and squipment and thereby stimulate emplor--
ment, economic growth and the jmprovemsnt of productivity in the United States.
The improvement of productivity in the nited States will in turn make United
States goods mors compeotitive in world marksts. The cspecially high rate of
credit for investment durlng the first year is intended to particularly accelerate
employment now when it is below par.

Third, thec Pre j&muh
automobiles, effectivi 15
facturer's price, so that
automobile menulactursis wil
The purpose of this move is i
the price of automobiles -~ and -
auto industry.

ol

es
iv

7J The tex rato is 7 per cent of the manu-

wrugu tax per car is $200. It is expected thatb
pess the reduction on to customers in lower prices.

‘o reduce sn dlmportant item in the cost of living -

4 wo stimulste production and employment in the

Fourth, the Pregident has recommended that Congrass advance to 1 January 1972
the increasz in pewsonal incone t&ﬁﬁxeﬁlulJuuaChthL,G by present law to take
effect on 1 January 1973. This incresse will %we in addition to the exemption
increase now scheduled to take effect on 1 Jonuary 1972. The additional excmption
will be $50 per psrson. This tax reduction will stlumulale consumers' expenditures
and employment.
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Finally, the President has directed that Federal expenditures in fiscal year
1972 be reduced by $4.7 billion. The main items in this. total sre a 5 per cent
cut in Federal employment, a delay for six months in the Federal pay increases
now scheduled for 1 January 1972, and the deferral for three months of the effective
date of the proposed programme for general revenue sharing, and of one year for

the proposed welfare reform.

While the domestic measures reduce United States governmental expenditures
relative to revenues, they will be strongly expansionary as far as jobs and
production are concerned. That is because the elements of the programme which
stimulate employment are extremely powerful in relation to the revenuc loss the
involve - more powerful per dollar than the expenditures which are being reduced.
The strong anti-inflation programme including the price-wage freeze will entail
'no revenue loss but will encourage consumers' spending and employment. The
investment tax credit, with its accelerated feature, will give business an
incentive to spend money to create jobs in amounts greater than the revenue lost.
The reduction in the price of automobiles will alco have a powerful effect on
employment. Thus, the combined programne strengthens the economy while
strengthening the budget.

In. btaking these measures, the Government of the United States has determined
to restore a strong balance of payments based on a strong economy and to sustain
the strength of the dollar. Thig is of vital importance not only to the United
States bubt to many other countries and to the mainbenance and development of
world trade.

Rationale for the surchorge

o et L S e b 3 v e e e L T L

The temporary import surcharge, which is the principal focus of the
Working Party's attention is a key element in the comprehensive United States
programme. The cerlicr part of this statement called attention to the fact that
the trade account in the United States balance of payments has deteriorated
significantly, and this deterioration has been an important factor in the overall
balance-of-payments problem. The import surcharge is intended te moderate the
flow of imports and to achieve a relatively rapid improvement in the balance of
trade and payments while more fundamentol measures toke effect.

The Gencr:l Agreement allows a contracting party to restrict imports in order
to safegurd its external financial position and its balance of payments. The
test is a contracting party's total payments and reserve position, not its position
on merchandise trade alone. My Government considers that it is entitled to impose
quantitative restrictions on imports under Article XII. But quantitative import
restrictions are administratively cumbersome and tend to freeze trade in historical
patterns. A surcharge appearced to offer more advantages or, put anotier way,
fever disadvantages. It did not require an elaborate administrative structure;
it scemed morc compatible with freedom of consumer choice and with the cofficient
allocation of resources; it could be more easily dismantled when it has served
its purpose; it would be less discriminatory than guotas; and it could be
applied most rapidly under existing United States domestic legal authority.
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My Government considers that there is ample precedent in the GATT for
applying temporary import surcharges where there is evident need to safeguard a
country's external financial position and its balance of payments. There have
been at least cleven cases in which contracting parties have imposed surcharges
on imports to safeguard thelr balance-of-payments positions. The countries
concerned were Oanada, Ceylon, Chile, France, India, Israel, Nlcaragua, Peru,
the United Kingdom, Uruguay, and Yugoslavia. The surcharges applied in the last
decade by the two developed countries - Canada and the United Kingdom - which used
them for balance-of-payments reasons were similar in their impact to that which
the United States is now applying. In 1962 Cancda imposed surcharges of 5, 10,
and 15 per cent ad valorem on almost 50 per cent of its imports. In 196/ the
United Kingdom imposed = 15 per cent ad valorem surcharge on something over a
guarter of its trade. A review of the record of the GATT consultations in these
two cases reveals that both countries favoured import surcharges over quantitative
restrictions because tney were easier to administer and were deemed less
restrictive of trade than quantitative restrictions would have been.

