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INTRODUCTION

Background Information

1, Free Trade Areas and Customs Unions have in common

that the Member Countries agree to remove amongst themselves
all trade barriers and thus create a common market. The
difference between Free Trade Areas and Customs Unions
consists in the fact that in the case of free trade areas

the Member Countries maintain their individual customs tariffs
while in the.case of Customs Unions they introduce a Common

External Tariff,

2, The idea of having Free Trade Areas was initiated in 1948
by GATT mainly with the intention of facilitating the formation
of bigger economic areas since it was felt that very often the
necessity of agreeing on a Common External Tariff could prevent

the creation of a common market.

3 Economically there is, however, a considerable difference
between a free trade area and a customs union. The difference
lies in the fact that in the case of a free trade area the unequal
tariff levels existing in the various Member Countries inevitably
lead to a difference of the price structure in these countries -
a fact which necessarily affects adversely the useful development
of an open market. A Common Extermal Tariff on the other hand
ensures a fully harmoniocus growth of the various economies, a
growth which can be considerably assisted by an appropriate

Customs Tariff.

4, There is also a considerable difference between a free trade
area and a customs union in so far as trade policy is concerned,
While neither a free trade areca nor a Customs Union Agreement

necessarily obliges the countries to have a common trade policy
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it may nevertheless be right to state that it is very difficult to
imagine a free tréde area which has a common trade policy, while

on the contrary a common markst encourages and facilitates a common
.trade policy. This 1s a vefy important fact in the case of the

ECCM Countries.

5 Thé agreement which Antigua, Dominica, Grenada, Montserrat,
St.Lucia, StoVincent,’St;Kitts~NeVis-Anguilla reached and by
which the ECCM area has been created proves both points. In the
first instance it is quite obvious that the ECCM Agreemenf could
only be concluded with effect from 1 July 1968 due to the fact
that the countries were not reduired to enforce a Common External
Tariff simu]téneously with the signature eof the ECCM Agreehent.
The ECCM Member Countries recognised, however, already at that
time that the full benefit 6f a common market could oﬁly be reaped
if the free trade area couid be developed into a Customs‘Unibna
This convietion finds expression in a Protocol, agreed by the
Member Countries simultaneously with the signature of the ZCCM
Agreement, which sets as a target for the ECCM countries '"to
achieve at an earliest possible date a common level of Customs
duties E?o aé] to ensure the harmonious development of their

economies",

6. In conformity with this guiding principle the Member Countries
worked since the creation of the ECCM continuously towards a Common
External Tariff, This deQelbpment concluded its first phase at

the ECCM Council of Miniéters Meeting in December 1969 which approved
in principlé the dfaft of a Common External Tariff prepared by the

Member Countries in cooperation with the ECLA Secretariat.

7+ For the sake of completeness reference must also be made to the
fact that’ the ECCM is imbedded into the wider CARIFTA AreaAwhich
like +the ECCM is at present a Free Trade BArea but the development

of which into a Customs Union is equally envisaged. One strong
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moving facior fer the ECCM +to which reference has to be made in

this connection is the aim to give the 7 ECCM Countries a united and
thus stronger pesition in CARIFTA. CARIFTA would then for all
practical purposes consist of 5 instead of 12 components namely
Barbados, Guyana, Jamaica, Trinidad & Tgbago ard the ECCM.

In fact many an ECCM Country expressed the view that the streungthen-
ing of the ECCM should precede any consideration concerning a Common
CARIFTA Tariff. An important remark may be added in this connection,
addressed more to the CARIFTA than te the ECCM namely that the ECCM
Tariff has been drafted in such a way as to be a constructive tool
fit to shape the future industrial development of the Member
Countries, The ECCM Tariff - and the remarke in this Report - would
therefcre provide a mseful guidance for the preparation of the
CARIFTA Tariff also; in particular if CARIFTA were to adopt, as it
should, the attitude (which guided successfully the Swiss Confeder-
ation in harmonising the divergent view of the heterogenous parts

of its counfry) that it is wise for the stronger partner in a
coalition to accept as far as possible solutions preferred by the

weaker,

Preparation and Structure of the Report

8. The ECCM Ministerial Couancil in its Meeting of December 1969
agreed that the Common External Tariff of the ECCM based on the
BTN (héreafter called for short YECCM Tariff') should be imple-
mented not later than 1 January 1971,1/ Considering, however,

the desire of the Member Ceuntries of the ECCM to be sure about

the fiscal effect of the new tariff the Council of Ministers also

decided that ECLA should assist the individual Governments in

evaluating, the fiscal implications of its introduction, g/

1/ See paragraph 37 of the Record ¢f Proceedings.,

g/ See paragraphs 30-31 of the Record of Proceedings.
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9. 1In compliance with this decision the writer of this Report visited A
during the flrst half oi 1970 the 7 ECCM countries on behalf of the ECLA,
accompanied by a member of the ECCM Secre ariat, The Country Notes 2
which reflect these dlscuss10ns and which are the basis of the General |

Part of this Report are ‘made available in Volume II.

10. The discussions with these countries were carried out with a two=
fold purpose in mind. In the first place, the greatest attention was
pdld to the 31tuat10n ex1st1ng in the individual countries and to the
pessible dltflcultlps which the ECCM Tariff may cause to them, so as
to find eaully and safely appllcable solutions. In the second place,
an aftempt was made to suggest 1n coopexatlon with the countries,
such solutions which, 1L could be as sumed, wouald be genevally accept-
able., l/ It should be stressed that it was felt that it was of the
greateqt :mPOItance to lay +he foundaticn for the multi- latnral agree- ®
ment neC“SSdIV amongst the ECCM Member Countries to enforce a Cemmon

External Tarlff dnd thus tlansform the ECCM inte an effective Customs

Union.,

11. A special remark is necessary, however, concerning Antigua. While
the Reports of all other countries reflect a detailed discussion of the
various points in queétion, Antigua - due to her special problems = was
uplto new not in a posifion to prepare the information necessary for a
detailed discussion. Thls9 however, did not hinder the finalisation

of thls Report since Antigua - reserv1ng of course her final position -
has agreed in a sense of regional cooperation that the details concerning
Antigua could be incorporated on the basis of available information if
she would net be in a pesition to make the necezsary. detailed data
available in ﬂtime.‘2 Since use had t6 be made of this possibility
attention has to. be drawn to the fact that all remarks referring to
Antigua, or the ECCMVcountries as a whole, .have to bhe understood in the ®

1light of this situation.,

l/ The attempt to find generally acceptable solutions reflects itself
in the Country Notes in that they are as far as possible set up in
a comparable form. This creation of a common language should be of
‘most useful assistance to the countries in their preparation for the
Council discussions and decisions.,

g/ See Country Note "Antigua™, page 59 of Volume II of this Report.



.

