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FOREWORD*

The purpose of this informetion paper is to provide for the non-
technical reader a summery of the Draft Charter for an Internetional Trade
Organization, submitted for the consideration of the World Conference on
Trede and Employment, Novembex 1947,

This summary attempts to restate in simple terms the salient features
of each Article of the Draft Charter. Short, informel and unofficial
comments have been added where necessary in order to indicate the
relationship between one pert of the Charter and another or to .suggest some
of the factors which were teken into consideration by the membersg of. the
Preparatory Committee during the formulation of the Draft. -, b

It should be made clear that this summary does not claim to deal with
every aspect of every Acrticle of this highly complex document, Further,
the substance.of the footnotes, some of which have an importent beering on
the interpretation of certein articles, has been lergely omitted. For these
and for the reservations which were made ageinst certein Articles or sections
of Articles by members of the Preparatory Committee, readers should consult
the full text of the Draft Charter, es contained in the Report of the
Preparatory Committee of the United Nations. Conference on Trade and
Employment, which also conteins, in the introduction, & brief historical
background to the Draft Charter.

)

e

* Acknowledgment is made to the Informal Commentery on the first (London)
draft, published by the Office of Public Affairs, Department of State,
Washington, D.C., February 1947.

/CHAPTER I
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- CEAPTER. T,

Purpose and Objectives T . el B85 i en g
-fArticle, 1} setg qut- the,Purpose, and,ObJectfves to which ‘the members
.of ITo:piedgeuthenseives.,‘After referring tq the relewant Article-of the
United_NationsACharter‘(Article 55alunhigh endoins the Untted Nationg.to
promote "higher standards of living, full employment, and conditions of
economic and social progress and development", the cbapter 1s; completed by
lipting six major objectives, whichdare to be achleved through creating the
ITO, . These are: e o ..‘
L% .‘l. . A balang "?m and expanding world economy,- ,through aesur:lng & large
and steadily growing volume of real income and.effectiveedemand, and by
“ increasing production, coneumption and exchange of goods;
2. Industrial and zeneyal economic development particularly in
underdeveloped" countries, and the flow of capital for productive

igvestment between nations; | S ‘"
31, Access to markets,,products and productive facilitiee which are

_ needed by all countries for their proeperity and development,.\._
‘,,h; Reduction of tariffs,“trade barriers and elimination of., discriminatory
treatment such as, preferences, in international commerce;

. ,D. Enabling countries to abetain from.restrictive practices, which would
- disrupt world eonmerce, reduce employment or slow down economic progress,

by increasing the opportunities for their trade apd development 'on a

mutualls ac Vaﬂtageous bagis; . .
. 6. Sr "io of international tradepproblems, in the fields of

employment, economic developqent commercial policy, business practices

and commodity policy, through "the pfbmotion of mutual understanding,

consultation and co- operation .

.

The purppsee and obJectives in Chapter o ¥ provide, as it were, & general
panorama of the scene. . Subsequent chapters, examine in detall the economic
principles and practices on which the above purposes.and obJettivDB"rarechaaad,

: and which are recognized by ITO member countries as valid

5 . o w5 i
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CHAPTER II. .

Employment and Economic Activity

Chepter II sets out six groupe of prerequisite -essentials, if the aims
of ITO in lowering trade barriers and in increasing the free flow of goods
between countries are to be ashieved. As in many other parts of the
Charter, the aims set down in this Chapter can only be achieved when world
commerce has returned to a relatively stable condition. The "disequilibrium"
of today, such as belance of payments difficulties facing certain countries
or the uneven epfead of purchesing power between countries, will have to be
at least partially resolved before the approach towards recognized economic
ideals cen be effectively teckled. But this does not mean that the aims
set down in Chapter II and Chapter III are beyond possibility of )
achievement; on the contrary, -the representatives of the eountries which
drafted the Cherter looked forward to them as & practical probability, after
the current period of unbalanced world trade and finance givea'way to more
normal conditions. The purpose of these Chapters is therefore to set out
certain‘logg term espects of economic staility =28 affecting both domestioc
conditions in individusl countries and trade and commerce among ocountries
as & whole. It may be added here that certain countries which were members
of the Preparatory Committee felt strongly that the ITO aims of reducing
barriers to trade on a significant world wide scale could not be achleved,
except to.the extent that the conditions outlined in these Chapters were
vholly or partially fulfilled.

Article 2, the Importance of Employment, Production end Demand in }
relation to the purposes of the Charter, provides first a statement that
full employment (here described as the avoidance of unemployment or
under-employment) is not only the domestic concern of each individual
country, but is elso essential from an international point of view if the
purposes and objectives of ITO, as outlined in Chapter I, are to be
realized. It is recognized that while full employment depends largely on
action taeken by each country in 1ts domestic affairs, supplementary action
by international egencies (under ECOSOC sponsorship) and by
intergovernmental organizatimns should be teken. Further, if ITO members
are to achieve their aims of full employment, they must regularly exchange
information and views with the aid if necessary of ITO.

In Article 3, Meintenance of Domestic Employment, ITO members are
pledged to adopt whatever meesures may be necessary "to achieve and
maintain full and productive employment and large and steadily growing
demand" in their territories, provided that these measures do not conflict
with obligations in other parts of the Charter. The importent proviso 1s

/added that
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added that Members should try to avoid messures which would create balance
of payments difficulties for other countries.

Article 4, Fair Labour Standards states the obligation upon all
members to do everything poseible to ?q;iminatq substandaid conditions of
labour" and, if they are members of the International Labour Organization,
to co-operate with the I.L.0. to make this effective.

The ‘importent factor of balance of payments between countries 1s

. introduced into the Charter in Article 5, Removal of Maladjustments within

the Balance of Payments. If en ITO member finds it cannot without resorting

to trade restrictions maintain full employment owing to balance of payments
difficulties involving other members, the member affected and the other
member concerned are to teke appropriate action to correct the situation,

‘by methods which will, if possible, .expand rather than contract

international trade. - .
Another aspect of unbalanced world trade is covered in-Article 7,
Safeguerds for-Members subject to Externael Deflationary Pressure, which

reminds the ITO that ITO members mey need to take action, within the
provisions of the Charter, to safeguerd themselves ageinst the threat of
deflation, if thers should be a "serious or abrupt decline in the effective

 demand of other countries". -

The need for the organized exchange of information between member

"~ countries (as mentioned in Article 2) and for organized consultation s

get out in Article 6, Exchaqgg'of;Ihformation and Consultation. ITO
members &re to perticipate in arrengements mede or sponsored by ECOSOC (a)

" for collecting informetion ebout domestic employment problems, including

as far ‘as possible, information ebout national incoms, demand and balance

" of payments end (B)'for consultation in the field of employment policies.

If en urgent sltuation arises, ITO may itself initiate consultations to
deal with the threat of declining employment, production or demand, thus
avolding possible delays in waiting for action through ECOSOC.
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Economic Development .

The eubaect of Economic Development covered in Chapter III proved one
of the most controversial both in principle and in detail during the

" discussions of the draft Charter, not least because the Chapter &s & whole

was regarded by manj of the delegetione formnlating“the'Charter ‘48 one of
the keys to the effectiveness of the Cherter as a whole. The reasong, in
general for the prolonged discussions on this Chepter were the differences
of views which exist es to vhat protective measures cen be used to promote

- economlic development in a country (end to epproaoh nearer the ITO target of

full employment end maximum production as expreesed in Chapter I) and in

" what circumstances. A belance hes had to be struck between, on the one

hand, the promotion of economic ‘development of undeveloped couritries by the
use of orotective devices such as quantitative restrictions-and, on the other
“hand, the reduction or elimination of barriers to world trade (in
particular‘of quantitetive reetrictions) which is a fundamental obJjective
of the Charter.

It is universally agreed that the promotion of the economic’ development

of undeveloped countries 1s a matter of first importance. If world trade

is to be expanded world economy - the products of industry and agriculture -
has to be expanded. But the direction in which expamsion of world trade can

i'most fruitfully teke plece is in the development of undeveloped countries.,

On the other hand,-if less developed.countrles are allowed the free use of
protective devices for economicidevelopment, there is greet danger that one

of the fundemental aims of the Cherter in reducing or elfimineting barriers -*
to world trade, particularly in regard to quentitative restrictions, will

be negative. -

Quantitative reetrictions, which many regard as the most objectionable

form of protection since they'easily lend themselves to discrimination, not

only tie up world trade, they also tend to subordinate world trade to

government control and hence to national politice, On the other hand, there

is no doubt that quantitative regulation is often the most effective device

for the protection of & new industry - more effective than a high tariff,

for example. A new industry, comparatively smell in itself, may contribute

only & very small part of the total domestic consumption of the goods 1t

produces. In these circumstences, & high tariff will penalize the domestic

consumer of the product, most of which has to be imported; end will throw

a burden on the whole community for the sake of protecting one industry.

The same objections can be made against subsidies; & rich and highly developed

country can afford subsidies, whereaes the undeveloped country, by its

nature is less well equipped to provide the funds to make the subsidy
Jeffective
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effective.

The Charter provides a compromise between the use of quantitative
restrictions and the reduction of trede barriers.