The surcharge is being applied in a non-discriminstory manner. The impact
will, of course, vary from country tc country because of differing trade patterns.
Some countries trode with the United States more than otherss; the percentages
of their exports subject to the surcharge differ; the importance of trade in
their individuel cconomies vearies. In general, doveloping countries will be less
affected than the more advanced countries. IFany of the products exempted from
the surcharge are products which the United States imports to a large extent from
developing countries. An estimated 32 per cent o developing country exports
to the United States and 6.3 per cont of their total exports to the world is
subject to the surchsrge compared to 60 per cent and 7.7 per cent, respectively,
for the developed countries.

My Government is sensitive to the fact that the surcharge is nevertheless
likely te have somc adverse impzct on the deoveloping countrices and regrets that
this is necessary. It considers, however, that thore are strong arguments
against grunting an exemption to any country or group of countries. It would
reduce the effectiveness of the measure, would not be appropriute to temporary
measures applied for balance-of-payments reasons, would lead to requests for
exemptions from muny others who would consider themselves to have equally good
and justifisble cases; and tend to undermine the overall economlc programme.
Unless the programme is successful, unless the United States is able to halt
inflaticn, move 1ts econocmy to a higher level of productivity, and correct its
balance--of-payments disequilibrium, it will not be able to play its proper and
desirable rbdle as zn expanding market for developing countries' goods and a
source of develcopment assistance. Rather thun to look to special exemptions
from the temporary surcharge which would erode the programme, it is important,
in my Government's view, for all countries to co-operste in efforts to improve
the fundamental situation and create the conditions that will permit an early
removal of the surcharge.
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In sum, the import surcharge is & temporary measure; it was adopted with
great reluctance. It will obviously create certain difficulties for other
contracting parties. But it was instituted as an essentizl part of z broad and
integrated attack on problems in the domestic and international eccnomic ereas.
And, in the view of my Government, it is an action less disruptive and restrictive
of trade than quantitative restrictions would have been. :

Operation of the surcharge

The full texts of the legal documents through which the surcharge was
ingtituted and certain exemptions granted from its operation have been distributed
by the GAIT secretariat. It would be useful, no doubt, to explain at this point

in some detall exactly what the coverage of the surcharge is and how it operates.

As a general matter, the surcharge consists of a charge of up to 10 per cent
ad valorem on all dutiable goods imported into the United States on and after
16 August 1971. This charge ig in addition te normal tariffes otherwise collected
and is calculated on the same basis as normal tariffs, usually assessed on the
basis of invoice value, f.o.b., at the port of the country of exportation. The sur~
charge is not always the maximum figure of 10 per cent ad valorem, because of the
requirements of United States tariff laws. United States tariff schedules show
twvo rates of duty, deroted as the colum 1 snd column 2 rates. The column 1
rate 1s the rate applied to imports on a most-fovoured-nation basis. They are
the rates applicable under the GATT to imports from the territories of the
contracting parties. The colunm 2 raute is o statutory rate, enacted by the
United States Congress. This column 2 or statutory rate acts as' a ceiling on the
amount of the surcharge. For example, automobiles have a columm 1 rate of
3.5 per cent and a column 2 rate of 10 per cent. The total duty payable on this
article, inclusive of the surcharge, is therefore 10 per cent. Thus, the surcharge
on automobiles is 6.5 per cent, rather than 10 per cent.

There are several very important exceptions to the surcharge. Duty-free goods,
as noted above, are not covered by the surchorge. The other exemptions are for
goods in transit at the time that the surchurge was imposed (including goods in
the process of customs clearance or in bonded wazrehouse; and goods subject to
import iimitations pursuant to United States statutes. The press rcelease
accompanying Treasury Additional Duty Order No. 2, which has been distributed by
the gecrebtariat, degcribes the goods subject to quote exemplion in some detail.
The surcharge and exemptions to it are applicable on a non-discriminatory besis.

