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\‘\ 1. The consultations on tobacco under Article XXII of the General Agreement

’ with the Member States of the European Economic Community which were held at

[ the request of the Govermment of the Federation of Rhodesia and Nyasaland and

‘ which opened in Geneva on 23 October and 4 and 17 November 1958 were resumed
in Geneva on 17, 19 and 25 February 1959, This minute relates to the

| Pebruary consultations only, .

‘ 24 In addition to the Member States of the EEC the following other contracting

: rarties participated in the consultation: Brazil, Canada, Cuba, Dominican

. Republic, India, Indonesia, Federation of Rhodesia and Nyasaland, Turkey and

| the United States of America. The Chair was taken alternately by a represen~

; tative of participating countries other than the Six and by a representative

‘ of the Six,

3. The discussion was carried out in the light of data and discussion to be
found in the Working Party Report on tobacco (Add.6 to document L/805), the
statistics furnished by the GATT secretariat (attached as Annex I), the
discussions which had taken place in the previous consultation under

- Article XXII, and various memoranda (i.6., memoranda sutmitted by the

3 Governments of the Federation of Rhodesia and Nyasaland, Turkey and the

' United States,which are annexed to this document and the reply of the Six
which will be supplied as soon as possible and will also be annexed to this
document ).

Le In order not to burden the minutes and since the views expressed
individually by the representatives of each third country were generally

shared by the others, these views are recorded as the views of '"represen-
tatives of participating countries other than the Six",.

COMMON EXTERNAL TARIFF

(a) Implementation of the Common Tariff

5« The representatives of the Six stated in reply to gquestions about the
. present level of duties on tobacco that the position so far as France and
! Italy were concerned remained unaltered, i.e., State mQnopolies would continue
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to operate as before and no duty had yet been imposed; in the case of the
Federal Republic of Germany and Bonelux the position was:

(a) Federal Republic of Germany

Unmanufactured Tobaoco - The duty of IM.1l80 per 100 net kgs.
remained unaltered for third countries as the docision of

3 December 1958 taken by Member States of the EEC (L/954)

did not apply to agricultural products, impowrts of which have
been liberalized, and such is the case of tobacco in the
Federal Republic of Germany; the duty, however, had been
reduced on 1 January 1959 by 10 per cont to Ii,162 per 100 net
kgs. for EEC countries and the AOT!s. No consumer tax was
applied,

Cigarettes - The rate of duty for cigarettes which had been
negotiated under GATT with the United States in 1956 remained
unaltered at IM.7,500 per 100 net kgs. both for Members of
the Community and for other countries.

(b) Benelux

Ummanufactured Tobacco - The rate of duty applied to Members
of the Community and the AOT'!'s had been reduced by 10 per cent
on 1 January 1959 to F1l.28.71 per 100 net kgs. in the
Netherlands and to B.frs.371.30 per 100 net kgs. in the BLEU.
The 10 per cent reduction had not been applied to third
countries.

Cigarettes ~ The rate of duty applied to third countries
unaltered at 45 per cent but had been reduced by 10 per cent
to 40.5 per cent for EEC countries and the AOT!s,

(b) Assessment of the Common Tariff

6., In discussion on the assessment of the common tariff, representatives
of participating countries other than the Six cxpressed the opinion that
the rate of 30 per cent ad valorem for unmmanufactured tobacco which had
been agreed upon by the Six was unduly high considering that in France and
Italy, where imports were made solely by State monopolies, there had been
no tariff on tobacco on 1 January 1957, and in Benelux the duty had been
relatively low, i,e., representing an ad valorem incidence of about

8 per cent on 1956 prices. In France and Italy the common tariff would
represent an incidence much greater than 30 per cent insofar as these
countries may propose to maintain their tobacco monopolies.