The imposition of quantifative regtrictions will be subordinated to
the Jurisdiction of ITO and, except in emergencies, will not be embarked
upon without full prior consultetion, which would enable ITO to determine
whether the objective should be sought through quantitative restrictions,
whether possible injuries‘to other countries would outweigh the ‘bemefits
to an undévelbped industry, and in particular whether the bemefits could
be obtained in some other way. In other words, the judgment of ITO would
not be concerned with whether the young industry concerned should be
developed, but with what would be the least harmful method of protecting 1t
in the interests of world trede as a whole. '

Chapter III opens with & general stetement on the importance of Economic
Development in Relation to the Purpose of the Charter (Article 8). All

countries have a common interest in making the best use of the world's human
and materilal resources. The industrial and general econom%c development
(including reconstruction of industries) of all countries, "and particularly
of those in which resources are as yot relatively undeveloped" will create
new employment, expend trade, increase the level of real income end so on.
ITO members are therefore - in Article 9, Development of Domestic Resources
and Productivity - enjoinéd to develop (and where necessary, to reconstruct)

thelr 1hdustries and other resources end to increase levels of output,
without, however, transgressing any part of the code of the ITO Charter.
There shall be Co-operatidn for Economic Development (Article 10) between
ITO members, with ECOSOC, with ITO itself, and with appropriate inter-
governmental agencies. The ITO is to be able to advise any member country
on its plans for economic development or to procure technical assistance

on terms to be agreed.
Article 11, Means of promoting Economic Development, stipulates that
no ITO member shell "impose unreasonable or unjustifiable impediments"

which would prevent other members from obtaining the essentials which they

may need for industriel and general economic.development, such as capital

funds, materiels, modern equipment. and technolégy, and technical and

mensgerial skills., Nor shall ITO members in any way penalize the rights

or intérests of the nationels of other members in what they have contributed

in enterprise, skills, capital, arts or technology. On measures designed

to assure Jjust and equitable treatment for contributions under these

headings (including treatment of foreign investment) brought from one

member country to another, ITO mey meke recommendations for and promote
/international
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international agresment.

Article 12 deals with -the. proteation-and fair trepedment of Inbernational
Investment for Economic Development,.a subjest which was comsiderebly
developed during the Geneva discussions.. An impoytent effect of the Article
is to recognize the need for encoureging the flow of private capital which
has largely dried up since the end of the war. The Article first establishes
an accepted principle that with appropriate safeguards including & eafeguard
ageinst interference through foreign investment in the internal domestic
affairs of a country, international investment, both public and private,
can be of great velue in promoting economic development and consequent soclal
progress. With this in mind, ITO mpmbers agree to provide "the widest
opportunities for investment and the greetest security for existing end
future investments", within certain limitations specified in this Article.
Subject to restrictions imposed under the Articles of Agreement of the
Internationel Monetary Fund or to'special_exchange_agreeménts entered into
between the ITO end an ITO member, the Article states what is in effect the
doctrine of most favoured natlon treatment applied to international
investment; namely that "no member shall impose, directly or indirectly,
requirements on the investments of nationals of other members which are
appreciably more onerous then those which the member imposes in similar
circumstances u@on its own nationals or upon the nationals of third countries.
‘Thus, for the first time, fair tfeatment_of international investment is
brought within the control of aﬁ 1nternaﬁiona1‘agency. ‘f“ ' -

~ A further provision states that ITO members shall meke " Jjust comp;naation'
if :the property in which & national of another member has an interest, is L}
nationalized or placed under public management or occupation. (The term
" just compensation" is discussed at length in a footnote to the draft Charter
on page ). The article lists certain eventuaiities which shall not be
regarded as in conflict with most favoured nation treatment for investments.
These relate to (a) requirements in force at the time of making the
investment or at thg't;me of any Euhéfént1a1 add1tion to the investment or
change in the nature of the business .(b) measures to ensure participation
by the nationals of the member in the expansion of eny industry within its
territories through increased investment end (c) measures to ensure the
transfer of ownership of any investment from the nationals of any'other member
to the nationals of the member concerned ,

In Article 13, the Charter deals with the important and controversial
problem of Governmental Asslistance to Economic Development, and lays down

a serles of detailed procedures under which a member country wanting to glve
_[protection

"

"
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protection to its economic development can stete its case, and under which
the ITO can consider the request. The first paragraph of the article states
the problem in these words: '"Members recognize that special government
assistance may be required to promote the establishment, development or
reconstruction of particuler industries or particular branches of agriculture,
and thet in appropriate circumstances the grant of such assistance in the
form of protective measures may be justified." But 1t is recognized that
such protection, if unwisely used, may burden the economy of the country
concerned; 1t may place "unwarranted restrictions" on international trade;
and 1t may add to the difficulties of other countries in adjusting their
economic problems. ”

If for the reasons stated above any ITO member conptry wishes to adopt
a protective meesure which would conflict with its obl;gationa under Chapter IV
of the ITO Charter (which sets out the principles of commerical policy
accepted by ITO memlers) the following steps are to be teken. First, the
member is to provide ITO with a statement Jjustifying the proposed protection;
secondly, the ITO is to send the statement to all members so that any member
likely to be affected can send its views to ITO within a given time; thirdly,
the ITO is to examine the proposel in all:its aspects; fourthly, 1f ITO
considers the proposed protective measures justifiable in principle, ITO 1is
to sponsor negotiations between members with & view to obteining their -
agreement. If, in examining the proposed protective meesures ITO finds
that the proposed measure 1s not likely to restrict 1ntefnational trade any
more than any alternative practlcable méasures and that the proposed measure
is the one most suitable for protecting the particular industry or branch
of agriculture of the member concerned, the ITO is to agree to grant whatever
release from Cherter obligations are necessary to make the proposed
protection effective.

There 1s, however, a vital time factor, whioh may Jjeopardize the
procedure outlined above. A country, which has made public ite intention
to impose protection in order to establish, develop or reconétruct certain
industries or branches of egriculture, may be faced with increased imports,
or & threatened incresse, large enough-in volume to throw out of gear 1ts
plans for adopting protective measures. In such circumstences (and if no
other device permitted by the Charter seems likely to prove effective) the
country 1in question mey "edopt such other measures as the sltuation mey
require pending & determination by ITO", provided that these emergency measures
do not reduce imports below the level preveiling immedietely before the time
when-the country epplied for ITO permission to adopt protective measures.

/In view of
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In view of thie vital time factor and the threat of dumping of imports
during the waiting period while the ITO procedure operates, the Charter |
givee the ITO a maximum of fifteen deys (efter recelving the member country's
application) in which to notify the member of the target date By which ITO
will allow or dieallow the proposed protective meaeure..

Article 14, Trensitional Measures, providee for the continuing uee of
protective meaeuree by ITO members during the traneitional period immediately
following the time when a member ueing ‘these measures Joins the ITO The
article (which deals with & short- term.eituation not precisely covered in the
earlier drafts of the Cherter) lays down a procedure by which & member using
protective measuros is to inform other members in detail about these measures
and to provide them,with full Juetification, and eimilarly to inform the ITO
within one month of becoming a member The ITO is then to examine each o)
protective measure (under the procedure deecribed in Article 13 above) and to
give its decieion in any event within twelve months. ITO is instructed, in
epecifying e date for modifying or withdrawing a protective measure to "have
regard to the poseible need of & member for a euitable period of time in which
to make gsuch modification or withdrawal"

The Charter recognizes in Article 15, Preferential arrangemente for
Boonomic Development that two or more countriee which are nob contemplating
& customs union, but which have related programmee of economic development
or reconstruction? may be Juetified in adopting new preferential arrangemente.
In such cases ITO may after the usual notification and examination, grent
exceptione to the ITO principlee of Fair end equal trading epecified in
Chapter IV. To eneure that euch exceptione are not 1ightly accorded the
applicant must win a two-thirde majority of the membere in support of his
application. "

/CHAPTER IV



E/CONF.2/INF.8
Page 9

CHAPTER IV
Commercial Policy ; ‘
~ere——-Fhe twenty-seven Articles which comprise Chapter IV, under the geheral
' heading of Commercial Policy, undertake the enormous task.of laying down a
code of conduct for members of the proposed ITO and relating the principles
8et out in the draft Charter to the multitudinous practices of commerce and
. %rade as operating today amongst all countries from the largest to the
smallest, in every quarter of the globe. In general terms, Chapter IV is
concerned with the reduction or elimination of barriers, to international
trade, and with stimulating international trade on a "multilateral" basis.
The motives of Governments for 1mposing trade barriers, preferences,
quotes, subeidies and so on, are well known and, in relation to their short
-4 term bensfits, understandable. But 1t is generally agresd that the barriers
which gresw up between the two wvars, particulerly after the impact of the
worid dspression in the early nineteen thirties, have khzd a cumrlaﬁively
demaging effect on world trade. The intention of Chapter IV, irsofar as it
Ccncerns removal or reduction of these barriers, is not rard to understand,
It is easy to see how (in the long run, and in a world of compasratively
stable Producing, trading and monetary exchange conditione) buyers and.
sellers, producers and consumers will benefit everyvhere from lowering

- —

tariffs and remsving préfersnces or quotas. A freer movement of goods not
~—~emly-offers opportunities of selling more widely and Buying more cheaply,
1t clears ths way towards full employment.and'maximum production.