Based on 1970 trade data, the surcharge will =zpply to approximately
$20.8 billior of United Stubes lmports or approximately 52 per cent of total
imports of $39.8 hillion. Of the balance of total imports, about #14.2 billion
are duty free, §4.4 billion are exempted because they are subject to quantitative
limitations on imports, and some %500 million are not affscted because the

colum 1 and colum 2 rates in the United Stutes Tarifi Schedulees sre the same.
rge ia about 9.3 per cent.

The weighted average incidence of the surcin.rg
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Summing up, Mr. Chairman, the United States delegation considers that full
account should be taken of these fundamental points:

- the certainty that the whole structure of trade and payments of the past
twenty-five yesars could no longer be maintained in the face of the
progressive and ultimately critical deterioration of the United States
trade and payments position;

- the need for a comprehensive programme designed to deal with root causes
of this deterioration; '

- the inappropriateness to the United States situation of the more tradition:zl
means of restoring equilibrium;

-~ the adoption by the United States of a programme which calls on its own
people to bear the brunt of those remnedial actions which are within the
Government's power to effect domestically;

- the temporary application of &n import surcherge, for which there are
several GATT precedents, to help arrest the further deterioration of the
balance of trade and payments while the sesrch continues for the necessary
co-operative actions to re-establish equilibrium.

We are herec, iMr. Choirman, to co-operate with the Working Party in the
examination of the United States temporary import surcharge. We hope the
Working Party will consider this temporary action not only justifiable in the
circumstances but less restrictive than alternative trade messures available to
the United States under the Gensral Agreement.
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BASIC STATEMENT AND GENERAL COMMENTS

The Working Party took fully into account the views expressed by contracting
parties at the last meeting of the Councll. In supplement to those summarized in
the minutes of that meeting, the United States representative and a number of
other members of the Working Party made further statements containing general
comments and observations. The full text of the United States statement is set
out in Annex I, The essential points made in other statements, except those
vhich are fully coversd in the report itsell, are summarized below.

tria, referring to the IMF declsion, agrecd that

The representative of Aus

effective and prompt action on sxchange rates was necisoary. dis
international

delegation hoped that problems erising from uncertainty in the
payments sysbem would scon be resolved through common cffort. He recalled that
his country had already mede an important contribution to this end by revaluing

its currency in May 1971.

His delegation fully understood the problems faced by the United States and
agreed that it was in the common interest that these problems be solved. It felt,
however, that the surcharge and other measures could havs unduly negative sffects,
direct and indirect, on the liberal world trading system.

The combination of various United States measures would severely affect the
export possibilities of his country. There wvas also the poogibility that deviations
from GATT principles might demuge, through o chein reaction, the international
trading system. It was, therecfore, important to stabilize the aituation and
avoid further repercusgions on world trade.

He congidered that the measurss could heave substantial indirect effects also
through dizlocation of trade flows into wmorkets other than the United States.
Smaller countries depending to o largs extent on exports would be most severely
affected, He appealed tot he United Stabtes to proceed carefully and not +o
maintain restrictive measures for an undue psriod of time, Ho asked for a clear
indication on the timing of removal of the surcharge.

As to the direct effects he pointed out that the United States was by far the
largest overseas mavrket of Austria. The United States ranked seventh in the
Austrian export markels. Austiria's trade balance with the United States showed a
deficit and her imports from the United States increoased by ncarly 50 per cent
in 1970, wherecas the increase of Iustrien vaports to the United States lagged far
behind. More than 90 per cent of the Austrian ciports to the United Ctatces were
covered by the full 10 por cent import surcharge. 58 por cent of these exports
consisted only of sevenleen products or groups of products. The share of the
cxports to the United States in botal Auctrion cxports of these products was
exbremely high and theoe cxports had been promoted through gpecicl endeavours and

heavy investments,
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The reprosentuative of Canada noted th:b the surcharge affected $20 billion

3
of goods, amounting to about 9 pur cent of total cxports of contracting parties.
His country was llcuqy cwpsricneing the adverse offects ol' the measure through
reduction in production and the Canadian Govermment had nranosed inmadiately tn
introduce legislation authorizing acasures to counter the harmful effects on
employmente While apprecicting the belancs-of poyuments problem faced by the
United States, hic delogution guestionud the appropriatoness of introducing trade
rustrictive measurss to ducl with this problom and of maintaining the surcharge,
given the changes in oxchango rotes which hed 2l dy occurrcd. Canada attached
importance to the stateiont ol Presidont ion linking the removal of the surcharge
to exchange rate adjustmoents. He hoped that the IMF would scon be in a position
to make bhe judgment f affective cetion ia the sxchange rate field had been
token.  In the view of iz Covormmont, the surcharge in fact inhibited fuli
adjustinunt of currencics end thig woo an adddtlonal reason for it to be removed

at an early dote.