Te These ropresentatives recalled that during the previous consultation
the spokesman for the Six had stated that the protection afforded by the
monopolies was "total, complete or absolute" and that if a tariff equivalent
were to be sought it would have to amount to at least 50 per cent ad valorem.
They asked why, if the monopolies in France and Italy were to continue to
exist, it had been thought necessary to take the protection afforded by
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thegse monopolies into account in establishing the common tariff, In
their opinion double protection was afforded by the continued existemnce
of State monopolies in France and Italy together with the overall intro-
duction of a common tariff calculated by reference to these monopolies.,
There could be only two reasons for the increase of a tariff rate as an
act of policy - either to increase revenue or to alter the pattern of trade
for protective or other reasons. Since there had been no suggestion that
the Six required additional customs revenue from tobacco it could only

be assumed that the proposed discriminatory tariff was intended to change
the pattern of tobacco imports into the EEC. If the monopoly system were
to be extended to the whole common market this would further increase the
incidence of the common tariff in the Federal Republic and the Benelux
countries. Thus, the effective tariff for the common market would bear
no relation to the previous tariffs of the Six.

8. The representatives of the Six recalled their statement during the
first consultation, when they had pointed out that the rate of duty had

not been fixed by computing the arithmetical average or weighted average

of the legal duties or those actually applied, but had been negotiated
between the Member States; it would have been very difficult from the
technical point of view to apply either of those methods, since in France
and Italy protection was not afforded by means of the tariff, but through
State monopolies. The representatives of certain third countries had
asserted that additional protection was afforded by the juxtaposition of
tariff protection on monopolies; in that connexion, the representatives
of the Six explained why there could be no question of additional protection,
since by virtue of the existence of the monopolies, the protection afforded

was already at a maximum level and could not be increased. The remresentative

of the Six stated that the Member States had not yet turned their attention
to the problam of adapting the monopolies to the new situation created by
the Rome Treaty, and that for the time being no changes were therefore
envisaged., He added that France continued to require foreign tobacco,

and that the import programmes, which were not at all rigid, depended
inter alia on market conditions, prevailing prices, and the qualities
available,

9. The representatives of participating countries other than the Six noted
that no final decision had yet been taken on the level of the cormon tariff
on cigarettes, They expressed the view that the fiscal element inwvolved in
the duties applied on 1 January 1957 should be excluded in the calculation
of the common tariff on tobacco as provided for in Article 22 of the
Treaty of Rome.

10, The representatives of the Six, while recognizing that negotiations
under Article XXIV:6 of the General Agreement would have to be held where
rates of duty which had previously been the subject of tariff concessions
under GATT were involved, nuvortheless, ronindud the other participating
countries that although it had been agreed that such negotiations with
regard to the common tariff should take place before it came into effect,

it had not been foreseen tlat they need take place before the first internal
modifications were applied to the individual tariffs of the various Member
States.
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DEVELOPMENTS IN PRODUCTION AND CONSUMPTION

11, The representatives of participating countries other than the Six

noted that since 1 January 1959 tobacco producers in the AOT!s had had

access to the German and Benelux markets at a rate of duty 10 per cent

below that applied to producers in third countries. They considered

that the introduction of a 30 per cent margin of preference was bound

to act as an incentive to greatly increased ncw investment and overall
production in the overseas territories and was likely to result in a
substantial diversion of trade from third countries. They stated that
reports had already been received and official statements made that produsers
in these territories were planning to expand production. While other
producing countries recognized that there was likely to be an expansion of
production in the AOT's, they objected to this expansion being encouraged

by the introduction of a 30 per cent margin of prefcrence, They recalled
the views on possible increases in production in the overseas territories
which had been expressed in the report of the Working Party on the Association
of the Overseas Territories with the Zuropean Economic Community (1/805/Add.6)
end said that nothing had developed which altered thcse views.,

12, The representatives of the Six stated that while it was possible that
tobacco production, like that of othor commodities, both in the AOT!s and
within the Community would inercase as a result of economic development such
development appeared to be limited by many factors which had been outlined
in the answer which the Six had given to the memoranda submitted by third
countries. Available statistics for production in the French overseas
territories indicated that production was of minor importance and that there
had been no overall increase in recent years., In the countries of the
Community, it was possible that Italian production would increase but
competition from other expanding crops and the lack of available land for
cultivation would no doubt tend to kcep increases in the quantities produced
within moderate limits. They further stated that the increases in con-
sumption which it had been estimated would occur during the next few years,
partly as a result of increascd standards of living within the Community

and overseas, would more than offset normal expansion of production within
the area,

DAMAGE
ASSESSMENT OF DAMAGE

13, No agreement was reached during the consultation on the question of
how dumige to third countries could be assessed at this stage.