The valus of "multilateral® trading as orposed to "bilateral" trading
which is fundrmental to the ITO Comwmercial Policy eet out in this Chapter

.?{maynnot be so easy to understanc, Multilateral'maans'many~side¢. Most
transactions of traie occur between wo perties, thke buyor and the seller;
~these transactions are two sided, or bilateral. In what sense, therefore,
Can trade be multilateral? Take the imaginary instance of countries
Eastland, Westland, Northland end Southland. -

Eastlend wishes to import blcycles, let us say, and Messrs., Smith,
the importers, proceed to survey the merket for bicycles. Messrs, Srith
then buy from the country (Westland) which offers the best bicycles on the
best terms. It may be that Messrs. Smith buy bicycles of a second quality
from Northland and Southland as well. When the bicycles arrive in
Eastland, Messrs. Smith put them on sale at & fair price, lmowing that
other importers can purchase in the world merket and offer competitive
prices. When Messrs. Smith settle their bill with the exporters in
Westland, Northland and Southland, they do not insist that these exporters
buy an equivalent amount of goods from Fastlend. Messrs, Smith pay in

e

“Ca8K; "which the exporters in Westland, Northland end Southland can use to
[pay their
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pay their employees, or to buy the goods tﬂéy néed frow other countries, or
for any purpose that suite them. This flow of tlirchasing vower, as set
out in this highly simnlified example, nrovidés in effect a series of
bilateral transactions. But in fact the picture as a whole ‘1s of
multilateral trading in ideal conditions. '

Such conditions very rarely exist in the trading world of today; The"

obstatles 2re numerous and formidable; Eastland moy allow only so many
bicycles to be imvorted ver yesr (to vrotect her Bicycle industry) or she
may give preference to bicycleé imported fromw Northland (pefhaus for
political reasons) or she may be unable to pay for Westland's bicycles
excebt in & currency which Westland cannot use to buy imports she needs
from Northland ond Southlend; or Fastland may only be able to pay in |
goods of & kind which are not wanted by Testland or are too expensgive to
-import. - It might also be that Fastland, a fully develoned country with a

high stendard of living, makes bicycles for home consumption and for export

- while Westland with but a few new industries and a large amouﬁt of cheap
labour can produce bicycles far more cheaply and thus threaten to undercut
Fastland in her home and overseas markets.

~ Buch are the kinds of obstacles to multilateral trading today which
encourage bilateral tr:ding »etween countries, but which il not diminished
will continue to hinder the achievement of full production and full
employment. Admittedly, multilateral interrationsl trode, free of all
hindrance, is°an ideal concention. But there is no doubt that substantial
nrogress cen be made towards conditions of multilateral trade. That is
the purpose of the ITO Cherter. | -
Tariffs, Preferences ond Tniernsl Taxetion end Peﬂulrtlons

Article 16, General Most-favoured Nation Treatment, states the

princivle of equal treatment wpich is fundamental to multilateral trade
relations. This article provides, as it were, the pivot on which much
of the doctrine of the draft Cherter is balanced. According to the terms
of the Article "any :(vantage, favour, vrivilege or immunity grauted by
any ITO member to any product originating in or destined for any ctuer
country shall be accorfied immediately and unconditionally to thc like
product originating in or destined for all other member countries
respectively." 1In other words, whatever benefit a mecber country extends
to trade with any other member with regard to tariff rates, customs
treatment end reloted matiers must immediately be extended to its trade
vith all member countries. The effect of this provision would be to put
all member countries on an even footing; they reciprocally pledge not to

make exclusive conceseinne that benefit one member country only at the
exmense of .nothor.
/[Some countries,

»
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Some countries, howéver, alreuﬂ havé arrangemente whereby they allow
imports from Certein sources to entéd at yates of duty vhich are lbwer than
their general, or most-favoured-fistion $dt8s, The di'ffarence between the
lower, 'o# preferential rate and most-favoured-nation rate is lmown as the
"mergin df preference” and 1s dealt with under Article 17. .

Article 16 provides an ‘exéeption to General Most-favoured Nation : -
Treatment, for preferences remaining within certain preferential systems
after negotiationy ' The margine of preference remsining are not thereafter
to be increased. Thesé preferential systems are listed in Annexes at the -
end of the draft Charter, and cover (a) the "British-Commonwealth-Colorial”
territories, (b) the French Union, (c) the Belgisn-Netherlands-Luxembourg,: -
"Benelux" territories, (d) the United States and its:dependent territories
and Cuba and the Philippines; {e) Chile, Argentina, Bolivia and Peru -
respectively and (f) the Syro-Lebanese Customs Union end Palestine and
Trensjordan respectively, ‘ , 4 o

After stating the principle of moet-favoured-nation treatment the
Charter procedds to :deal in Article 17 with the practical obligations upon
ITO mexbérs for the Rednetion of Tariffs end Elimination of Preferences, .
which is cne of the wngll ovlectives of the TTO, This Article mst be
read against the verrm il of the tariff reduction negstiations (sponsored
by thé countrioss which wors recbers of the W0 Propavetory Comsdttes) which
have. been in progress at (eacs2 since April 1947, .Ariisle 17 dees not set
out dstailel provisicns goveining the targsc level of du“ies or the emount
by which thsy sheud be reduced., Rether it otates the obligetion of each
menber "upca the rejusst of the ITO, %to emtsr into and cerry out with

_ other remhera, af Jpucirvied by the ITO, negoilations dirscted to the

Bubstartiel veduchicn of turiffs arnd other crecced on imports and exports
and to the elimination of pruferences on & mntaslly acdvantegeous basis., . -
It wili be noticed that in acdition to -tariffs and profarences, there is an
Obligation to reduse other charges on exports and importe; these might
apply in the particular case of a duty on exports of rew materiels for the
Purpose of encoureing their processing at home 5 thus in effect setting up:
& protecteéd indusiry.

" Article 17 provides that whenever a general tariff rate 1s reduced in
the negotiations » this will eutomatically reduce or eliminate any margin
of preference that exists on imports of this product. Further, when & *
Preferential rate is reduced in the negotiations, the general tariff rate
shall be reduced to the same extent. o

Tariff levels vary from country to country, a&nd a given country may
have high protective tariffs on certain products ané low tariffs, or ‘no -
tariffs at all, on other prod.ucts. Accordingly, under the ITO rules for

/negotiation, the
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negotiation, the binding of low tariffs or of duty free treatment will be -
considered‘as a concession equivalent in value to the substantial reduction
of higb_tqrifﬁs»or the elimination of tariff preferences.

Article 17 concludes with & "punishment" clause, If any ITO member
considers that any other member has failed to .carry out its cpligations to
negotiate for the reduction of tariffs and elimination of preferences, it
may refer the case to ITO If ITO agrees that the member has failled to
carry out negotiations within a reasonable time, ITO may authorize.any
member or members to withhold from the offender any of the tariff benefits.
Previously negotiated with that member. If such benefits are in fact
withheld the offending member is free to quit ITO on due notice. r

"Most-favoured-netion treatment" assures, eguality among all trading
countries. ,"National treatment" assures foreign goods treatment equal to
that accorded to domestic products. Article 18, National Treatment on
Internal Taxation and Regulation, provides that ITO member countries will
grant "national treatment" to the. products of other members with reference
to taxation and domestic regulations._ The products of any member country .
imported into eny other member country will not be subJect to higher
taxes or other less favourable treatment than domestic products of the
Same sort. The importance of this stipulation is that it will prevent the
use of such taxes or regulations to frustrate tariff reductions. "National
treatment" will also be accorded on laws and regulations governing sale,
purchase, transportation, distribution or use of imported products. There
are similar provisions relating to the mixture, processing or use of
Products, These would prevent a member country from stipulating, for
instance, that a given percentage of flour milled in its territory should
consist of domestic wheat, and thus imposing a "hidden" form of protection.
Again, members agree not to restrict mixing or processing by imposing
restrictions such as higher taxation, on imported products in order to
Protect domestic production of competitive products. By putting a special
tax on imported cotton, for instance, a country might be protecting its
domestic rayon industry. |

In the earlier drafts of the Charter, the special case of epplying
"national treatment" to the exhibition of cinematograph films wes included
in the scope of Article 18. A new article in the Geneva draft,

Article 19, Special Provisions Relating to Cinematograph Films, permits,
Subject to certain conditions, an exception to most-favoured-nation

treatment, by the use of screen quotas to protect national film industries.

A member country may reserve minimm screen time for the showing of films
of national origin. Screen time outside this reservation is to be
allocated freelj ameng sources of supply. Existing sc. een quotas imposing
& minimum proportion of screen time for foreign films are permitted dbut
/may not be

L
&



y

E/CONF.2/INF.8
Page 13

may not be increased above the level in effect on 10 April 1947. All
screen quotas are to be open to negotiation for limitation, or eliminstion,
in the same way as the negotiations ofl dther products described in

Chapter 17.