The represcentalive Chile o:id that the United states was already
commitied under Part IV of the Cenorad Agreement and by obligntions entered
into under other arrsngoments such sz the Gzooralized System of Preference (Gsp)
bo exenpt goods of export interost te develoving counbrics from tariff and
non-tarifi borriers. It was, therefors, incomprehensible why their products had
not been eiempted from the surcherge. He did not acceplt the contention of the
Jnited States thet exempitions In the intorost of developing countriss would luad
o clainms for exempblong from othur cowntries, The United Svates balance-of-
poeyments difficultics were due mainly to tho outflow of capitel, and not to the
trade deficit which, din any evenb, oppearsd to bm fortuitous and cphemeral,
According to the figures, ths United Stoles had o favourcble trade balance with
developing countriva., It wegy gonor lly undc ‘LOOd thet one of the objects of tho
measurce vas to exoert pragas on Urited States trade partners to modify their
exchonge retug, and wonds vhother this should be appliceble to developing
countrics which had not $3&L4d e problen cnd wers in no position to help
solving it. The recont fut"lum of short--torm capital from the United
States haed not bown to countrics,  The surcharge was already
causing scrious danmsic 1q\v1,ub of Chile. I0 it applied for any
prolonged peried, the deams D mwable, L deadline should be
geb for elimination of ®h any rete not justifiod with
reapeet to lmports Irom dovel

LI

The repregentotive of (G 3344 that o basic reagon for exempting
developing countrics from the surchas srose from the focb that these countries
were not rosponsible for the bulance- on«pumenos Aifficulties of the United
States., The application of the suvcharge to imports from developing counbrics
could not alleviate the United States problems, fvports of developing countries
would moreover b adversely flectod by eng lignment of curiencics as a rusult
of the currcent crisis. Apert from the -uvcuuagv, “he cbher measurcs cnvisaged
in the United States programms weuld also hove harmful effects on developing
countrics. In this connegicn, he stated the view that the reduction in forcign
aid would not contribute significantly to the solution of the United States
balance -of payments problem. Devoloping countricg arguments for excmption from
those measures muct be ceonsidered as veldd
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The representative of Greece stated that, if one were to assume that the
measure wag in full conformity with the provisions of the General Agreemsnt
and that the present crisis had its roots on the trad:, not on the monetary side,
the application of the surcharge to the imports from those countries which had a
negative trade balance with the United States could still not be justified in

view of the provisions of Article XXXVII.

The representative of Indla stated that the imposition of a surcharge on
imports from developing countries was contrary to the commitments assumed by the
United States under Part IV, particularly Article XXXVII of the General Agreement.
It was also contrary to the princivles of the Generalized System of Prefercnces.
The developing countries were in no way responsible for the present balance-of-
payments difficulties of the United States ~nd exemption of imports from
developing countries would not impair the effectiveness of the measures taken
by it to corrcet the present situation. He could not accept the United States
contention that the exemption of imports from developing countries would be
discriminatory and thus contrary to principles of GATT, because the principle
of discrimination in favour of developing countries has been accepted by all in
the Generalived System of Preferences. He urged the United States to consider
exemption from the surcharge of handloom gilk and cotton fabrics and made-up goods,
particularly as cotton textiles covered by the Long-Term Arrangement werc
exempted from the surcharge. Non-inclusion of the handloom products in the list of
products exempted from the surcharge would appesr to be contrary to the original
intention to give these types of products more favourable treatment as compared
to mill-made textiles. In the view of his delegation impcsition of the surcharge
on imports from developing countries would have much wider implications than
merely its effects on trade of developing countries.

The representative of Japan recalled the statement made by his delegation
to the Council. Since then, the Japanese Government had adopted a flexible
exchange rate, an actlon which gshould be considered as reaffirmation of its
intention, in co-operation with other countries, to revitalize the international
monetary system. As a result of wnew developments in the international monetary
sphere, a fundamental change hod avisen in the situation which had led the
United States to adopt the import surcharge.