14. Representatives of the Six stated that no proof had been of fered that
the producing countries taking part in the consultation were suffering
actual damage already, and while they recognized that third countries had
apprehonsions about the future position, they did not belicve that they
would prove to have been justified., Without concrete evidence they did
not see how they could accept the argument of the other participating
countries that import and production trends within the Community and the
assoclated overseas territories had already changed and that a serious
threat to their trade was imminent.
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15, Representatives of participating countries other than the Six .indicated
the damage which threatened their countries and urged the representatives of
the Six to reconsider their decision regarding mitigation of damage. In
their view damage to the trade of third countries would inevitably result
from the proposed arrangements of the Six. They pointed out that they
could not afford to wait until concrete evidence of damage became available
(ceg. in gtatistical form) because by that time consumer tastes would have
been altered and it would be very difficult to prevent lasting damage to

the producers. It was added that the amount of duty borne by imports at

a 30 per cent ad valorem rate would be progressively heavier by comparison
with the tariff burden represented by a continuation of present specific
tariffs since costs and prices of tobaecco were likely to rise.

POTENTIAL DAMAGE TO NON-SIX PROJUCERS

() Diversion of Trade

16, In the view of participating countries other than the Six the introduc-
tion under the common tariff of a 30 per cent preference on manufactured
tobacco would, because of the effect on prices and of the stimulus to
production which it would provide in the associated overseas territories,
result in the gradual loss to producers in third countries of their markets
within the Community. It was noted that such diversion was especially to
be expected in Benelux and Germany where the new preferential effects would
be the greatest. This diversion of trade would also cause damage to the

trade in manufactured tobacco products where it was necessary for manufacturers

to plan their blends well in advance, as the types of tobacco which they
required might suddenly cease to be available to them at competitive prices,
In this connexion, producing countries pointed out that the arrangements
proposed concerning manufacture and sale of cigarettes by the French tobacco
monopoly might lead to still further special advantage for the French AOT
producers at the expense of other suppliers. Specifically, it was noted
that the French monopoly can and does manufacture and distribute cigarettes
made to its own specification with tobaccos of its own choosing in Benelux
while Benelux manufacturers have no comparable privilege in France. Hence,
as tobaccos used heavily by the French monopoly began to enjoy tariff
advantage in Benelux one could expect raw tobacco imports for the account
of the monopoly to displace other tobaccos which Benelux countries might
otherwise continue to buy fram overseas sources. Similar non-reciprocal
arrangements giving the French monopoly special advantages in manufacture
and sale of cigarettes in other countries of the Community might also be
established, Participating countries other than the Six shared the hope
that the implementation of the EEC would result in a general increase in
income and consumption in the area. It was nevertheless feared that
because of the creation of a preferential barrier to trade third countries
would not be permitted to share any increase in demand, Furthermore, if

a substantial increase in demand was expected within the area, it was all
the more difficult to understand why increased tariff protection and
preferential treatment of the overseas territories was considered necessary,
With respect to the consumption increases that the Six had forecast, the
producing countries considered these to be higher than the levels likely

to be attained especially as no per capita increase was to be expected in
the Netherlands where there had been relatively free trade in tobacco.
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17, The representative of the Six replied that the assumption made by the
representatives of the countries which feared a diversion of trade was based
on a number of special premises, such as a considerable increase in production
in the AOT!'s, stagnation in consumption, change in consumer taste, etc. etc.,
but he himself found great difficulty in believing that those premises would
prove correct., What was known of the conditions of tobacco production in
the overseas countries did not make it very likely that any really substantial
increase in production would occur in coming years; as to consumption,
authoritative studies had been made which showed, on the contrary, that it
would rise by 75,000 tons by 1965, so that more would have to be bought from
foreign suppliers. Furthermore, those studies had been made without making
special allowance for the improvement in standards of living which should
ensue when the Treaty came into force, and it was not unreasonable to believe
that the prosperity thus expccted would produce tangible effects.