12, This, however, should in wne way diminish the value of the
Report, since nothing in th:s Repor’! prejudges Antigua's general
position. Even in the casze of quesiions related to special
wishes (such as the reservation of duty rates in the case of
Protocol Items) the position of Antigua basically does not differ
from that of other countries ail ¢f which, of course have main-
tained their right te modify their wisheg during the Council
Meeting, since this is the first time the relevant data will be

available in a comparable form, l/

13. In so far as the form of this Repsrt is cencerned it may
be remarked that i1t is divided in Chapters acecording to the main
subjects, The first Chapter, "Duiy Quostions', deals with the

fiscal effect of the introduction of the ECCM Tariff. This

evaluation of the increases and decreases of thke duty returns

which the introduction of ihe ECCM Tariff may cause is of course

one of the most important considerations of the Report in the

sense of the terms of reference, More detailed considerations, would
however, %e mnecessary if this fiscal effect were to be assessed
precisely, A further impertant questicnr in this cernection cencerns

the so-~called Reserved Items. These cover goods for which the ECCM

Member Countries could not agree on a common rate, bat which, at the
same time, include the most impertant fiszal items, To facilitate
the decision of the Council on this point, the relevant wishes of

the countries are made available in a consolidated form in Annex 1.

14, The nexi important question dealt with in the First Chapter

concerns the so-called Exempiion List, that means the List of cases

in which under certain conditions lswsr duties can be applied than

l/ This applies in particular to the duties on Reserved Items,
see Annex 1, page 45 of Volume ¥ of this Report.



those provided in the Tariff. The draft of 2 complete List is
attached 1n Annex 2 to serve as a basis of discussion. In this
connection the fiscal questlon, however, was less a problem of
quantity (since little change in customs returns can be expected
from a change of th:s Llst) as a questibn of quality. It is‘
necessary that the Exemptlon List not only creates an optlmal
fiscal 51tuat10n for the developing industries 1 but also ensures
that this List, which in the field of duties contains most, if
not all, important export incentive pr0v1s1ons, is applied har-
monlously by all Member Cnuntrles¢ In nonnecf1on with the dis—
cussion of this Lnst the countries did alse show a great concern
to draw a clear line between the ECCM Tariff (a quasi~federal
instrument which cannot easily be changed) and the individual
competence of the ECCM Members to suspend fully and partially the

duty rates contained in this Tariff under well-defined circumstances.

15, The Flrst Chapter deallng with duty. ques+1ons, winds up w1th

a list of "Sundry Customs Wishes" which contains isolated suggestlons

made by one or the other ECCM Members with a view to their consider-

aticn by the Council.

16, Once it was established in the case of which countries and which
items the ECCM Tariff would yield lower returns, the next and equally
important task was to find, where necessary, the most efficient
soclutions to dompensate for any possible less. This is dealt with

in the Second ChaEter "Tax Questions". The first point which has been

brought out in this Chapter is that the levy of import taxes is not

compatible with the introduction of a Common External Tariff. The

i/ The fact that the Exemption List also deals with other questions,
such as Government imports, should not be overlooked but is of
secondary importance in the context of this Report,

N
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main part of the Chapiter however, deals with the questions related
to the internal taxes which the various couniries levy under the

name of Consumption Taxes and which they wish to use as a tool to

compensate for losses resulting from the introduction of the ECCM
Tariff. A short reference is also made in this Chapter to the so-

called Excise Duties which some coumtries levy but which eventually

would best be replaced by a consumption tax,

17. In thé discussions the couniries alsec raised a number of
gquestions, which, although not related to the fiscal problems are
of great importanée for an easy and successful introduction of
the ECCM Tariff. It may be that these questions should have been
treated in a special repert but in the interest of giving a
complete picture it was felt that all questions related to the
intreduction of the ECCM Tariff should be contained in onre paper.

For this reason they are included in this Report and discussed,
however, in a special Chapter: 'legal and Trade Policy Questions'.

18, It might be remarked that the questions discussed in this
Chapter were of the greatest concern to the writer of the Report
not only with a view tc assist the countries in their efforts

to intensify their integration but also in view of the desire to
make the countries trade-policy conscious within the task en-
trusted to him by the UN, Itmis hoped that it is in this light
that the Council will consider and accept this part of the Report

also.

19, In particular, in so far as Trade Policy guestions are

concerned it must be stressed that this question is discussed

in the light of pointing at trade policy events which most
probably will occur in the future but which can only be success-
fully met by the ECCM Countries if the necessary preparations
are already made well in advance. It is the particular aim of

this part of the Report to be a useful preparation for the action
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which will become necessary in counection with the introduction

of the ECCM Tariff.

oy

20. The Report after discussing the Variousbquestions under
éonsideréfion leads each subject to the point where a decision

of the Cbunéil becomes necessary. ‘It would have therefore béeh
poséiblé - and systematically correct - also to bring the fiseai
considerationé which;are dﬁé to their impoitance discussed rather
early iﬁ thé Report to their final conclusion namely the accept~b
ance of the ECCM Tarift. Thié cbuld have been done, howéﬁef,
only subjecﬁ to a ceftain reservation'regarding.points discussed
in the létter paft of the Reﬁorf. It was felt, however, that it
would. be. more useful for the work of the Council +to dnguss the

" various quesﬁidns-of deféil first and to bﬁild the.Report up to

its éégﬁluding Chapter: "Enforcement of the ECCM Tariff", ®
21. In connection with the procedural remarks reference must be v
made 0 the actions suggested t6 the Coundéil.  If in drafting = -
this Geﬁeral Part of the Report the utmost care was given to re~
flect faithfully the views expressed by the ECCM Members, this
applies, to a stillAhigher degree to the summing up of their
wishes in the appropriate Chaptefs of the Report.

22, 1In so far as the points on which a ruling of the Counecil
will be necessary it would be observed frem the Country Notes that

the Governments expect the Council's deécision on the following:

(i) formulation of a common view on substantial
| questions where apparent unanimity exists (as
on the point that the ECCM Tariff could be
introduced on 1 Janﬁary 1971): B

(ii) finding a compromise solutien in instances where
the wishes expressed by the Governments were not
so clearly expressed or did even differ (as in the

case of the suggestion to restrict the imposition



-1l

of the consumption tax e¢n regional imports); and

finally

(iii) administrative questions which require common
actions (as the suggestion concerning the activity
of the ECCM Secretariat in administering trade
policy questions or the suggestions concerning

the printing of the Tariff).

To facilitate the use of this Report the points requiring

Council decision are marked by a sideline (1ike this

sentence) and furthermore a list of_jbese points is
1
attached in Annex 3 to this Volume.

23, These introductory remarks can not be concluded without
the expression of thanks to the Governments of the ECCM
Countries and their officials for their great assistance,
which made this Report possible. Thanks are also due to the
ECCM Secretariat which co-—-operated in the preparation of the
ECCM Tariff and of the Country Notes, which accompany this
Report.

1/ See page 65.
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DUTY QUESTIONS

Fiscal Effect of the ECCM Tariff

24, It may be appropriate tve mention at the outset +hat the

ECCM Tariff has been drafted with a view %o bringing the countries
the necessary budgetary income, a task which was successfully
achieved as the calculations given ovn the following paragraph
would show., At the same time it has to be stressed, however,

that the irevitable requirement to enzure adequate re‘urns was

not - az in many past instanrces = given uncontrolled priority.