Quantitative Restrictions

A tariff, however high, is not an absolute barrier to the movement
of goods, since an exporting country by increasing its industrial
efficiency and reducing its production costs mey surmount a tariff wall,
An import quota sets an absolute limit on the entry of the goods to which
it relates. _ :
It is a major feature of the ITO Charter that it prescribes a
general ban on quotas and other quantitetive import and export controls,
The Charter recognizes that measures which restrict absolutely the
Quantity of goods that may be imported burden trade and create artificial
Prices and markets in the importing countries. - They interfere with
trade and the free choice of the consumer far more than tariffs, which
are a type of tax on commodities, Furthermore, the allocation of shares
in import quotas among supplying countries tends to produce diecrimination.
Similarly, export quotas shut off supplies from countries willing to
purchase them and may also lead to discrimination.
At the same time, the Charter recognizes that in certein circumstances
__‘the use of quotas is Justified., The situations in which quotas of certain
types may be Justified are set out in Articles 20 to 24 inclusive., The
first of these deals'with agricultural quotas.. |
Article 20 lays down the ITO principle of General Elimination of
Quantitative Restrictions, and makes exceptions for (a) a country with'a
Critical shortage of foodstuffs which may need to impose temporary export
restrictions, (b) restrictions necessary for grading or classifying imports
Or exports. This would allow a country specializing in a high grade of a
Perticular export commodity to restrict poor quality exports, ’
(c) agriculturael quotas, which have been esteblished in many countries
Particularly since the depression of the nineteen thirties. .
Restrictions on imports of agricultural items have been and are today
largely intended to protect the home farmer from foreign competition and
to enable him to sell his produce at a remunerative price. The draft
Charter makes allowance for agricultural import quotas to be maintained
in the following cases (1) when there are existing government restrictions
on the amount of domestic agricultural products allowed to be produced
or marketed and (2) when there are government measures designed to
remove a temporary surplus of the product concerned, The Charter lays
down that any member imposing agricultural quotas, under the above
exceptions, must publish the toial quantity or value of the product
[allowed to be
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allowed to be importéd during a giyen pveriod, It is also laid down that
existing agricultural quotes must not in effect reduce the proportion of .
total imports to ddmestic production below the proportion that might
reasonably be expected in the abseence of restrictions.,

The second type of rermissible quota, which the draft Chartar allows
for arises from.balance of peyments difficulties. When a country has
trouble over a period of time in earning enough current foreign exchange
to pay for all iﬁd'im@orta;'and_must use up its gapital or borrow for‘;
curreht use, it is said to have a disequilibrium in its balance 6f payments;
that is, the account of its transactions with the rest of the world. The
country 1s_11ving beyond 1ts means and either drainihg its resources or
spending borrowed funds., A country in such circumstances has to give
Priority to certain 1mports'(e.g; essential imports such as foods) as | D
&S&inst other less essential imports, This can be observed in the current
Practices of the United Kingdom and France, both of which are in serious
balance 6f'payments difficulties today. The bill for foreign products
imported is redubed so that 1t cen be met to a greater extent out of
current earnings. Quotas have been widely used for this purpose and the
Charter recognizas their vaelidity in these exceptional circumstances, but,
as With import quotas for agricultural products, sets out rules for their
use,

Article 21, Restrictions to safeguard the balance of payments,
recognizes that a member country in balance of payments difficulties may
use quantitative restrictions to the extent necessary to "forestall the
lmminent threat of,'of to stop, a serious decline in its monetary
reserves, or, in the case of a cduntry with very low monetary reserves,

to achieve a reasonable rate of increase in its regerves”., Countries

which use quantitative restrictions for these purposes must progressively
relax them as conditions_ihprove and must eliminate them when they are no
longer justifiable. The ITO Charter reccnizes that all members are likely
to be faced with a variety of economic problems in the years immediately
following the war and that members may have to use import restrictions
during this period to help restore their balance of payments situation.
It 18 also recognized that, in order to fulfil the basic economic
alms of ITO (full employment, full production, reconstruction and
development of industriel and other resources) - a member country may
need to import a substantial amount of capital equipment. In such
Circumstances a country would be allowed to use quantitative restrictions
to give priority to imports essentially needed to fulfil the above aims,
This means that a country may budget the use of its limited foreign
exchange so that i1t would be used, for example, for food or for machinery
[or for rehabilitation
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or for rehabilitation supplies, rather than for, say, luxury goods,
Restrictions on any class of imports must not, however, be raised to the
-—Doint of total exclusion. Token imports are to be permitted so as to
keep open trade channels; to preserve goodwill and trade names and
so forth, Member countries applying these restrictions must avoid
unnecessary damage to the commercial interests of other members.
The TTO is to be the forum for discussion of import restrictions
designed to safeguard balance of payments.
Any member country considering the need for gquahtitative restrictions
owing to balance of payments difficulties is to consult with ITO as to the
nature of its difficulileb; the available means for solving those
difficulties and the efract of the proposed restrictiuns on the trade of
other wembers, The ITO moy require a member countsy meintaining existing
restrictions for balance of peyments purposes to consnlt with it, and if
substantially intensifying, euch restrictions, to comsult within thirty
deys, Within two years from its establishment, I™) is to review all
existing restrictions for balsnce of payments purroses,
If ITO has aprroved in advance a member country's use of restrictions
for balance of payrents reasons, insofar as the geﬁer&l externt, degree
of intensity and duration of restrictions are concerned, ‘the right to impose
such restrictions may not be challenged by arother merbor., But, if
——enother merber cons:ders that the ccuntry is using the restrictions for
. Other reasons than balance of payments diff:iculties and is thereby damaging
its trade, the ITO is, if it considers the corpleint jJustified, to

~ negotiate a settlewent, If this proves irpossible, ITO 1s to recommend
the member country using the restrictions to modify them, If the member
country does not couply within sixty days, ITO mey release any member
country from its obligations under ITO towards the member country applying
the restrictions,

It is recognized that trade or financial speculation might arise from
Premature disclosure about impesing or witldivawi:g import restrictions
which are related to balence of payments difficuities. ITO is therefore
instructed to conduct its relevant consultations in utmost secrecy. If
there is widespread use of quantitative restrictions, which would indicate
that a "general disequilibrium" i1s restricting international trade, ITO
1s to initiate discussions to see whether there are any alternative
measures that might be taken by countries with either favourable or
unfavourable balance of paymeuts or by any other intergovernmeatal
agency, to remove the underlying causes of the disequiliibrium.

S /Since the Charter
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Since the Charter does provide:exceptions to the general prohibition .
on the use of guantitative restrictions,:there' is need for general rules
governing the administration of such restrictions as mey be permitted.

The basic rule provided in Article 22, Non-Discriminatory Administration
of Quantitative Restrictions, is that restrictions should be administered
80 a8 to ‘ensure fair treatment for the products of all member countries

affected by them. : In applying import restrictions to any product member

- countries should aim at a distribution of trade in that product approaching

as closely a8 possible to the shares which other members might be expected
to obtain if there were no restrictions, Wherever possible the amount of
rermitted quotes shall be fixed and made known. Where quotas are not
practicable, import licences or permits without a quota may be used. If
neither the quota nor import licence systems are feasible, the member

may allocate shares of imports of a product amongst the various supplying
countries, after obtaining agreement on the proportion to come from each
main supplying country, or on the basis of a past representative period.

Members employing a system of import licences must supply adequate
information about their administration of the restrictions to any member
requesting it, In the.case of quotas, the total amount permitted to be

~exported during a given period must be published. All other members who
are interésted as potential suppliers must be informed about quotas
allocated amongst supplying countries, :

X%’ 18 :recognized however in Avticle 23, exceptions to the Rule of
Non-Discrimination that the rule of non-discrimination, as stated in
Article 22, could not and should not be rigidly epplied during periods
of substantial and widespread disequilibrium in international trade and
Payments, provided that certain specified éonditions relating to prices,
currency ‘and unnecessary dsmage to the trede of other members are
observed, and provided that ITO is kept fully informed. Any :ember
mainteining or proposing to institute discriminatory quantitative
restrictions must seek ITO approval before'l March 1952, After that
date, ITO approval that circumstences justify the continuation of such
restrictions mst be sought. In 1952 and in each year following (while
members continue to impose discriminatory restrictions) ITO is to decide
whether the disequilibrium still exists and whether it Justifies the
exceptions permitted under this Article, When ITO determines that there
is no longer a disequilibrium, member countries will no longer be allowed
to impose discriminatory restrictions, which must cease within six months,

Departures from the rule of non-discrimination are also permitted -
(a) to enable a group of territories with a common quota in the

/International Monetary Furd
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International Monetary Fund to protect thelr monetary ressrves (b) to
enable member countries until the end of 1951, to assist countries whose
econciiies have been disrupted by war,

Exchange Controls .

Exchange controls permit governments to limit the amount of foreign
exchange vhich may be used for any puwrpose. They can, therefore, become
powerful weapons for the control and direction cf trade. When so used - -
they are similar in effect to quantitative trade restrictions. In theory,
exchange controls can direct trade by prescribing the amount that wmay be
spent for particular imports, while quantitative restrictions regulate
the actual import of goods, rather than the outgoing payments. " In practice
the two methods are often used in combination. - Therefore if ITO ignored
exchange arrangements there could be a serious gap in the Charter.

The Intermational Monetary Fund is concerned with the stabllity of
international exchange rates and the regulatlon of the use of exchange
controls in current transactions. Insofar as they overlap, its obJectives
are essentially those of the ITO, Obviously, close co-operation between
the ITO and the Fund on matters of common concern is essential..