(b) Substitution

18. Representatives of participating countries other than the Six stated
that in the case of tobacco there was danger of substitution as manufacturers
within the Community would turn more and more towards the type of tobacco
produced within the preferentiasl area, and, as consumer demand tended to be
affected by price, the wide price difference permitted by a 30 per cent
margin of preference would reflect heavily on all types of tobacco but more
immediately on the more expensive types, and would thus cause a decrease in
demand for tobacco imported from third countries. There was also, in their
opinion, the agditional possibility that production of the more expensive
types of tobacco -~ cigar-wrapper, oriental, Burley, Maryland and fluc-cured -
would expand within the preferential arca and thus replace even the amounts
of such tobacco which might have continued to be imported from third countries
for blending purposes.

19, The representative of the Six pointed out in reply that substitution
trends were, in general, slowly evolving processes in which prices were

not necessarily the decisive factor, as was proved by the example of the
changes noted during the last war cited a year previously by third countries,
It was well known that, especially with tobacco, which was not an article

of necessity and, although widely consumed, still fell into the category of
what might be termed the "superfluous" consumption on the whole was hardly
affected by changes in price, Although the 30 per cent duty would obviously
fall most heavily on the more expensive tobaccos, the Six doubted whether
consumption could be seriously affected, especially if allowance was made
for the broad prospects of a rise in standards of living, which was the

basic assumption of the Treaty.

20. The representatives of the Six also stated that, according to authori-
tative estimates, the consumption of tobacco in the EEC countries and in the
AOT's would increase by 75,000 tons by 1965, which implied increased imports.
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(a) Views of the Non-Six

2l. Representatives of participating countries other than the Six stated
that they were greatly concerned about the height of the tariff and the
effects which the imposition of a preferential 30 per cent preference would
have from now on upon trade in tobacco which was of great importance to
their economics. In their opinion the imposition of & 30 per cent tariff
calculated by reference to the French and Italian monopolies, insofar as,
however, they would continue to operate, would constitute a substantial
barrier to exports, particularly in the case of the Benelux countries and
the -Federal Republic of Germany, and would stimulate production in the
AOT!'s; would lead to manufacturers in the metropolitan territories of the
Six substituting types of tobacco grown in the AOT's for the various types
of imported tobacco, with a resulting substantial diversion of the trade cf
the third countries. Since the Six anticipated a substantial increase in
demand in the territories of the Six and the AOT!s, the reasons for such a
high level of preferential tariff protection were hard to understand. They
urged the representatives of the Six to reconsider their decision to impose
such a high tariff and to consider whether it should not be replaced by
internal taxes. They further expressed their apprehensions about the
possible application of Articles 39 to 46 of the Treaty of Rome which might
involve the use of long-term contracts and minimum prices, either of which
could place third country products at a further disadvantage.

22, They expressed their disappointment that they must report to their
governments that no progress had been made during the consultations and
that therc was no sign of any practical action being taken by the Six to
mitigate the effects of the damage to their tobacco exports which they felt
must result. It was also disappointing in their opinion that the represen-
tative of the Six had not been able to agree, despite the arguments which
had been presented to them, that there was cause for concern about the
future amongst other producing countries.