On the contrary. it was carefully weighied against +the equally
imporiant necessity to develop the lo:al industries and to ensure
that the development takes place under socially favourable

conditions,

£5. It has to be considered that the main task of the ECCM Tariff
igs to give the utmest inceniive to developing industries. This

iz reflected in its struciure which provides (with a few necessary
exceptions) the poessibility to import basic produzis and machinery

not available in this region duty-free. The ureducticn incentive

o
g
[
[udad
th
O]

is made further effective by the introduction of proiietive
on goods which already are - or may be = produced in tbis region.

It is obvious that this type of incentive haz great advantasec,

et

First it is eagily and automatically accessible to everybody and
gcecondly it ensures = due to th: fact that the ECCM Tariff is a
regional instrument - the same trzatment ir eacn of the ECCM Mecwmbver
Countries., O0f course, in comnsction with the fiszal problem it ‘g
recessary to state - and the calcuiation carried ont ig the regi-n
confirms this - that due to the zar.ful szeleciior of protective
rates the introduction of this incentive aspsct will not lead *«
reduced fiscal reiturns in parvicuviar if it i¢ considered that th-=
goods in question were in mes% imstanzes alze ir the past being

imperted duty-free.

1/P This is also true in the case of Dominica where the weducticn
of Customs returns is due wo a lower “ariff as a wholz ard
not the result of the introduction of the incentive effecv,
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26, 1t is also important to note thai the ECCM Tariff is also:a:8ocial R
1nstrument Ln that it provxdes low rates for typical social items
(mainly baSLc food and medlcaments) Also this will not ereate

an add1t1ona1 flscal burden on the publlc for the reasoh that
although occas1ona11y lower s001a1 rates are provided in the ECCM
‘Tarlff than in the present tarlffs this is amply compensated by
higher rates on luxury productse ThlS remark particularly applies
alse to food 1tems, which are no longer considered as a unit all

of which deserve lower rates, but the vates of which like for all
other goods, have been flxed dependlng on the fact whether they
serve social or 1uxury purposes or whether they require protection.
In the light of this it may safely be assumed that the official Cost
of Living Index (which is calculated on bssic social produc{s) will

not increase.,

27. The central consideration, namely, how the introduction of the
ECCM Taaiff would affect the budgetary s1tuat10n of the ECCM
COunElleb, was based in the case of each country on a comparison

of the duty returns collected at present (calculated on the basis

of the latest statistical figﬁres made available by the Governments,
mostly for 1967) and the duty returns which would have been collected
.1f the ECCM Tariff had been in force in the relevant period, l/ It
may be remarked in thls connectlon that the relevant calculations
‘and cons1derat10ns were based on the ECCM Tariff as approved in

principle by the 4th ECCM Meeting in December 1969.

28. 'It is to be noted in this connection that some countries levy
undef the present system additional import charges which are calcu=
lated as a percentage of certain customs duties, These are occasioh_
ally called "dut& surtaxes" or "license fees"™ as in the case of Domin-

ica, All countries in this situation recognised that such a taxation,

l/' For relevant tables relating to the situation of the individual
countries, see Country Notes in Volume IXI of this Report.
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whatever the name amounis te an addiiional import duty and is
therefore not in conformiity with the idea of a truly Common
External Tariff, Consequently, all considerations and calcu-
lations have been made on the assumpticon that these taxes will
be discontinved. The income resulting from these taxes has,
therefore, been added to the present duty returns in the com-
parison with the returmns to be expecied frem the ECCM Tariff,

so as to give a true picture of the returns required in future,
29, The comparative calculations carried sut by the various
countries show that regarcless of the development incentive

and the social benefits *uilt into the ECCM Tariff the countries
may rest assured that the duties which they will collect on the
basis of the ECCM Tariff wiil wnot for the reason of the modern-
icsation of thé Tariff be less than those collected under the
present.systpm@ There is of course a difference in the total
returns - and consegueniliy in the effect of a change to the ECCM
Tariff - due to the fact that the present Tarifif level of the
various countries is different. For most countries, however,
the ECCM Tariff will bring higher returnc., In particular the

five countries listed below can expect higher returns.

duty returns increase due Increase in |{Ref.in
to ECCM percent of Vol II
Tariff duty returns | page
(Rounded up figures
in WI$1i,000)

Antigua- 4 300 n.a. considerable 50
(para 2)
Grenada 2,020 160 8% 23/24
Montserrat 970 5 0.5% 52
St.Kitts 1,600 160 10% 41 /42
St.Lucia 5,000 500 10% 3/h

1/ A1l figures (based on 1967 in the case of Grenada 1966)
in this table have been made available by the Governments
in question, or have been taken from Government Statistics
as in the case of the customs returns of Antigua and
Montserrat, All figures ere rounded up.
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30, In the case of St.Vincent it is not pessible to assure that
the income from the ECCM Tariff could not be less than the income
under the preseﬁt tariff system. In fact the calculations show
that\the possibility of a certain loss cannot be excluded. This
loss, howe#ef,‘will be minimal and it is not expected that it will

exceed 2,5% l/as compared with the present income from customs duty.

31. The only country which had a considerable lower Tariff and

in tﬁe caselbf which the calculations show that the introduction

of the ECCM Tariff will lead to a certain loss in returns is
Dominica., The calculations bring out that the returns under the ECCM
rates will be appfoximatély 15% lower than at present, a percentage
which will-even increase to 20% if the necessary discontinuation

of the license fee leviedlat present is inéludedg 2 The loss in duty
returns méy, howevér, be considerably lower due to the better dis-

tribution of protective and fiscal duties.

32. It is noteWofthy that all the ECCM Member Countries supported

the final enforcemenf of the ECCM Tariff, This is easily understand-
able‘in thé case of the five countries which expect higher returns,

once their mind has been set at rest concerning the fiscal implications,
But also St.Vincent which might have to face a slight loss erplicitly
stated td be prgpared>to accept the ECCM Tariff and added that it may
even be in a position to introduce the ECCM Tariff without any con-
sideréble chahge in consumption tax rdtes. It is particularly note-
worthy that even Dominica, the counfry for which the introduction of

the new Tariff will mean the greatesit change, declared to be in favour

l/ The cdlculateéd loss is WI$58,000 (see page 32 of Vglume II) the
total revenue from customs (including import surtax) amounts
to about WI$2,300,000,

Q

These are the percentage figures calculated on the basis of the
loss (about WI$430,000 without and WI$550,000 including license
fees, see page 17 of Volume II) compared with the total returns
in 1967 (about Wi$2,810,000).

b
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of 1ts finai initrsauesiion vn the understanding that it can levy the
o Y

amount of income rost by insrszsed cousumpiicer tax rates,

Reserved Items

3%, FBEaech of the Masmber Lfountrsics, in fissucsing the preparation
9

of +the Common Eixteznsl

regarding the duty to be appiiecd fo: <erbain items, indicating

2/

their difficulty to avcept iun thie variticulee cese a commeon rate,
3%, Some of these items arve Ffov th= ¢.,ustry in question of the
highest fiscal importance and wre Dossiniiiiy to apply higher
rates on these goods wes recec~ovy 3o wzke the intreduction of the
BCCM fir.apcially possible. Ir such instances the reservation
simply aimed to ensure thet wne fiscal vreturus will not be less after
the introduction of the ECCM Tari¥f ‘.an belocre. It should not be
sverlooked, hcewewsr, thst osn thz contrary, cevtainr reservations

were made te obtain speciaily iow vates clluer for social or
economical reassns, But alsc this poinl 13 fiscallyv relevant since
its effect is a reducticin ol tul inzeme from dutiess whach has to be

compensated.