Article 2k, Exchange Arrangements provides the working basis between
ITO and the Fund, in deeling with exchange questions within the
Jurisdiction of the Fund and questions of quantitative restrictions within
the orbit of ITO. ITO is to consult fully with the Fund on problems

concerning monetary reserves, balance of payments or foreign exchange

arrangements. Subject to an agreement to be worked out between ITO and
the Fund, ITO is to accept the factual findings of the Fund in these
matters and to accept the determination of the Fund in what constitutes
a serious decline in or a reasonable rate of increase in a member's
monstary reserves. Arrangements are laid down for dealing with the case
of an ITO member which is not & member of the Fund and vice versa, and
for the use by an ITO member of exchange controls in accordance with the
Articles of Agreement of the International Monetary Fund., Members of ITO

_agree they will not use exchange action to frustrate the purposes of ITO

and conversely will not use quantitative restrictions to frustrate the.
purposes of the Fund.
Subsidies -

Government payments to producers, and other forms of subsidies by
their effect on prices and production, may have a distinct bearing on
international trade. The draft Charter distinguishes two main types of
subsidy; those operating to increase -6xports or tc reduce imports, and
other types, Under Article 25, Subsidies in General, any member using the
first of the above types of subsidy will give ITO full information about
the extent, nature, estimated effect of and reason for the subsidy.

/It the trade
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If the trade of any other member is threatened, the country using the
subsidy agrees to discuss the possibility of limiting 1t.

Article 26, 4dditional Provisicns on Export Subsidies, ITO members
agree not to grant any subsidy on a product which would result in lowering

the export price for that product below the prevailing domestic price,

This - the abandonment of export subsidies as a general policy - 1s to take
place as soon as possible, but in any event not later than two years after
the ITO Charter comes into force, If a member is unable to drop export
subsidies for any particular product within the time limit, it can ask the
ITO for an extension. The final decision rests with ITO. The Article
provides for the épecial case of a member country subsidizing exports to
offset a subsidy by a non-member which is itself designed to affect the
member country's exports cf a particular product.

Some countries have adopted devices for the stabilization of the
domesﬁic prices of certain primary commodities so that the price at which
the product is sold on the domestic market remains relatively constant, even
though the price at which it is exported may fluctuate widely., Article 2k,
Special Treatment of Primary Commodities provides that ITO may decide that

such a system does not constitute an export subsidy if it results in exports
at higher prices than domestic prices and if it is operated so as not to
stimulate exports or damege the interests of other members.

There 1s an exception to the rule against export subsidies relating to
intergovernmental Commodity Agreements (Chapter VI) and in particular to ‘
excesslve world surpluses of primary products, such as unprocessed
agricultural products, In the past, countries have used export subsidies
as a means of getting rid of such "burdensome" surpluses. If the measures
proposed in Chepter VI for deeling with such surpluses fail or do not promise
to succeed and the surplus continues, the member country having the surplus
would be free to use subsidies to get rid of the surplus, and the ITO is to
grant permission to use subsidies for this purpose for as long and within
such limits as 1t may determine.

It is provided, however, in Article 28, Undertaking Regarding Stimulation
of Exports, that a country shall not use export subsidies to gain a larger
share of world trade in a particular product than it had in a previous
representative period. A member country may choose its own representative
period but must be willing to discuss its choice if requested by another
member, Article 29, Procedure, confirms that all determinations concerning
subsidies are to be made through the ITO by consultation of member countries
substantially interested in the product concerned.

/State Trading
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State Trading

Many governments today are participating directly in foreign trade.
Some, have a complete government monopoly of forelgn trade., Others have a
monopoly of trade in a particular product, Certain countries, for instance,
have long had a monopoly on such things as tobacco, salt and matches, largely
for revenue purposes, Certain countries underteke to import, under
government control, the whole amount of a given raw material, such as cotton,
required for domestic manufacture. A government may also own an enterprise
which engages in forelgn trade side by side with normael privately owned trade.

Special problems arise from trying to fit these state trading techniques
into the multilateral pattern, foreseen in the Charter. A state trading
body can restrict or expand trade and can discriminate between countries
without using quotas or exchange controls. It needs no export subsidies
to sell more cheaply abroad than et home, State trading bodies tend to be
more susceptible to political considerations in buying and selling than are

privete businesses,

The purposes of the section of the draft Charter on state trading -
Articles 30 and 31 - is to establish rules for state trading activities that
will produce, as nearly as possible, the same effect as the rules in other
parts of the Charter applying to private trade and to lay down the principle
that state trading enterprises shall be gulded by commercial considerations
in making their purchases and sales,

The key to the approach is given in Article 30, Non-discriminatory
treatment, which provides that state trading enterprises should be conducted

along normal commercial lines, buying and selling freely in accordance
with customary business practice and allowing the enterprises of other member
countries to compete for participation in their trade. The general rules
of most-favoured-nation treatment and non-discrimination are to be applied.
It may be noted that Article 30, in its phrasing, applies not only to state
enterprises, but to the somevhat wider granting of "exclusive or special
privileges formally or in effect to any enterprise". A footnote to the
article makes it clear that Marketing Boards engaged in purchasing or selling
are subject to the rules governing state trading.

Article 31, Expansion of trade, provides a formula to bring state trading
enterprises within the scope of the negotiatione for reduction of preferences

envisaged in Article 17, By this means export monopolies and import
monopolies on any particular product would become open to negotiation as regards
the degree of protection they might give to domestic producers and to
domestlc consumers, respectively. '
In the case of an import nomopoly, the member counﬁry mainteining the
monopoly i1s to negotiate for the establishment of a maximum import duty
[on the product
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on the product concernmed; or, if there is no negotiation, to publish the
maximum duty to be applied. ‘The price at which the product is sold in
the homé.market 18 not to exceed the landed cost plus the maximum import
duty, after allowance has besn made for internal taxes, transportation,
costs and & reasonable margin of profit.

A state trading enterprise could defeat one of the main purposes of the
‘dharter by simply refusing to buy or sell, Therefore the Charter provides
that any import monopoly must "import and offer for sale such quantities: -
of the product as will be sufficilent to satisfy the full domestic demand", -
allowance being made for any consumer rationing that may be in force,

It 1s recognized that some countries have established monopolies mainly
for social, cultural, humanitarian or revenue purposes end ITO, in applying
this article, is to have due regard for them, ¢
General Commercial Provisions

Articles 32 to 39 inclusive have been called the "technical erticles".
Their general purpose is to fit into the framework of the Charter the normal
processes involved in sending goods from one country to another. These
are, in short, Transit (the route along which the goods are sent) customs
administration, importing and exporting formalities, marks of origin, trade
regulations and terminology. The section also deals with anti-dumping
duties and boycottis.,

The importance of this Section in relation to the Charter as a whole
is that it dealé with the pdésible misuse of normal formalities which might
be employed to "cover" discrimination ageinst the goods of particular
countries or to slow up trade as a whole. Customs formalities and related
practices have in fact been termed the "invisible tariff".

Article 32, Freedom of Transit is intended to assure the maximum
freedom of transit for goods and the avoidance of unnecessary charges.

Members are to grant most-favoured-nation treatment to goods of other
members passing through their territories. There ie to be no discrimination
against imports which have passed through one member country rather than
tﬁrough another, Thus a country cannot penalize shipments by certain trade
routes, whether to favour another route or to discriminate against the
country through which the goods have passed,
' Anti-dumping and Countervailing Duties are speclel charges added to
the existing tariff rate when the importing country wishes to counteract
the effects of dumping and of subsidies respectively. Article 33 sets out
the conditions under which these measures may be applied so as to avold
their being used indiscriminately or for ulterior purposes.
Anti-dumpingndutiee are to be limited to an amount equal to the margin
of dumping on the product in question, The Article sets out three ways of
measuring the margin - a point which has proved controversial in the past.
/Similarly,
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Similarly, countervailing duties are to be limited to amounts equal to the
~——g8timated subsidy on production or expert granted in the exporting or
producing country; A member country will not make use of anti-dumping df‘
countervailing duties on products of other members unless there is injury
- w.or threat of injury to an established domestic industry from the dumping
or subsidization, or to the establishuent of a domestic Ilndustry.

Article 34, Veluations for Customs Purposes. Article 35, Formalities
connected with Importation and Exportation. Article 36, Marks of Origin,
Article 37, Publication and Administration of Trade Regulations,

Article 38, Information, Statistics and Trade Terminology, are a series of

technical provisions designed, as a whole, to simplify and codify a variety
of normal trade practices, and to provide ITO with all the information that
> may be needed on laws, regulations,‘decisions, rulings and agreements

o)

affecting international trade policy, as well as essential statistical
information and to be of general advantage to commercial interests.
Boycotts, which may or may not have a political purpose, are a
psychological factor which can sefiousLy interfere with trade, A
Article 39, Boyéotts, states that no member country will encourage, support
or participate in boycotts designed to discourage the consumption of products
of any‘other member countries,
~e—~=Bpecial Provisions
The draft Charter is intended to be fully comprehensive within the scope
of world trade. It carries provisions to cover almost all types of existing
" “practices and for such likely future developments as its drafters could

foresee and could reduce to practical terms. But world trade conditions can

change rapldly in such a way as to influence the intended effects of the
Charter. Article 40, Emergency Action on Imports of Particular Products
provides for a sltuation of this kind. If, as a result of unforeseen

developments, a member country should find that unexpectedly large imports
(resulting from a preference concession it has made) were causing or
threatening serious damage to its domestic producers, the member can modify
or withdraw its concession. Before the concession is modified or withdrawn,
consultation is required with ITO and with members whose exports will be
affected. But in critical circumstances, where delay would cause damage
which it would be difficult to repair, action can precede consultation.
If no agreement is reached, the member whose interests are being demaged, is
free to take action, other interested members being allowed to withhold
equivalent obligations or concessions under the Charter.