It was clear that the imposition of the surcharge on bound items was not in
conformity with Article II of the General igreement. Turthermore, no measures
other thun quantitative restrictions could be justified under Article XII. As
regards the proposed Job Development Tax Credit, this was incompuatible with the
principle of natiocnal treatmont ou internal taxation as provided for in Article II1
according to his delegation's anslysis, this measure would increase the burden on
imports of equipment for investment Ly a further 10 per cent.

The Japanese delegation deeply regretited that restrictive measures had been
taken which would virtually nullify the fruitful results of past turiff
negotir*tions. These measures would disrupt the ordarly development of world trade
as well as provoking protectionism and thus jeopardizing the foundations of the

GATT, the most voluable instrument for world trade.
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The representative of Japan went on to say that it remained to be clarified
whether the United States had fully exhausted all domestic measures which could
restore equilibrium in its balance of payments. In particular, he asked to what
extent the outflow of long or short-term capital had adverse impact on the
balance of payments and what specific remedial measures were envisaged to cope
with this situation. He referred also to the possible effects that activities of
multinational overseas enterprises could exert in the trade balance and irvisible
accounts of the lnited States.

He noted that the IMF had concluded that a corrective adjustment in the
pattern of exchange rates would be o proferred means for achieving a better
balance in international payments and that the surcharge could be justified only
until it was possible to supplant it by effective action in the exchange rate
field. 1In this comnexion, hc drew attention to the fact that many key countries
had already movaed towards the establishment of new monetary arrangements.

He strongly urged the United States to repeal the surcharge at the sarliest
possible date in the ligat of its incompatibility with the General Agreement and
of its adverse effects oa world trade. He suggested that the United States
Government should indicate & specific date for the complete removal of the
surcharga. He siressed that Japan vould rescrve its rights under the GATT and
keep the matter under constant review until the situation returned to normality.

The represcntative of Spain took the viow that the reduced competitivencss
o' American products on world markets was due to internal, not to external trade
factors. The fact that the balance of trade wes negative wus temporary and
accidental. The import surcharge messure baken by the United States was not
fully justified, especially in the light of the fact that it represented a serious
threat to trade liberslization. With regard to his own country, he pointed out
that the import surcharge was creating great difficulties and was heavily
prejudicing Spain'sg exports to the United States. This was all the more serious
since his country had suiferoed since 1961 heavy and increesing deficits in its
trade with the United States. He appesled 4o the United States to exempt imports
from developing countries from *the import surcharge on the grounds of Part IV of
the General Agrocoment.

The representative of Jyweden recalled that, in the Council, his delegation
had drawn attention to a number of poiunts reloting to the United States surcharge.
On this occasion, he wanted to stress ons of tlhese points, that is the long-tern

consequences for world trade of the mensurcs taken by the United States in August.

The guoneral effects of o measure of this kind, taken by the country with the
strongest cconomy in the world, were very dangerous, since they could lead to a
resurgence of protectionism, to new trade barriers and to shrinking world trode,
This trend would be the opposite to what was necessary, namely, further moves
towards world trade liberalizstion. The surcharge constituted a grave danger
for continuing world trade liheralization. It could sasily result in damage which
would greatly ciceced any of its posgible positive effects.
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The Suedish representative further presented some figures illustrating the
importance of the trade between the United States and Sweden and the impact of
the import surcharge. Imports to Sweden from the United States rose from
€507 -illion in 196¢ to #609 mnillion in 1970, that is by 19.8 per cent.
During the same time, Sweden's exports to the States increused from %336 to
$4.54 millien, or by 13.5 per coent,

Only some 4 per cent of his country's exports tc the United States in 1970
would be exempted from the import surcharge, implying that about $43% -illi-n
would fall under it., Of this figure around &135 million would benefit from a
reduced surcharge, and the main part of this lower rate liecs at a level between
6 and 7 per cent, which was equivalent to zbout 2 per cent of the gross national
product.

Sweden thus had obvious reasons for grave concern with regard to the
imposed surcharge. It would noturally be highly detrimental to exports to the
United States, even if it was now difficult to state the sxact effect of the
measures applicd.

The representative of Switzerland said that trade measures and particularly
the surcharge could be considerec - as appears tc have been the opinion of the
Fund - only as a substitute for other measures towhich the United States did not
or could not resort.

He regretted the uniluteral character of the surcharge, a measure which
disrupted the balance of henefits and concessions resulting from a series of
long and difficult multileteral negotiations under the rules of the GATIT.