(b) Views of the Six

23. The representative of the Six expressed their conviction that future
prospects were far from being as gloomy as the other participating countries
seemed to fear, Thus the incidence of the tariffs applied by the Federal
Republic of Germany would be reduced from 32 per cent to 30 per cent and the
adaptation of the French and Italian monopolies in accordance with the
provisions of the Treaty of Rome would improve the position of ron-six producers.
It was true that the Benelux tariff would be raiscd and that it was not
expected that there would be any substantial rise in consumption per capita

in Benelux during the next few years, but increases in population “and in
standards of living in the Community countries as a whole, as well as in the
oversoeas countries, should bring about an appreciable rise in total consumption
and this in turn would lead to increased tobacco imports.

24. Whilo rccognizing that the other participating countries experienced ‘
apprehension about future damage to their trade as a result of the Treaty of
Rome the representatives of the Six observed that any discussion on the future
was necessarily subject to considerable uncertainty and that,in any case, the
fact that discussion had centred on possible future damage clearly showed that

no actual damage was being suffered by third countries, They undertook to report
the views expressed by other participating countries to the competent authorities
and, on the request of the Federation of Rhodesia and Nyasaland,the United States
and Turkey, to reply in writing to the memoranda submitted by those countries.
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ANNEX I _ ARSI
mperts of Unmanufactured Tobacce  (3iTC 121) Importations de Tabac Brut (CTCI 121)
in 1956 and 1357 en 1956 et 1357
(metric tons and per cent of total imports) (en tonnes métriques et en pourcentage des importations totales) .
!
Imports into Belgiun~Luxenburg {  Germany, Fed. Rep. ltaly Netherlands Total United Kingdom United States
Destination . . France _ i the - \ .
Union Econonigque i Allemagne, Rip. Fid. Italie Pays - Bas Royaume - Uni Etats - Unis
lnports Fro telgo-Luxenbourgeoise ¢ i
Provenance ~ 1856 1657 1936 1957 } 1956 1957 1956 1957 1956 1957 .: 1956 1957 1955 1957 1955 1957
Total @ o v v 6 0 0 60 v 0 0 v . 22,690 25,354 34,631 30,432 70,415 76,513 | 7,106 6,945 32,258 32,541 167,160 17,991 144,424 144,692 54,815 57,157
7 100.0 100.0 100.0 100.0 160.0 100.0 160.0 100.0 160.0 160.0 100.0 100.0 160.0 1060.0 100.0 100.0
i
Assnciated Territories B !
St "y N ow s 39 80 5,251 5,415 2 1 - - 4 5,31 3,503 - - - -
Territoires Associ:s 3 0.4 0.3 131 17.8 - - . - 3.2 32
Belgian - belges « o ¢« o . & & . 69 65 - - 2 i 2 92 o8
L ) 0.4 0.3 - - - - 0.1 -
French - frangais « ... ... - 15 5,257 5,416 - - 2 Z 5,259 5,435
2 0.1 15.1 17.8 - - 3.1 3.2
Klgeria - Algéria o o « « « v o . - - 2,i33 2,797 - - - - - - 8,883 2,797 - - - -
25.6 9. . ' ' 5.3 1.6
Other countries - Autres pays : ‘
Greece = Grdce o o o o o o o o s 233 1,428 5,530 5,233 15,172 16,967 -1,828 3,505 1,249 189 24,612 21,922 650 484 8,565 10,557
i 3.7 5.6 15.9 17.2 21.5 22.2 25.7 50.5 3.9 2.4 14.7 16.2 0.4 0.3 15.6 18.5
Turkey = Turquie o « o « o « . & 1,052 959 1,500 3,167 1,251 6,977 1,121 1,794 2,908 2,399 13,838 15,296 1,197 1,148 21,875 27,843
) 4.6 3.6 4.3 10.4 10,3 9.1 15.9 25.8 9.0 7.3 8.3 8.9 0.8 0.8 50.9 . 48,7
United States - Etats-Unis . . . 9,220 8,665 2,784 3,949 217,928 29,189 66 - 11,17 11,370 51,15 53,173 12,724 76,319 - _—
3 40.6 34.2 5. 13.0 39.7 38.2 0.9 36.3 34.7 31.0 30.9 50.4 52.7
Canada o ¢ s o o 60 5 =4 = @« 200 245 - - 300 890 - - 330 214 890 1,349 9,825 11,632 - ' -
0.9 1.0 0.4 1.2 1.2 0.7 0.5 0.8 6.8 8.0
Cuba s s s 5 www o ws . v 207 433 - 168 686 843 105 86 1,073 1,315 2,071 2,045 132 163 11,668 - 11,976
A 0.9 1.7 0.6 1.0 1.1 1.5 1.2 3.3 4,0 1.2 1.7 0.1 0.1 21.3 21.0
Dominican Republic . . . . . . . 1,681 1,941 70 - 2,313 2,315 - - 251 236 4,955 4,492 - - - -
République Dominicaine % 1.4 1.7 2.0 3.3 3.0 0.8 0.7 3.0 2.6 .
Brazil - Préstl o .. ... - 1,624 1,961 908 2,612 4,222 4,622 462 - 2,940 3,12 10,156 12,907 16 64 10 -
5 7.2 1.7 2.6 8.6 6.0 5.0 6.5 9.1 11.3 6.1 1.5 - -1 -
India = Indee o « « ¢ ¢ . v i 1,331 1,542 540 - 164 76 - " 1,461 1,002 2,976 2,620 18,137 16,142 - -
3 5.9 6.1 1.6 0.2 0.1 4.6 3.1 1.8 1.5 12.6 1.2
Indonesia - Indonésie . .. .. 855 621 222 364 3,270 3,148 - - 3,718 3,997 8,125 8,130 28 - 63 51
) 3.8 2.4 0.6 1.2 4.6 4,1 11.7 12.2 4,9 4.7 - : 0.1 0.1
Rhodesia & Nyasaland, Fed. . . 1,128 1,897 429 252 895 1,351 - - 2,781 3,694 5,233 7,194 - 38,280 36,251 - 21
Rhodésie % Hyassaland, Féd. % 5.0 1.5 1.2 0.8 1.3 1.8 i 8.6 11.3 3.1 4.2 26.5 25.0 -