Article hl, Consultation provides that a member country must glve

" Tadequate opportunity for consultations on matters raised by another member,

[affecting customs
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affecting customs regulations,; anti-dumping and countervailing duties,
exchange regulations, subsidies, state trading operations, sanitary laws
and generally all matters concerning the operation of Chapter IV,

Article 42, Territorial Application of Chapter V makes it clear that the
obligations of the Charter apply to countries which are separate customs
territories, although they may have common soverelgnty.

‘ M the questicn of territories associated in e customs union, the

a union, provided that the union does not impose more restrictive dutles,
regulations or mergins of preferences than those applied previously in the
territories vhich make up the union. The ITO will study proposals for new
customs unions end make recommendations. Such proposels must include a
definite plan for bringing the customs union into existence within a
reasonable length of time,

Article k3, ggneral exceptions to Chapter IV excludes certain kinds of
action from the provisions of the Chapter., (An article of this type is very
often included in trade agreements). Protection of public morals, health,
laws and regulatioﬁs governing patents, trade marks and copyrights, national

e

treasures are recognized as a matter for national action by members, The
import and export of gold and silver, the products of prison labour and the
conservation of natural resources, also fall in this category.

There is also a permitted exception for members which wish to adopt
quantitative restrictions relating to the iimediate postwar transitional
period, for dealing with chortages, surpluses, upset prices and the like,
Restrictions are also permitted to make possible en equitable distribution
of ascarce products in the immediate postwar period. Measures of this kind
which are sgainst the genersi purpose. of the Charier, must be removed as
soon as they have served *iieir purpose and in any case not later than
dJanuary, 1951, urless 1ITO authorizes an extension,

JCHAPTER V
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CHAPIER V

Restrictive Business Practices

Restrictions imposed by Governments are only one type of barrier to
trade; there are also barriers imposed by commercial enterprises. There
would be little point in reducing a tariff rate or eliminating queantitetive
restrictions imposed by Govermments if their place were taken by arrangements
between business agencies to restrict or distort trade in a vay such that
very much the same result would be attained, It is a well known fact that,
in seeking to avoid competition, reduce risks, and generally to secure
stable conditions for their trede, commercial enterprises, both private and
public, sometimes enter into cartels or make similar types of arrangsments
to restrict production, allocate markets, fix prices and otherwise restrain
trade. The effect of such action is to hinder the free flow of goods, to
interfere with the efficient use of the world's economic resources and to
negative the aims and objectives of the ITO Charter.

Chapter V declares the opposition of ITO members to such restrictive
business practices in international trade and pledges each member country
to take action against them whenever they have harmful effects on the
objectives of ITO. The provisions of this Chapter, incidentelly, provide
a good example of the inter-dependence between one part of the Charter and
another, Chapter IV dealt with the elimination of trade barriers imposed
by Governments, The purpose of Chapter IV could be frustrated by the
imposing of trade barriers by commerciel enterprises, which are therefore
brought within the scope of ITO.

The core of Chapter V is in Article Li Gensral Policy Towards

Restrictive Business Practices. It declares that easch Member country

will take appropriate measures to prevent business practices, whether by
private or public commercial enterprises, which restrain competition, 1imit
eccess to markets, or foster monopolistic control, restrict production or
trade, or interfere with the achievements of ITO objectives as set out in
Article 1. The ITO is to investigete complaints concerning such commercial
practices as price fixing, territorial exclusion, discrimination, production
quotas, technological restrictions, misuse of petents, trademarks or
copyrights,

The Procedure With Respect to Investigations and Consultetions, to be
followed by ITO is set out in Article 45, After receiving a complaint from
a Member end initiating consultation, ITO is to decide vhether en
investigation is justified. If an investigation is held and ITO decides
that the practice complained of is restrictive (under the criteris laid
down in Article 44) ITO will instruct each Member concermed to take every
possible remedial action. ITC is to publish a full account of the

[decisions
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decisions reached and the reésons for them and the resuwlt of the remedial
action.

Tt may be hotéd that ITO will not have police powers in the fleld of
restrictive business practices. Its recommendations will .be carried out by
Members. Nor is the ITO empowered to interfere with the action of a Member
country in enforcing its own laws against restrictive practices.

Article 46 suthorizes ITO to conduct Studies Relative to. Restrictive
Business Practices. Under Article 47 , Obligations of Members, each Member
country must take all possible measures to ensure that private and public
commercial enterprises do not engage in restrictive business practices end
must be willing to provide ITO with all the information it may need for
investigating complaints. Information may only be withheld if it would
substantially damege the legitimate business interests of & commercial  ©
enterprise., '

Article 48, Supplementary Enforcement Arrangements states that
members may co=operate with one another to enforce orders that ome of them
bhas issued against restrictive prectices.- If they do so, they must keep _
ITO informed. Article 49, Domsstic Measures Against Restrictive Business
‘Practices, confirms that nothing shall prevent any Member from enforcing
1ts own laws directed towards preventing monopoly or restraint of trade.

Article 50, Procedure With Respect to Services, brings certain services
such as Trensportation, Telecommunications, Insurance and Banking, within
the scope of ITO policy towards restrictive business practices. It provides
that complaints may first be circulated amongst the members concerned. If
no adjustment can be effected, and if the .complaint is referred .to the ITO, §
it should be transforred to the eppropriate intergovermmental agency. If
no such agency exists for dealing with the particuiér sqrvice involved’
in the complaint, ITO maey be esked to make recommendations on the matter
so far as it comes within the scope of the Charter.

Article 51, Exceptions to the Provisions of this Chapter, states
that if commodity agreements between goverrments meet the requiremente of
Chapter VI they are not subject to the provisions of this:Chapter.
Similarly, bilateral agreements between govermments concerning the bdbuying
or selling of commodities subjJect to state treding ere exempt.

|
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se CHAPIER VI

4

Intergovermmental ComnoditJ_Agreements

Arrangements between governments as well as prite.te business practices
must be limited in their restrictive influence on trade if the objectives
of ITO are, to be achieved. Chapter VI provides safeguards for this purpose
by limiting the use of intergovermxantal arre,ngements to certain conditions
in which they are Justified and establiehing principles to which they must
conform.

..Both large surpluses and acute shortages of certain basic agricultural
products and other rew materials gave much trouble during the 1nterg-war
period. Prices fluctuated widely and wildly_.;_ This irregulerity did much
to harm the world's economic advzmcement In an effort to achieve ete'bility,
producers with the aid of‘ govermsris, organized groups to restrict
production, hold up prices and ragilats 1n+ermti:>nr_l zarketing. Even vhen
these schomes were effective, the ixierests of consuming countries were
largely negiscted, "

“Evpsrience has shown that adequate consumption and nutrition standerds
canrot b ackieved merely 'by inc reasing production; & satiafactory flow of

. goods from one courry to anothsr is also necessary. Ir.\.enendent ection to

remedy the d&fJ iculties of the prroducers of a particular c"'mnodity may have
adversz repercusgicug on +he international trade posiiion of cther countriea.
This Cuarter of the Charter is thorefore largely Jdesigned to pravent ore
co by '-':‘.a,{'?."&" arrangemsnts to improve its individuel position at the
expense. ol cthers. a

Chapter VI deals with the problem of regulating production, trade and
prices in 1nd1v:ldual primary comodities vhen they are in burdensome surplus.
A byrdensome surplus may be sald to exist when the supply of a commodity s0
much exceeds the demand for it that the price falls to a level which is
relatively unrewarding to producers; small producers in particular, may

experience widespreed dietzess. In such cages - and v re them}is no

1ikelihood of an adjustment telcing plece in the ‘near future - a solution may

be sought in intergovernmental agreemsnts.

The basis of the procedures established by ITO 1s that there should be
careful examination oi’ ell aspects of a comod:lty problem before ‘action is
taken. Agreements of & restrictive mture are only to be used in certain
u.na.voidable circumstances; the general need for increasing consumption of
primary products is of first 1mporte.nce. Such agreenants should aim to
stabilize the prices of primary commodities at a level which will be fair
both ta efficient producers end to consumers, Guiding principles for the
administering of agreements are lald down. However, no attempt 1s made to

- Jlay down
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lay down the particular methods to Be used in dealing with difficulties
concerning specific commodities, 8incd thig is better left to be worked
out emongst the countries specially concerned with the commodities in
question.

Articles 52, 53 and 54 deal with Introductory Considerations of a
general nature which are partially summarized in the above peragraphs.
Article 52 sets out the Difficulties relating to Primary Commodities,
the tendency towards persistent disequilibrium between production and
consumption, the accumulation of burdensome stocks and pronounced fluctuation
in prices. These difficulties may have serious, harmful effects on the
interests both of producers and of consumers and they may result in
Jeopardizing the general economic expansion foreseen under the Charter.
For these reasons ITO members recognize that certain types of

W)

intergovernmental agreement designed to limit or control production of
primary products may be necessary.