The situation was parvicularly dangerous because it could provolic a chain
reaction of counter measurcs. It wos thersfore essential thaet the United States!
difficulties be dealt with on the basis of the principles of international
co~operation. This appeared all the more possible having regard to the decisicns
taken by certain governments - among which his cwn - in the monetary field and
the readiness of others to consider appropriate steps.

As regards the effects of the surcharge, he emphasized the serious damage
to third countries, o fact thot appears nolt to have been taken duly into account
by the United States Govermmenv, In auny casc, it appearced that the surcharge,
apart from its lack of conformity with GATT, wes inadceguote given the limited
incidence of the trade balance on the overall bulance-of-payments situation.

The surcharge should therefore be eliminated.

The representative of Tri g0 endersed the views expressed by

the reprosentative of Chile.

He noved thet in the Council, the United States spokesmean had said that his
Government had not invoked < particular article of the General Agrecment because
it comsidered that the situation transcendoed any particular article. However,
two principles in the Gencrel Agreement concerning developing countries should be
borne in mind.
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The first was the principle of scparate and special treatment for developing
countries, as contained in Part IV, which hed recently had a practical demon-
stration in the initiation of the Generalized System of Preferences, a principle
recognized in the terms of reference of the Working Farty. The scecond principle
was that of discrimination in favour of develeping countries. le cculd not
understand the United States argument that the surcharge had to be applied in a
nen~-discriminatory manncr.

He cgked the United States to what extont developing countries! trade
with the United Stotes had contributed te the United States bulance-of-payments
deficit, cnd to what oxtent the surcharge on imports from developing countries was
expected to contributc te climination of the deficit.

Developing countries sharcd the gencrsl .pprehension thet 1f the surcharge
was not quickly removed in its entirety, there was o risk of cntering « new era
of protectionism ¢nd cven of z trade war, Hventualities of this kind would
obviously damage the prospccts of the second Jevelopmeant Decade which had just
commencaed. Thus, while repecting the request made in the Council for the immediate
removal of the surcharge on imports from dsveloping countries, his delegantion fully
andorsed ths appesl for its total removal at the csarlicst moment.

The representstive of the United Kingdom agrced with the Fund's ronclusions.
He observed that earlier action bty the TUnited States to correct its persistent
deficit would have cnebled the shock to world trade to have been uVOldcd and
that the United States was in » position in which it hed to act quickly, given
the situation faced by it in August, ond, in particuler, given the loss of
confidence in the dollar. He notad thot both the United Stotes and the IMF had
linked the duration of the surcharge with action on exchange rates. The United
States surcharge vwes impoged in ginilor circunmstances to that introduccd by the
United Kingdom in 1964, but with e diffcrent objective; din the United Kingdom

case the bJCCu had been to meintein bhe poerity of the pound whercas in the United
States ca the objech was Bo bring sbtout cxchonge rote adjustmencs though the
[ =) (<]

United utates had chosen not o devalue che dollor. The need was to restore
confidence in the doller und the imnort surchirge could be regarded only as a
STOP-giDe

The justification for the surchorge would discppeuy as soon as short-term
action in the exchange ficld was igrecd. The United Kingdom reprosentative
hoped that this might occur guickly in intcrnationcl discussions which were in

progress. loreover, the longer the surchorge lasted, the more aiflicult its

removal would be, ond its very existence night actually inhibit neccssary
agreciunts or aotlons in the mcneﬁorv ficld., It was necessary thal the surcharge
should be remnoved os soon s vossible wnd it woo cncouraging thot the GATT and
the Fund thought alike on Lﬂl, esscn+1m1 point.
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The represenvative of Yugeslavia recalled the statements in the Council
by his delegation and by the spokesman of the Informal Group of Developing
bﬁurbr‘ 5 Lﬁkc other ﬁavelcpinv countries, Yugoslavia was sericusly affacted
by tha qur“hr having regard to the fact that an estimated 84 per cent of its
exports to uh% -“ifoi States were affected by the surcherge. Yugoslavia
strongly believed that the surcharge should be of a wvery teuporery cheracter
and that products exported from developing countries should be ex rempted., The
Yugoeslav dc*egqti n intended to pose a number of questions to the United dtates
delegation in the course of the discussion; to clarif'y points of interest to
Yugoslavia.
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