35. Most of these reservatiosns are incorwniraitzsd in s0e of three

Protocols. There are neowever 2 few reservativus made outside tlhese

Protocels, namel the wish expressed ¢ty Antigus to maintain special
9 & . B

rates on sugar, and the resezrva+iocn made by Morniserrat at its

Consideration concerning sonsumption tzx, sce paragraph 64,

NN

2d in that the
1 dea2s not show

l')

Externally this factv firnds iise
draft ECCH Teriff presented to
duty rates for those {"open") itums,

PR

Lore
2 owCla

()

n- e

f e
L u

C



. L

accession (and therefore after agreemznt on Prsiccols had been F

. 1
reached) concerning motor cars and moicy ©ar spare paris. _/

e

36. 1t was the main concern of the discussions carried out by

the ECCM represeﬁtative to interpret these reservations in a

way which‘not only gives clarity but alse legal stability. In

the first instance it was suggested, and whoiecheartedly approved

by the ECCM Countries, that the best approach to¢ achieve this

would be tc establish. first the rates which the individual countries
.wish to maintain in departing from the general line. The Country
Notes, each of which deals with this question in a special Chapter,

shows the cooperation of the countries in this effort.

37. Attenticn may be drawn to the fact that once a country had

e

made a resefvation to an item also other countries naturally felt

entitled to requnest special rates.

AT

38. The question involved was how these reservations cculd best
be enforced. There was agreement among the countries thnat the
easiest and legally best way would be to incorperate these rates

into the ECCM Tariff.

39. A very important consideration in favour of the inrcerporation
of the reserved rates into the BECCM Tariff is that these items
become, as well as any other duty, part of the ECCM Tariff which
is a regional instrument, 2 All additions and changes therefore
are subjected to the same procedure as the change of any generally

accepted rate. O0f very practical value would also be that the

1/ For this reason reference is made to these items as "Reserved
Items”™ to which, less precisely, reference is made occasionally
as Protocol. Items although not .all.of them are listed in
Protocols.

'

g/ Relevant legal considerations, See Annex 1, page 45 of Volume
I of this Report.
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public and tae custome officiais wiil hav- wll duiy rates available

in one single document,

40, In the cese o tne iarcu.rcraticn o7 the Aeserved Rates into

the ECCM Tariff, the Tariff veu.< :pn itn:c first instaance show the

rate applicable %o ail ceunitry:zd wiich 1. not 2XDress a reser-—

vation, and special rates lsr 21l ¢hose covrtries which made a

reservation. It shouid be rem-ikzg that such & asiution does not

infringe the wvaluz of the FProuvccesle ¢f Zeservation but is only

a way of putting them into cifect, 1/

41, The grezatest care was giren tov svee fi1z:ing of the special rates

for reserved 3item: since these rautes will Lic-we an important and

inseparable part of the ECIM Tarifi, e relevant wishes have been

compiled simultaneously with the ‘rusurction of this EReport and are

reproduced in a Commor Table which 14 atfteached {2 this Report under
o

the name of "List of Reservea .tems”, -/ Taz contral importance of

these rates which affectis the most sencitive part of the regional

trade is as obvious as the fac' trat & croiomz union can only

function satisfacterily if a:'l poiris haove found a gernerally

acceptable solution,

42, It might be necessary tc wention that sin-e +the eccuntries

are for the first time prescntec with a consciidated list of

the reserved duties they will carwainly

this list carefulily and pesgsisly

the light of the general si

therefore be advantageous if t giiinia

1<
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officials meeting which prececes
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country has a law whieh
relevant to another ccun
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See Annex 1, page 45 o
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ls o “be various countries
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43. Once the officials have studied the duties to be applied on
reserved items, the Council will be in a position to discuss and
possibly approve the duty rates suggested for these items with a "

1
view to their incorporation into the ECCM Tariff.

L4, Attention is drawn in this connection to the fact that no
uniform period is provided in the relevant Legal Instruments for
the validity of these special rates but that periods are en?isaged
varying from three to five years.‘ It may be recommended, from. all
points of view, 1ega1iand administrative, that a uniform period
(e.g. of five years) should Ee provided, leaving it to the countries
to present their case to the Council after the expiration of this
period if they wish to obtain an extension of the reservation. Due
to the possibility, even probability, that one or the other of these
exceptions will be extended in future it is felt that no limitation "
in time should appear in the ECCM Tariff agains% the reserved items.1
: yi
L5, Atfentibn'should also be drawn in this connection to another
point. The fear was expressed that the fact that in the case of
Reserved Items some countries will apply lower rates than others
may léad to disturbing trans—shipments, It was known, of course,
that the individual countries are protected legally against such
trans—shipments by the requirement that only goods produced in the
area benefit from the duty-free importation reserved for regional goods.
Some countries felt, however, that special administrative measures may

be necessary in this connection to enforce this provision.

46, In connection with the discussion of the Special Reserved Rates
also the question of the right of the individual countries to suspend
ECCM. duties has been considered. This was necessary due to the fact

that in some instances the countries explicitly wanted to reserve in M

l/ The List of Reserved Items (Annex I, page 45) is drafted
accordingly.,
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this connection this right, l/Without entering at this point
into a general consgideration g/it seems right to say that on
the whole the feeling of the ECCM countries was in favour of
the right of the individual countries to reduce or suspend

duties in the case of Reserved Items.

47. In summing up the considerations relevant to the Reserved
Items it may be concluded that the countries intended to invite

the Council: [
i

(i) to_agree the listed special duties é/which

various countries may apply temporarily under a reservation

made by them as well as the relevant general rates;

(ii) to decide that these rates should be inserted in

the ECCM Tariff;

(iii) to limit this right to a period of three (five)
years with a possibility of reopening discussions
on this point for an extension in case the Council

would approve it in one or the other instance;

(iv) to recognise (without prejudging the general

question of the right of Countries to suspend
or reduce ECCM rates) the right that all rates
fixed for Reserved Items may be reduced or sus-—

pended by the individual territories.

l/ This situation may best be explained by an example: St.Lucia

for instance not only reserved the right to apply a higher
than the general duty on pharmaceutical products but also the
right to suspend this higher duty fully or partially whenever
it should become necessary. In other instances countries
were prepared to accept a general rate but also only under
the same condition to have the right to reduce or suspend
them.

g/ The general question related to the right of the countries
to suspend or reduce ECCM duties is discussed in paragraph 52 ..
page .22 of this Report..

As listed in Annex 1 (see page 45 of this Volume) with all
the changes decided by the Council during this Meeting.

A



Lf(@) Tyres and tubes -

1/

(i) imported for the use of agricultural enterprises;

(ii) used tyres for recapping.