Article 53 provides a definition of what is meant by Primsry end
Related Commodities, with reference to the purpose of this Chapter of the
Charter.

The Objectives of Intergovernmental Commodity Agreements are set out

in Article 54%., ITO members recognize that Commodity Control Agreements may
be used
(2) to prevent or alleviate serious economic difficuities arising
when the normel processes of buying and selling cannot cove with
"ad justments between production and consumption”, or in other - ords,
overproduction or underconsumption; ¢
(b) to provide a breathing space for considering methods which might
relieve the situation, such as increasing consumption of the product
which 1s in surplus supply, or moving menpower out of the over-exvended
industry into new, productive occupation.
(c) to stabilize prices of a primary commodity on the basis of
fairness to consumers and, at the same time, to efficlent producers;
(d) to develop *he wvorld's natural resources and to protect them
from unnecessary exhaustion;
(e) to help expand the production of a primary commeodit; which
would be to the advantage of consumers and producers;
(f) to ensure feir distribution of primary commodities -hich are
in short supply.
One of the basic principles of this Chapter is thet proper
re-sxamination shall be made of the production, consumption and trade
situation of any commodity before a conference is cz’.led for the ourvose of

/considering
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considering an international egreement. A conference without sufficient
preparation is not likely to Be dwccessful.’

The procedure for dealing with the speciel problems arising from the
production of primary commodities is divided into three stages: etudy
groups, commodity conferences end commodity arrangements or agreements.
The ‘administering of an agreement would constitute a fourth stage. Under
Article 55, Commodity Studies, when a member country believes that serious

difficulties exist or are likely to arise soon regarding a commodity in which
1t has an important producing, consuming or trade interest, it may esk ITO
to meke a study of the commodity. If ITO considers the member's request
well founded, it will set up a Study Group for this purpose. The member
countries principally interested in the commodity will be invited to appoint
representatives to the Study Group. Non-members mey also be invited. The
Study Group is to report to the participating Govermments and to ITO on

how best to deal with the difficulties in question.

Although the aim is to prevent hesty action based on inasdequate
examination of the position, there is to be no unnecessary delay. ITO 1is
therefore specifically directed to deal promptly with the findings and
recomendations of a study group.

On the basis of the report of the Study Group, or on the request of
Members concerned, or on its own initiative, ITO may, under Article 56,

convene an Intergovermmental Commodity Conference, to discuss measures

designed to meet the speclal difficulties. Non-members may be invited to
participate in Commodity Conferences, as well as all Members substentially
interested in the product in question.

If the Conference is unable to find suitable measures for dealing
with the situation without resort to the regulation of production, trade
or.prices, an intergovermmental commodity agreement may be considered.

Article 57 sets out a number of General Principles governing

Intergovermmental Commodity Agreements. ITO Members are given equal rights

to participate in the initial negotiation of intergovernmental commodity
agreements, ITO may invite non-Members to participate on the same besis
es members, There 1s to be equitable treatment as between participating
and non-participating Members. Countries that are largely dependent on
imports for their supply of the commodity shall have an equal voice with
the principal exporting countries. This wide participation prevents the
formulation of agreements serving the interests of some countries at the
expense of others. There is to be full publicity for any such egreement,
whether proposed or concluded, and for the views of Members at all stages of
negotiation and operation.

/In Article 58,
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In Article 58, Types of Agresment, the Charter recognlzes two tyves
of intergovernmental cormodity agreement'

(a) ‘those which have ths purpose of controlling or regu eting the
prdduction, export, import, or prices of the commodity in question, and
(b) those which have the purpose of expanding world production and
consumption of & primary commodity. This Chapter of the Charter.is
concerned only with the former, or "commodity control" type of
agreement, . s

Thg Circumstances Governing the Use of Commodity Control Agreements,
Article 59, are to be strictly limited, Commodity Control Agreements may
only be employed when a burdensome surplus has developed or is expected to
develop; when this surplus would cause serious hardship to producers emong
whom'émall proaucers are of substantial significance; vhen the norme - Y
processAof buying and selling will not correct the situation in time, for
the reeson that - in the case of the primery commodity concerned - e fall

in pfice will not lead to a worthwhile increase in consumption nor to a

decrease in production; or vhen widespread unemplojment hae developed or 1s
expecfed td‘dévelop, for the reason that - in the ‘case of the industry
concerned - not only will a fall in price fail to increase consumption, but
the ereas where the primary commodity is produced do-not offer alternative
employment opportunities. '

One of the obJjectives of commodity control -agreements is to reduce
flucfuations in prices of primary commodities, Each Commodity Council is
left free to adopt whatever measures it thinke necessary to achieve.this
objective; it might be done through regulaetion of production, exports or ¢
priceé. Particular schemes, such as buffer stocks, may be applied in
appropriate circumstances to provide a2 stabilizing element.

Certain Additional Principles Governing Commodity Contrdl Agreements

are set-out in Art&cle.éo.. Cbmmodity Agreements must be planned so as to
assure adequate supplies to fulfil world demand, at reasonable prices.
When practicable, commodity agreements must help to expand world
consumption of the commodity in question. The principle of equal voice
as between importing and exporting countries participating in commodity
agreements 1h establiched. Commodity agreements must provide for the
éétisfying of the requirements for a particuler commodity, both in
individual countries and in the world as a whole, by arranging for the
c&mmodity to be supplied in the most effective and economic manner.
Countries participating.in e commodity agreemerit must adop® national
programmes which are considered adequate towards solving the commodity
problem in question, within the duration of the agreement,

It 1s recognized that each commodity has i*s own problems. No
ettempt is made, therefore, to suggest the particular methods to be

Jused to achieve
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used to achieve the objectives of an agreement. -Directly related commodities
such as cane and deet sugar, or syhthetic-and naturel rubber, may be
considered together, t

Articles 61, 6+ and 63 provide rules for the administering of
Commodity Control Agreements, ‘ '

Article 61, Administration of Commodity Control Agroements, states
that a separate Commodity Council is to be eet up to administer each

comnodity control agreement., These Councils eare to be virtually autonomous

and largely independent of ITO in their structure and procedure, reporting

as required to ITO their expenses being borme by the participating countries,
Under Article 62, Initial Term, Reviev and Renswal of Commodity

Control Agreements, the life of & commodity agreement is limited to five

yeers, subject to renewals for & meximum of five years, Not less than
every three years ITO is to review every commodity agreemént, If ITO
decldes that an agreoment has failed substantially to carry out the general
principles lald down in this Chapter, the countries participating in the
agreement must either revise it or terminate 1it.

Settlement of Disputes, Article 63, arising out of a Commodity Agreement
is to be primarily a matter for the Commodity Council. If this fails, the
dispute will be referred to ITO.

It is important to avoid duplication and overlapping in the consideration

of commodlty problems. The Relations with Intergovernmentel Organizations,
such as FAO, are set down in Article 64. They are entitled to ettend any

study group or commodity conference, to ask that & study of a commodity
should be made, and to give I10 eny study of a commodity they have made with
a view to further study or the convening of a commodity conference.

A special problem arises from the fact that there will be some
international commodity asgreements in effoct et the time ITO is set up.

Article 65, Obligations of Members regarding exlsting end proposed Commodity

Agreemecnts, provides that ITO members participating in existing agreements
must send full information about them to ITO. ITO will study those existing
agrecments and will decide whether any of them are contrary to the
principles of the Charter. If so, members will accept the decision of ITO
as to the continuation of their participation in thesc agrecments. A
simlilar procedure will apply to any negotiations for the commodity agreements
which ITO members are taking part in at the time when they join ITO.

Article 66 deals with the Territorial Application of Chapter VI and
provides that where one or more territories belonging to & group which is
dependent on an ITO member are particularly interested in a commodity, they
may be separatecly represented.

[Article 67
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Article 67 sets out Exceptions to Provisions Relating to

Inter-goverrmental Commodity Arrangements. These exceptions comprise

(2) agreements between two govermnments relating to the purchase and ‘

sale of & commodity which 1s subject to state trading errangements,
(b) egreements between a single exporting and a single importing
" gountry (ontside the scope of gtate trading). ITO may, however,

' roceive and deal with any complaint by a non-participeting member
about an egreement of this type, end '

(¢) eny parts of inter-govermmentel agreements dealing with moras
and health so long as they are not used to get around the obJectives
-of IT0. Commodity Agreementa dealing only -with fair distribution of
commodities in short supply or with conservation of exhaustible rcsources
are exemp:t from the main restrictions imposed in this Chepter of the
Charter. '

JCHAPTER VII

<
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CHAPTER VII .

The Intertational Trade Organization

Chapter VII sets forth the structure ofuthe ITO'and describes how it 1e
to operate in order to carry out the functions and undertakings placed upon
it in the earlier chaptere. The first essential is to determine which
countries are to be ellgible for membership and on what terms.

Article 68, Membership, lays down that the original members of the ITO
are those states which, having attended the World Conference on Trade and
Employment, agree to bring the Charter into force by the date specified.