Source : Commodity Trade Statistics, United Nations Statistical Papers, Series D.
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ANNEX II

Statement made by the Representative of
the Federation of Rhodesia and Nyasaland
during the Tobacco Consultation

In approaching the current round of tobacco consultations we on this
81de of the table are unanimous in our opinion that the level of duty pro=-
posed by the Six is too high, will present a material chenge in the condi-
t4ons under which we will be allowed to trade in Europe, will result in the
distortion of that trade and In substitution. But just as tobacco is of many
types and varieties, so also there are many differences in the particulax
circumstances of each of the consulting countries and each is making its own
points to a common end.

Speaking for the delegation of Rhodesia and Nyasaland, I would like to
reiterate for the sake of the record some of the points which have been made
previously and also to introduce some new points. These points will not refey
in any way to technical questions of types of tobacco nor to legalities or
principles but will be concerned solely with the practical position, I do
not intend to reiterate our arguments about the factors which were said to
constitute the reasons for the decision by the Six to adopt the level of
30 per cent ad valorem. Without accepting those arguments I will base my
present submission on the fact that the 30 per cent ad valorem rate has been
adopted,

- Tobacco is grown in the Federation of Rhodesia and Nyasaland by an
estimated number of some 70,000 farmers whose holdings average only 5 acres
per femily, This is a large figure in a country of this size and it reflects
the number of families which are almost wholly dependent upon tobacco as a
cash crop and the majority of this number are peasants. They are the main
producers of the dark fired types which are grown in the AOT's and in Italy,
and they will therefore be the people most likely to suffer initially as
entrance to the markets of the Six becomes progressively more difficult
in the face of the import duty differential in favour of the AOT's and Italy,
The remaining producers, mainly of the flue~cured virginia type will also
be affected as substitution of imports by local production takes place undem
the protection of 30 per cent ad valorem.