It is to be noted that these suggestions are Bupported by practically
all ECCM Couniries. Only in the case of tyres and tubes St.Kitts
reserved the right to withhold the advantage, 2 and in the case of
tyres for recapping“the usefulness of sucha provision was quaried

(see paragraph 56).

54, During the discussions it came out that some countries would
be agreeable not only to add these three additional items to the
Exemption List but to take this opportunity to provide a revised

Exemptlon List which should comprisé all conditional duty exemp- -

tlons and reductlons. For fac111tat1ng the de01s1on of the Coun011
the draft of such a rev1sed "Llst of Additional duty Exemptlons and
‘Reductions"is added to this Report.z/

55. In the light of this the Council may wish

(i) to find whether the items listed in paragraph 5% should
be added to the Exemption Listj; and

(ii) +to decide whether a revised List of Conditional Duty

Exemptions and Reductions should be prepared.

l/ In case the revised Exemption List is accepted and in case the
Council wishes to mention the possibility to import such tyres
and .tubes duty-free, the relevant provision-should-be-moved - -
from the Tariff to . the Exemption List.,

g/ This reservation will.have to be -inserted in -the Exemption List.
accordingly.

é/ See Annex 2, page 51 of this Volume I,
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Sundry Duty Wishes

56, In the course of tie Jiscussions scie countries zace

4

suggestions to alter certain adopted wuty rates, Tl

the list o7 wishes:

®

is

KGCH Surgested Wish ex-
TN, Product duty caty pressed See Vol.Il
by page
02.01A DMent,of bovine
animals 5/0 O/O Dominica 16
02.02 Chicken necks,
backs and wings 5/0 O/O Montserrat 10
St. Lucia 56
22.09 Rum 70/60  $10.40/
745 Dominica 20
per gal.
40.11 Tyres & Tubes - remove
possibility
to import
old tyres
for re-
capping St.Kitts 50
44,13 Wood, planed 20/15 25/15 Dominica 21

57. It is assumed that the Council

:
X
§ accordingly,

will examine these suggéstions with a view to reaching

a decision whether the ECCM Tariff should be amended



n
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TAX QUESTIONS

Import Taxes 1/

58, In considering the fiscal effect of the ECCM Tariff the
possibility to replace reduced customs returns by taxation
measures has been studied with great care. O0f all the

possible solutions the introduction of an import tax would

have been the easiest and would have brought the clearest
results, It has been recognised in this connection by all
countries, however, that to replace a duty reduction by an
identical amount of import taxation would simply defy the

purpose of a common tariff and therefore not be compatible

with the aim of creating a common market. It was found to be

the general view that import taxes should not be used as

a financial tool and it was even decided - as already mentioned 2/
to discontinue such existing taxes simultaneously with the intro-
ducfion of the ECCM Tariff under whatever name they have been

applied by one or the other country,

Consumption Taxes

59. In considering the possibilities to take equalising fiscal
action all countries agreed that the best way to achieve this

in conformity with the individual needs would be the introduction
of a local tax on products. Such a tax has the advantage that

it ean be levied on imported products which are taxable similar

to the local product. The theory behind this internationally
recognised approach is the idea that if local and foreign products
are subjected to the same taxation such a tax is purely fiscal

and its effect is limited to the country of importation without

causing deflection im trade.

l/ See paragraph 28.

. ]
2/ "Duty surcharges" or "license fees" are the common
.designations,
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60.. Although this principle was internationally accepied by GATT

at a time when GATT dealt only with countries which produce more

or less all goods, it has been agreed tacitly that this provigion
also applles41n the case of developing countries which often produce
only a very limited range - of goods. The reason for this liberal
approach is that it permlts these countries to separate their fiscal
.1eglslat10n from thelr protectlve and economic tariff provisions

and thus assist them in their economiec progress.

.613‘ Thc discussions w1th various countries dld show that all of
them have already recourse to (or are in the process to 1ntroduce)
a tax thch is 1ev1ed in the case of the ex1stence of a local
production at. the p01nt of production, and in the case of 1mported
goods toaether with the import duties. This type of tax is un-
doubtedly the best suited. to achleve this purpose since it is not
only flscally efflclent but also easy and clear in its appllcatlon.
The rates vary w1dely in nhe different countries accordlng to the
different flnan01a1 needs. Some countrles apply a general rate to
all 1mports with a few special rates while other countries only levy
the téx at diffefeht rates on selected products. This is the

situation:

a limited number of products more or less all products
Grenada ‘ Antigua
Montserrat ' Dominica
St.Lucia St.Kitts

" St.Vincent B

62. Th1s type of tax is called in the legislation of the various
.ECCM countries 'consumptlon tax'.or s1m11ar other title, Without
suggestlng a change of the name of thls tax it i§, however, to De
remarked that for this type of tax another name (e.g. production tax —/)
would have been better so as to distinguish it from other types of
cunsumer taxes (e g sales taxes, turnover taxes etc.) one or the

other of which.the countries might wish to introduce at a later stage. .

1/ On the imported product a compensatory tax would be levied.

»

K/l

LY
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It may be stressed however, that for aveiding any misunderstanding,
this Report uses the termology which has now become common in this

region and refers to this type of taxes also as "consumption tax".

63o In so far as the history of the consumption tax in this
region is concerned it became evident that all countries except
Antipgua introduced such a tax in connection with the opening of
the regional market to compensate for the consequent loss of duty
returns., Also Antigua which already had recourse to the con-
sumption tax eariief, increased at the opening of the regional

market its general rate from 5% to 6730l

64. The calculation of the fiscal effect of the ECCM tariff has
brought out that no country except Dominica will be obliged to
introduce a consumption tax on a wider scale since they expect
either an increase df duty returns or at least feel sure that

they will not have to face a fiscal loss. 2/ Dominica, however,
which expects a considerable reduction of her customs returns

will be obliged to have recourse to a general increase of the
consumption tax rates. The tax which Dominica will have to levy
to cover ﬁhis loss will have to be considerable since the customs
retﬁrns may decrease as much as 20% 2/9 which corresponds to about
10% of the total import value against 17% at present. It is estim-
ated that to cover this decrease in income a duty of 10% on most
goods would be appropriate, with higher and lower rates on special
items. The scheme of such a tax has been tentatively worked out
with the Government of Dominica (but without obligation on its

side) so as to show the probable result.

See paragraph 5 on page 60 of Volume II,
See Country Notes Volume II,

See paragraph 31 of this Volume.

S

See page 16 Volume 11,
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65+ If most countries declared not to need a general increase of

the consumption tax to equalise their fiscal situation, all of

them stressed however, the necessify of having recourse to the

increase of 1nd1v1dua1 consumptlon tax rates in the case of items of par-
ticular fiscal importance. In fact the possibility to agree to a

general rate in the Tariff, or to accept a satisfactory solution

in the case of Reserved Items, very often depended on the possibility

of the countries to impose such higher rates.

66, 1t may be remarked that all countries appreciated the con-
sumption tax as an efficient tool to separate the fiscal require-
ements from the economic and protectlve needs. In particular in

the case of soma Protocol Items some countries made use of the
consumption tax to combine the fiscal interest with an administrative
simplificafion in that simple and uniform protective rates in the
tariff were combined in the case of certain products (e g. petroleum
products) with differentiated tax rates. : »' o
67. It can also be remarked that such a separation of the fiscal
aspect has the advantage that all changes of the relevant tax pro-
vision can be made individually by each government and are thus
legally disconnected from duties which are governed by the regional

ECCM Tariff.