(Article 98 states that the Charter will come into force 60 days after
20 Governments have accepted it). Any other state whose membership has been
approved by the ITO Conference shall become a member upon aécepting the
obligations of membership. In addition, the following customs territories,
though not responsible for the.formal coddmuct df “their diplomatic- relattons,
are to be eligible to Join ITO "on such terms as may be determined" (a) any
separate customs territories invited to the World Conference on Trade and
Employment (these are Burma, Ceylon and Southern Rhodesia) and (b) eny
separate customs territory not invited to the World Conference, which 1s
"proposed by the competent member having responsibility for the formal
conduct of its diplomatic?relations". The ITO Conference is to determine the

‘conditicns on which membership is to be extended to Trust Territories

administered by ths United Nations and to the Free Territory of Trieste.

Fssential to the work of ITO will be the collecting, publishing and
analyzing of information about international trade, Article 69, Functions
states that ITO is to have these functions, as well as the undertaking of
gstudies of various specialized types, designed to help achieve the obJectlves
of IT0, as set out in Article 1.

The' Structure of ITO (Artlcle 70) is to comsist of a Conference, an
Executive™Board, a Tariff Committee, certain Commissions and such other organs
8s may be neceded, There ie to be a Director General and Staff.

The Conference 'Every_state belohging to ITO will have a repreeentative
in the Conference (Article 71) which is the governing body of TTO. The method
of Voting in the Conference (Article T2) has been left open by the Preparatory
Committee for decision at the World Conferense. Three alternatives are

suggested (a) one vote to one country (b) two systems of so called "welghted”
voting, based on economic- factors, vhich include such criteria as volume of.

foreign trade, national income and’ foreign trade per head of population (c) a

compromise between the system of "one state: ome vote", and “weighted" voting
which would require, on matters provided for in certain Articles of the Charter,

voting on the "one state: one vote" system to be confirmed by a vote on a

welghbed system. ZArticle 73
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Article T73. Sessions procedure and officers states that the Conference
must meet annually and possibly more often if necessary. The Conference is
regponsible for establishing its rules of procedure and for electing)its .
President and officers. The Powers and Puties (Article T4) imposed upon
ITO by the Charter are to be vested in the Conference. In exceptional
circumstances the Conference mey walve an obligation lmposed on a member
by'the Charter. Butthis action will require g two-thirds majority of the votes
cast and the majority must comprise ono half the ITO membership, The Conference
is to approve the ITO budget and to fix the scale of contributions, following
such principles as may be applied by the United Nations. No member is to
contribute more than one third of the total.  The Conference is to: dctermine
the location of ITO and of such branch offices as may be desirable.

The Executive Board on the composition of the Executlve Board (Article 5
The Preparatory Commitiee has submitted three proposals to the World Conference
on Trade and Employment. In brief, Alternative A proposes a fixed number of
seats to be allocated to named States of major economic importance end the
allocation of the remainder on a "regional" basis. Alternative B proposes the
open election of all members, without any allocation of seats to named states.
Alternative C proposes a fixed number of permanent seats and the open election
of the remainder. Voting on the Executive Board (Article 76) is to be by
simple majority. The Executive Board is to adopt its own rules for Sessions,
Procedure and Officers (Article 77). ITO members which are not members of the
Executive Board may be invited to participate in Board discussions without the
right to vote., Thc Powers and Duties (Article 78) of the Executive Board
bmclud§ aupervising the Commissions and making recommendations to the Conferenhy
or to intergovernmental agencies, on any subJject within the scope of the Charter.

The Commigsions The ITO Conference is to establish whatever commissions

&

the ITO may require in order to perform its functions. Thelr Establishment and
Functions are dealt with in Article 79, their composition and procedure in
Article 80. Apart from the commissions which might deal with such matters

as Coimercial Policy, Commodities or Business Practices, there is to be a
permanest, Tardff. Committec (Article 81) to deal with all matters arising out
of Articlé 17, the reduction of Tariffs and elimination of Preferences. The
voting proasedures on the Tariff Committee are left for decision at the World

Conference.

Article 82 and 83 deal with the Director General and the Staff, their
duties, conditions of service and suitability for the work of ITO,

Article 84 provides for Relations with other Organizations. This is a

matter of importance in that various intergovermmental agencies, such ss the

/ Internaticna
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International Bank, thc International Monctary Fund, the Food and Agriculture
Organization, th¢ Intcrnational-Labour Organization, and others, deal with
matters having a direct boaring 6n the work 6f the IT0, ITO itsclf is to bec
related. to the United Nations as one of the specializod.agencics. ITO is to
arrange with other agencics for effective cooporation and to avoid overlapping.
ITO is to make arrangements to conzult and cooperatec with non-government
organizations. In this Article, as throughout thc Chartor, cmphasis is
prlaced on cooperation with all other international bodies with a view to
ostablishing mutually agrecd policles, to »roventing the overlaioing of
functions, and tc obtaining the most o=fficiont and economical usc of funds
and personncl,

Articlc 85 atates the International Responsibilitics of the Dircctor
General , Staff and Members of Commissions. In thc discharge of their dutles

they shall not scck or receive ingtructionc from any government, or from
any authority outside ITO, Article 86 ecstublishes the Intcrnational Legal
Status of the Orgonization; Article 87, the Status of the Organizatlon in
the territory of mcmbors.

Articls 88, Contribubions provides that a mombor in arrcars with its

contributions to ITO can, in ccrtain circumstances, be deprived of its

votc,

/CHAPTFR VIII
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CHAPTER VIII

Settlement of Differences - Interpretation
It 1s inevitable that disputes will arise out of a Charter both
conprehensive and complex, the scope of which way possibly affect the
established trading and commercial practices of every country in the world.
The Charter recognizes three generel Btages in the settlement of disputes.
First, consultation between members; secondly, reference of the dispute to
the ITO; thirdly, reference to the International Court of -Justice.
(It 1s pointed out, in the dreft Charter, that the Preparatory
Committee gave only & limited time to tie study of this esction arnd that
.8 full re-examination by the World Trede. Conference will e dusireble).
‘ Article 89,'éonsul€at16n-h§tw§§n @embsrs dofines the rituetlons vhich g

cen give rise.to complainte resuiting from, for instrsse, failiure of a
member to carry cut its ITO obligutions end lays down & procedure for
consultation between members to help resolve the problem. If the matter
is not wetiled satlofzoteorily within a reasornable time 1t may be referred
to the Executive Boerd or directly to the Confersnce. Article 90,

Referenca to the Organization, deals with procedure by the Conference or

by the Executive Board in maxing recomrendaiiions or providing & ruling.
With the consent of the members ccncerned, the Executive Eoard may refer
the matter to arpitration., If the Conference conciders the complalnt
sufficiently serious, it mey authorirc members to suspend cbligetilons or
concessicne unde: the Charter. The member so affected may then quit ITO
on giving due notice.

Reference o the Tnternational Court of Justice (Article 91) allows

A AP s Bs B R T aBn e e

the Conference or ths Execuvive Zoard to roquest from the ITnterrational
Court advisory opinions on legel questions arising within the scope of
ITO. The Court may, if requezied by ITD, review any decision reached
under Article 90. Any substantially inlerssted member mey require ITO
to request such a review. The decislon of XT0 is to remain in effect
vhile undecr review by the Court. The final opinion of the Court will be
binding on the _ ™.

Among the Miscellaneous Provicions 1n Article 92, is one which
requires ITO members to use 1TO procedures for dealing with compleints
and settlement of difiiculties.

/CHAPTER IX
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CHAPTER IX

General Provisions
The relation to be established between ITO Members and non-member

countries, as affecting their trade and commerce is obviously a vital
element of the ITO Charter. Various gquestions arise in considering this

'problem. To what extent shall members be prevented from secking

preferential advantages with non-members, of a kind which would negative
the intention of the Charter to reduce or abolish such preferences? If

the trade of a member is substantially carried out with non-members, to
what extent must the member be bound by the obligations of the Charter?

To what extent is the ITO to have power to approve or disapprove trading
agreements betiween members and non-members? Is the Charter to impose terms
on the relations between members and non-nembers which would attract
non-members to join ITO? These and other aspects of this problem are dealt
with in three suggested drafts of Article 93, which the Preparatory
Committee is subruititing to the World Conference. To some extent, the
provisions governing iolations between members and non-members will depend
on the number of countries which decide to become ITO members in the eerly
days of the Organization.

Article 94, General Exceptions, absolves an ITO member from being
required, under the Charter, to disclose information which it considers
against its security interests. Members may also do whatever they think
necessary to protect their security interests relating to atomic materials,

arms traffic, and wartime or other international emergencies, and to maintain
peace according to their obligationg under the Uni.ed Nctions Charter.
Amendments, Article 95, to the Charter involving a change in the
obligations of members will require a two-ihirds vote of the Conference.
But any such amendment will become effective only for the members accepting
it. If the ITO feels that non-acceptance of such an amendment creates an
intolerable situation, it can require the non-accepting members to withdraw
from ITO (or it may, by two-thirds majority of the Conference, waive its
insistence on withdrawal). There are similar provisions in the constitutions
of other specialized agencies.
Under Article 96, there is to be a Review of the Charter every ten
years. Vithdrawal and Termination, Article 97, provides that any member
may withdraw from ITO three years after the Charter comes into force, due
notice being given. Three quarters of the members may terminate the Charter

at any time. )
Article 98, Entry into Force and Registration, states that ITO will come
into existence sixty days after twenty govermments represented at the Vorld

Conference have deposited their instruments of acceptance. Article 99
[defines the
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defines the Torritorial ‘Application of the Charter. Article 100 desals

with the Deposit of Texts.
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