All the tobacco which we produce is sold within the Federation under
an auction system which appears to be unique as there is no governmental
Interference, and no assistance or artificial price stimulation of any typee
The success of the auctions and the resultant average price of the crops is
dependent entirely upon the number and volume of orders held by the indie
vidual buyers and the pressures which they create to fulfil those orders,
There is no need, I am sure, to demonstrate that under a public auction
system in free competition the presence or absence of even one country's



orders has a snowballing effect upon prices far in excess of the monetary
value of that order. There is also little need to repeat that some 94 per
cent of all of our production is sxported and the success of the sales
therefore is dependent entirely upon our success in entering export markets.
Unlike the position in some other countries consulting here today, there is
no action which can be taken locally to offse®t decreases in prices as a
result of decreases in export. opportunities. t may, however, be news to
many of the Six to know that the tobacco auction period of some six-seven
months annually is regarded with so much importance by the community as a
whole that daily average prices are the subjiect of quotation on the national
radio service. Moreover, and probably more jmportant to exporting countries
which regard the Federation as one of their markets, permanent downward
trends of the daily average prices during the season cause our merchants to
re-oxamine their indents for imported goods since the movement of a few
pence por pound can affect the overall value of the crop by several millions
of pounds sterling.

Our market for manufactured goods is, in terms of your trade figures,
a small one, but it is a rapidly developing one and a tremendous factor in
thg rate of this development is the creation of this purchasing power amongst
the many families whose livelihood dopends upoa the cash value of the tobacco
produced. Throughout the period of currency shortages the Federation pro-
gressively liberalized imports oi manufactured goods from Western Europse,
including all the countries of the S£:%, end for some years now has not main-
tained any restrictions on tradie from Europe for currency reasons., At the
same time, because tobacco is (after copper) our second largest export item,
it is of extrome imporiance that the maximum realization in foreign currencies
be obtained therefrom. For this reason my Government has recently offered
opportunities of trade to countries which had not previously purchased our
tobacco, in order to attract them to our market. In making these offers,
the Government has becn extrumely care<ul to ensur:z tha’ such countries.
(towards which we had no obligations under the GATT) should not be allowed
to trade with us throughout the full range of our imports, nor in a manner
which would injure the trade of our traditional suppliers, such as the Sixe.
Our special need to export tobacco has not been allowed to interfere with
what we consider to be our reasonable and delibera“ely assuwed obligations
towards our traditional supplicrs.

Now to revert to this question of concrete damage. Firstly, and most
important of all, there is naturally an incvitable time-lag in statistica.
Noxt, we are dealing with a commodity which has many differount grades and
types and which is particularly scmsitive to price¢ fluctuations within
those grades. Moreover, the crop itself varies in the quantities of the
‘different grades which are produced each ycar. The stetistics of our exports
are interesting. A single market such as the United Kingdom, will show

variations in quantities, between individual years, of es much as 7 or 8 millfon

lbs. of leaf upwards or downwards, which represcnts some 10 per cent incroase




or decrease in their normal requirements. We could not conclude from any
such variation that we had lost permanently or gained permanently in our
share of the trade of the United Kingdom. We know instead that it has been
the result of a greater or lesser proportion of tobacco leaf in our crop of

a type suitable to the United Kingdom market or, alternatively, that stocks
purchased in the previous season by the United Kingdom menufacturers have
been consumed faster or more slowly then was anticipated. A similar pattern
is evident over the whole range of our tobacco exports. It would take
several years' statistics and a close study of the composition of each year's
crop before we could prove either a marked trend upwards or a marked trend
downwards. When therefore can we demonstrate congrete damage? Would the
Six wish us to wait until we are able to show large numbers of our people
driven back to a level of subsistence agriculture? Would the Six then reply
to the effect that the artificial stimulus of the 30 per cent ad valorem