68. In discussing the application of the consumption tax rates
attention was drawn to the fact that the imposition of such a tax
should not destroy the social spirit in which the new ECCM Tariff

has been drafted. In this connection it was generally acknowledged
that as far as possible all social items (even if they should be
subjected to a iow duty) should be free from consumption tax measures.
This would apply mainly to basic food products, medicaments or goods

of interest to the local welfare.

b
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69, Attention was drawn in *his connection also to the fact that
the consumption tax levied on raw materials and capital goods could
easily destroy the development incentive built inte the ECCM Tariff,
The faet that the tax may be occasionally very low is no wvalid
counter-argument since it is obvious that the tax even of 2% or 1%
(eogo on a knitting machine for stockings the price of which easily

may exceed WI$250,000) may be prohibitive.

70. The point was made by the ECLA representative that in the
interest of safeguarding the incentive effect of the ECCM Tariff
the Governments should consider whether it would not be possible
that all goods which are duty-free in the Tariff or can be imported
duty-free as a result of special provisions (eaga under the pro-
vision of the Exemption List) should also be tax free, Such a
golution would net only assist to foster the development of in-
dustries but have the further advantage toe ensure an easy and

cimple administration,

71. It was however also stressed that a tax which is levied on
goods not produced locally could be understood to be a type of
import duty levied in the guise o¢f a lecal tax. One Government
in particular had pointed out this fact and had stressed the
danger inherent in such a situation, 2 The Government also
suggested that, in any case, the possibility to levy consumpticn
tax rates should be limited te the utmost. I+ was felt that

a possible limitation, in default of more far-reaching measures,
would be to "freeze" taxes on regional goods which are not
produced locally in the importing country, which means that the
countries should net have the right to inireduce or increase
such taxes after a certain date, preferably the day of the

enforcement of the ECCM Tariff.

i/ In avoiding mainly a "negative list",

g/ See paragraph 8, page 25 of Volume II,
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723. ‘The most radlcal solutlon to aveid the anti-regional effect, of
course, would be to free 1mp0rted non-luxury products from the con-
sumption tax which are not locally produced.i/ The possibility of
such a far-reaching measure depends, however, on the budgetary
possibilities of the individual countries.  Without being in a

position to obtain pre01se figures it shall nevertheless be attempted
' to estimate the percentdge of the reglonal txade. The estimated share
of the total imports from the CARIFTA Area was in 1967 about 15%, and
in the case of the ECCMNless thannl% of the value of total imports.
The same figures are estimatedjto have increased since that time to

about 20% for CARIFTA, and 1.5% for the ECCM imports in 1970. 2/

7%. These figures ehould not be understood, however, to mean that a
removal of the consumptlon tax on regional imports would reduce the
income from these taxes by about 21.5%, as the trade figures of 1967
indicate. On the contrary, the loss might be much smaller due to the
fact that 1mp0rtant consumption tax returns come from special fiscal
or 1uxury items (such as spirits, petroleum products etc) on which,
of course, taxation of regional imports would have to be maintained.
Thus the reductien of the returns of the consumption tex on imports
from CARIFTA for many countries may be even less than 10%, and on

imports from ECCM practically negligible.

74. The fact that most countries expressed the view that any such
measure would be premature does not stand in the way of a Council
recommendation aimed at a future relaxation of the taxation of re-

gional imports. The ECCM Countries deciding on this point should,

l/ This formulation would permit to subject goods to the consumption
tax which are produced locally. It is also meant to leave enough
space to continue with the taxation of such special "fiscal™
items as spirits, petrol, etc.

g/ See in particular the figures made available by St.Kitts para-
graph 9 page 44 of Volume II,

M
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however, not lose sight of the fact that it would be much easier
to take such a decision now at the moment when the whole taxation
system is revised in cennection with the introduction of the

ECCM Tariff and has not yet become a fixed part of the budget,
than at any later date.

75. If the ECCM Countries call in this connection on the Council
to obtain its ruling they do not only expect a choice hetween
various possible solutions but expect mainly a definition of their

rights. It is in this light that the Council cculd be invited to

decide whether it wishes

(i) to recommend that items which are duty-free (either

in the ECCM Tariff or consequent to a special decision
e.2. be based on a provision contained in the
Exemptiion List) should also be free of Consumption
Taxs; and

(ii) +to find whether it could recommend that the ECCM
Countries should (nbtwithstanding a taxation oh
goods produced locélly or on so-called fiscal goods)
abstain from levying consumption t2x o.a imported
regional proeducts and in the case of the approval
of this Recommendation at which date (if any) they

should conform with this Kecommendation,

Excise Duties

76. The term “excise duties" obviously dates back to a time

when the word "duties" (deriving frem the verb "due") was |

used indiscriminately for all charges and had not yet taken

the meéning now almost universally attached to it of "import
duties". 1In fact, the excise duties are the contrary of import
duties in.that they are levied on local products. In this the
excise duties resemble very much a production tax; they differ
from it, however, in that they are not levied on imported products.

On the other hand, the import duties on the products affected
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by ex01se duties are calculated in such a way as to include a
ompensatlon for the excise duty paid by local producers. This i
caused dlfflcultles in the use o¢f excise duty already in the
past since dny increase of an excise duty necessitated the in-
crease of the oorrespondlng 1mport duty. since- thls meant the
change of two'dlfferegt laws, if the protection given to the
locai ploduéprsvﬁas té be maintained In the case of the ECCM
Tariff the questlon is further compllcafed by the fact that the
ECCM Tariff is a contractual instrument based on the agreement
of a number of countrles a fact which makes its adaptation

rather difficult should it become necessary in the case of a -

change of excise duty.

77. 1t may be noted that all ECCM Countries have traditionally‘

recourse to Excise Dﬁtieq. The number of instances in which they
are applied, howevef, is for all countries very limited. In.fact,
Montserrat, St. Lu01a and St. Vlncpnt apply it only on rum and E

St.Kitts on beer and sugar,

78. All ECCM Coﬁntries were 6f the view +that the consumption tax
syéfem is a much better solution since any change of its rates
automaficaily'affécts iocal and imported products. Although some
countries declared that they may not be in a position to let the
excise duty éffect be absorbed immediately by the consumption tax,
these countrles env1sage such a change in due time. But also in this
case 1t must be stressed that it would certainly be easier to make
such a change in connection with the introduction of the ECCM Tariff

than later.

79. 1In view of the fact.that all countries recognised the advahtage
of consumer tax rates over an excise duty and that they have the
intention of changing eventually thelr systems accordingly, and in
view furthermore of the fact that the existence of excise duties

does not hinder the enforcement of the ECCM Tariff, the Council will

probably oniy wish to take note
§ of the intention of the ECCM Members to replace

eventually the excise duties by consumer tax rates.
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LEGAL AND TRADE POLICY QUESTIONS

Legal Considerations

80, It is very important to note at the outset that the decision
to enforce the ECCM is much more than the approval of a new Tariff
namely, the agreement to widen the present Free Trade Area to a

Customs Union.

81, The ECCM Tariff - being a multilateral agreement - can only
be enforced by the approval of the Member Countries and their con-

sequent ratification of the agreement.

82, This ratification requires a national law in each of the
Member Countries., The procedure which the countries can follow in
this connection seems to vary, however. The following they seem,

however, to have in common: that the agreed ECCM Tariff must be

available in their country in a form which satisfies the legislation.

83. This raises the question of the reproduction of the ECCM
Tariff. All countries agreed that the printing and reproducing
of the same Tariff by each country would be uneconomical. It
was stressed, furthermore, that a common edition of the Tariff
would be beneficial to the picture of a Customs Union. To com-
bine the neceésity of independent legal action by the various
countries with the wish of a single edition ¢f the ECCM Tariff,
it was suggested - and unanimously welcomed by the countries -
that the printing should be done in common and that the number
of copies necessary for the local official papers should be made
available to each country. l/The cost of this printing should

be shared proportionately,

l/ To ensure the common use of all countries it was suggested
that the size of the printing stock of this common edition
should not be bigger to fit the smallest official paper.

g/ It could partially be recuperated from the sale of the
tariffs made available to each country.
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84%. . It is a very important fact that the ECCM Tariff is the -
Instrument of the Customs Un10n9 but that its application is

necessarlly a functlon of the local governmentse, It is obvious 2
that 'the 51tuat10n requires a careful definition of the'"Quasi-

Federal" rights agalnst the rights and obligations of the

individual Governments° This point particularly plays a role

in connectlon w1th the rlght to increase taxes on regional

1mports and in connection w1th the right to suspend or reduce

ECCM dutles - questlons which have been discussed in detail

already in the preceding parts of this Report.

85.> Wlthout attemptlng to repeat the numerous legal points

‘treated in this Report reference should nevertheless be made,

‘1n connectlon with the questlon of the division of competence

between reglon and countrles, to the items for which 1nd1v1dual E
~ governments reserved the rlght to apply special rateso It is

recalled that in this case it was suggested to insert the in- b
~dividua1 special rates into the ECCM Tariff next to the general

rates which apply to all those countries which have not asked

for a special rate,

86. Attentlon is drawn to this fact which leads to a situation

that for example, the special duty applied by. St.Kitts under a
reservation w111 also make part of the law of St.Lucia, although
St.Lucia applles a dlfferent (e.g. the general) .duty rate. In the
discussion with the countries, it.was clearly accepted by all of
them, that nothing stands in the way of having a provision relevant
to another country in their own legislation as long as it is obvious

that this provision has only informative value.,

l/ See paragraphs 46 and 50 respectively, '

g/ See paragraph 38.
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87. In this connection it shall also be remarked that the ECCM
Tariff will for the sake of convenience contain statistical

and possibly other information which must be open to easy admin-
istrative changes and which therefore, ought not te be bound by
law, This can be achieved simply by stating in the introductory
legislatidn of the Member Countries that these provisions do not

make part of the Customs Law.

88, Although not a legal question in the strict sense of the

word, reference may be mads to the practical side of enforcing

the Ratification Law and the other laws related to the introduction
of the ECCM Tariff (e.g. the law which changes the consumption tax
or discontinues an excise duty), namely the time which the legal
machinery may require to bring them through the legislative bodies.
A1l countries statéd that there would be no difficulty to pass the

laws in time so that they can become effective on 1 January 1971,

89, In concluding these considerations it is necessary to refer

to one important legal question namely what will happen if one or
the other country should fail to ratify the £CCM Tariff Agreement
in time, The reply is simple and straightforwerd. The ECCM Tariff
is beneficial for each individual country since it ensures (apart
from its main purpose to serve as a basis of the customs union)

a decisive progress as a tool to foster the industrial develepmant
and the sobial progress and; is in this respect a great advarce
compared with any of the tariffs inm forcéa Therefore even one

isolated country could enforce the tariff earlier than the others.

Moreover, nothing stands in the way of a preferential area consistin

of some countries which have identical tariffs and others with
different tariffs. The hope must be expressed, however, that such
a situation will not occur and all countries will introduce the

ECCM Tariff simultaneously with a view to achieve a custems union,

l/ Such as the unit by which the products have to be
statistically declared.

o)
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90; In connection with the considerations of the Legal Questions ¥,

the Council might wish to .recommend that

the prlntlng of the ECCM Tariff should be
undertaken as a common ECCM enterprlse (see

‘suggestlons paragraph 83),

“'Preparation for Trade Policy Action

91. The Trade Policy considerations are to be divided in two

parts,

(i) the first related to the fact that the new tariff

affects the existing contractual bilateral relations

with a number of countries; and

(ii) the second that by the introduction of the Common "
External Tariff the ECCM. Members enter into the
stage of‘a.Cusfoms Union, a fact which affects
existing multi-lateral obiigations in particular

the relation with GATT.

92, It is not within the scope of this Report to enter into the
relevant basic questions which have been treated in a separate
paper; 1 Reférénce is made to such questions only in so far as
necessafy for the consideration of the main question relévant to
this Report, namely to prepare in time for the necessary trade
policy actions.

93. In so far as the bilateral relation with Trade Policy partners

is concerned the relatlon with the countries of the Ottawa Agreement
(mainly U.K., Canada and Australia) is the most important. It is
pointed out in the Report mentioned above that these countries may
claim their right to the present rates (and preferential margins)

at present in forcé; but that the ECCM Countries have a number of

arguments which speak in their favour.

1/ See Document ECLA/POS 69/12 of December 1969.
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94, It is suggested that the ECCM Tariff should be sent to these
countries for giving tﬁe countriées a bhasis to approve the new
situation as soon as it is approved by the Council. It may be
expected, however, that ne request may be made for negotiations
since the ECCM Tariff has been dratfted in such a way as to

maintain on the whole the present situation. Of course,;since

the ECCM Tariff replaces?7 individual tariffs it necessarily departs

in detail from the present situation.

95. Regardless, however, from the fact whether the countries in
guestion ask for negotiations or not thz ECCM has to be prepared
for such a request. It would be unthinkable that any of these
countries would wish to enter into ccntacts with the ECCM and would
net find the neceséary counterpart. It is known that the Council
is'in favour of entrusting the ECCM Secretariat with the task, it
is felt, however, that.not only a confirmation of this decision is
necessary but also that the practical preparations for such a case

should be made in the form of personnel and office.

96, This consideration would not be cemplete if attention were not
drawn to the fact that the CARIFTA aims at a Common Trade Policy

at the CARIFTA level, It is obvious that once this task will be
achieved the ECCM Trade Policy function may be transmitied to
CARIFTA as the Trade Policy function e.g. of Barbados or Jamaic~o,
This consideration should not weaken, however, the point which

was made in favour of a Trade Policy activity of the ECCM. Not
only the proper functioning of the ECCM depends, until CARIFTA
Trade Policy institutions will become operative, on a good admin-
istration, but also the fate of CARIFTA's Tradz Policy will be
iﬁfluenced by it. The ECCM will in any case be well advised izt
bigger problems affecting the regioﬁ (such as a reduction of
preferential margin granted to a trade country) would only bhe taken

up in close cooperation with CARIFTA,
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97.  The Council ‘may wish, to decide on the following points: 5

(i) to transmit the ECCM‘Tariff'immediately after
its approval by the ‘Council to all countries

which at present enjoy preferential treatment;

(ii) to authorise formaily the ‘-ECCM Secretariat (or
ﬂ any other body the Council feels would be
approprlate) to represent the Council in Trade
Policy negotiations under the supervision of

the Council; and

§'(iii) to make the necessary administrative tools
available which are necessary for a proper

functioning of such a body.

98; In so far as the multilateral obligations are concerned it

is a knowa fact that 511 members of the ECCM are bound by the

ES

obligations cdnfaihed in GATT via the participation of the United
Kingdom, This means that the ECCM Countries, like any other
countryvin the case of Tariff chénges, would have to enter into
negotiations with GATT if tariff concessions had been bound in
their>name. ‘It is impoftant to note that since this is not the

case no negotiations with GATT are necessary on this point.

99; .GATT has to be informed however, of the creation of thebECCM
.whlch is a Free Trade Area and will become with the acceptance of
the ECCM Tarlff a customs unlon. It is known that under the GATT
prov131ons, which also blnd the ECCM countries, the creation of a
Free Trade Area or Customs Union is only accepted if the relevant

rules are in conformity with the GATT obligations.

100. It is stressed that the ECCM Agreement is in conformity with
both main obllgatlons 1a1d down by GATT. In the first instance all
internal barriers have been removed. The other rule, which obliges
the cbﬁntries to iﬁtroduce the-proVisions concerning the free

movement of regional goods in strict conformity with an appreved
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time-table, has also been conformed to by the ECCM by the mere
fact that the Free Trade was iniroduced immediately after the
enforcement of the ECCM Agreement witheut using the possibility

of an interim period,

101, This, however, does not mean that the ECCM will not have

to negotiate with GATT. On the contrary a number of important
points hawe to be éettledo In the first instance the GATT has not
yvet been notified of the creation of the ECCM, To this point it
might be remarked that the introduction of the ECCM Tariff will

be a good occasion te netify GATT simultaneously of the new Tariff

and of the fact that the Free Trade Area has become a Customs Union.

102. The other poeint which should be clarified with GATT in this
context would be the guestion of the membership of the ECCM countries.
This question is indeed very delicate. Up to now all ECCM countries
participated in the rights and obligatiohs of GATT only indirectly
through the United Kingdom. This situation could be brought to an
end. There is a precedent that countries economically independent
(all ECCM countries are economicélly independent except Montserrat
which continues to be economically and politically dependent) can
become members in their own right. l/ To be a member of GATT may,
however, be too great a financial burden on the countriess in question
if any country would have to pay a contribution and attend meetings.
The solution would be to try that GATT accepts the economically
independent ECCM countries as a unit (a sort of global membership)
with the right of Montserrat to accede to this group when it becomes
independent. It may be mentioned in this connection that a request
of the ECCM to be represented in GATT as a group is a different
hatter since it does not touch on the question of membership. Such

a request would undoubtealy be successful as it was in the case of
other customs unions and free trade areas. Although such a represen-

tation does not solve the basic question of membership, it might be

l/ The great difference is that a country which is a member in its
own right has a vote, while this is not the case for the
countries which are considered tobe apart of a bigger unit.
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a way out of‘the diffi&ulty'bapséd By,the différence in the GATT status N
of the ECCM members. I | ' -
‘ | ! ]
103, “These consid;rations show quite clearly. hot important it is
for the ECCM +to put order in its relation with GATT in connection
with the 1ntroduct10n of the ECCM Tarlff To this should be added
that the proper Ielatlon wlth GATT is not only the basis of the
trade pollcy relat1ons of the ECCM with the world, but also the
condition for a proper settlement of the questions pending between

CARIFTA and GATT. 1In the 1ight of this cdnsideration the Council
might wish * ' ' “

(i) to transmit to GATT the ECCM Tariff as soon as it.

enters “into force (1 January 1971);

(ii)*to inform‘GATT at that occasion of the pending trans- .

formation of the ECCM from a. Free Trade Area to a 4

PR

Customs Unlon, and

(iti)'to clarify the membership relation of the ECCM

countries in GATT.
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ENFORCEMENT OF THE ECCM TARIFF

104, It is felt that it will facilitate the use of this Report if
in this concluding Chapter the full story of the Common External
Tariff of the ECCM‘Countries‘is briefly repeated not only for the
reason to put this important task once more in the right perspective
but alse to make the basic information easily available which is

necessary for the approval of the ECCM Tariff,

105, First it may be recalled that in signing the ECCM Agreement

in 1967 the Member Countries permitted each other to import all
goods produced by them free from practically all duties and other
import obstacléso They recognised, however,; at that time already
that the benefits of a Common Market Arza would be greater

under a Customs Union arrangement which would ensure that-the
Member Countries operate under the same conditions in so far as the
imports from third countries are concerned. This conviction of the
Member Counfries is expressed in their decision to create a Common

External Tariff, a decision which is laid down in a Protocol signed

simul taneously with the ECCM Agreement,

106. ECLA assisted the ECCM Countries on their request in the
drafting of the Common External Tariff. Great care was given to
the preparation of this Draft not only to satisfy the needs of

the Member Countries but also to find satisfactory solutions to
questions which affect all of them equally. Many of these gene:al
questions were particularly difficult to solve due to the existe~ 2>
of conflicting almost incompatible interests,‘such as to maintain
the fiscal effect of the Tariff and to provide at the same time
lower duties for development and social reasens. Another such
difficult task was to harmonise the different duties and prefer-
ential margins in force, with the wish to modernise the trade pulicy
relation with third countries and to ¢onform with the obligaticas

of GATT.
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107. The Draft of a Common External Tariff, which had been prepared
\Wifh a view to ovércomé‘all these difficulties and to give anvoptimal
édvantage to the ECCM Area, had Been presented to the Coﬁncil of‘ w
Ministers in Decembér 1969. The Council approved this ECCM Tariff

in the BTN version 1 in principle, obviously convinced that it would. be

. an efficient tool to activate the available national
economic forces and assist successfully the Countries

in their industrial development;
» a useful social instrument; and

. a help to the Member Countries in their effect‘to

establish solid and useful trade policy relations.

108. Aithough the Council also decided in this Meeting that the ECCM
Tariff should be enforced not later than 1 January 1971 the Ministefs
found that:before the Tariff could be enforced the Member Countries
should.he given an opportunity to evaluate the fiscal implicdtions

of its introduction and invited ECLA'to assist the Countries in this
vtask, The discussions énd sfudiés.@hich were initiated accordingly
were carried out with thelieading 6fficiais of the Member Countries.
The result is laid down in the 'Country Notes' of this Report; They
are summarised and evaluated in its_”Generai Part®, Thesé studies did

show clearly that the ECCM Tariff¥

o will in the casé of most Member Countries not lead to
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