had resulted in a large development within their own territories which they
wore then unable to stop? This is a development which has taken place in
many countries and has resulted in so many international commodity problems.
It is naturally conceded that the Six should not stop development in tobacco
growing merely because production is already established elsewhere in other
countries. It is also conceded that the Six would wish to increase tobacco
production but it is considered that the high level of 30 per cent absolute
protection will stimulate production even, possibly, on unsuitable soils and
in ocompetition with other essential crops. This 30 per cent is a resounding
figure - it is a figure to toy with in the imagination. It is a figure which
can bring the Six domestic production troubles. It will inevitably increass
the price of tobacco to the consumcr. It will ensure that a large proportion
of the new found prosperity and purchasing power of the consumers within the
Six, resulting from the expected general economic development, is earmarked

for the producers of tobacco.

Over and above this 30 per cent ad valorem we werc disturbed by the
position which was revealed by the rcpresentatives of France in regard to
the Monopolies. We have been told that the 30 per cent contained an element
of the protcction previously afforded by the Monopolies. Now, however, it
appears the Six will move towards the 30 per cent and retain the Monopolies
in the transition period. During this perlod the French Monopoly at least
will have opportunities to sell cigarettes in the markets of the other
countries of the Six but those other countries will not cenjoy the same
fecility in France. We have therefore to face not only a progressively
increasing barrier of import duty on our tobacco leaf but a favoured position
for thec French Monopoly which is the largest user of just the type of tobacco
which we fear will be substituted for our own. The other countries of the
Six, which we have regarded as markets for substantial quantities of our
tobacco, will face competition within their own markets from the Monopolies,
without enjoying equal opportunity to regain their lost seles by selling
cigarettos in the Monopoly countries. The Representative of France said that
he could not foresee any chenge in the position for some years. It might be
said now that thc present arrengements are only a temporery feature. One may



remind the French that it was a great Frenchman who coined the phrasse

"Rien ne dure autant que le provisoire". We have heard nothing to suggest
that the temporary arrangement will not cndure until substitution is complete.
The European Economic Community was established to share its strength end its
expanding prosperity but this does not apparently apply to the cigarette trade.

We can speak with some authority about the operation of duty differentials,

We have had a great deal of experience of production under & differential
import duty system but nowhere, and never, have we enjoyed a clear margin of
30 per cent ad valorem. Nor have we ever had eny of our advantagesreinforced
my a monopoly system. Nevertheless the increase in our production and in the
quality of our tobacco has been spectacular under precisely similar climatic
and ecological conditions as exist in certain of the overseas territories of
the Six,

I could perhaps remind the Representative of Francc more particularly
that in our previous trading arrangemonts with the Union of South Africa
sparkling wines from that country enjoyed a margin of difference in import
duties of 33.1/3 per cent - still wines enjoyed a lesser advantage 2nd brandy
enjoyed only some 10 per cent. I am using, @s an illustration, a commodity
in which France is renowned for its quality end its international reputation.
Wo are also discussing & market which is not composed of wine-drinkers.

When the average Rhodesian drinks wine, it is an occasion and one would
expect that in order to enjoy thc full quality of French wines or even the
snob value if he does not understand quality, the celebrating Rhodesian would
have been prepared to pay just the oxtra few shillings per bottle to obtain
tho best. This was not so, and in spite of the favoured arrangements given
to French imports under an agreemcnt during our currency controls, the French
exporters still found this differcntial system of import duties almost insur-
mountable. Since 1955 the present agreement with the Union of South Africa
has not maintained a differontial systom of import duties on wines and brendy
and the Representative of France will be aware how much the trade of French
exporters has increased. I would, in fact, rcmind the French representative
thet when at the end of 1955 we reported to GATT that some part of this
difforential might be restored to South Africa, we received a formel epproach
from the Fronch Government asking us to maintain the non-discriminatory teriff
on tho ground that any alteration would be damaging to French trade. These
are simple illustrations to show you what can happen under conditions of a
high level of differential dutics.

Production in Italy is already at a high level and the likelihood of a
substential increase is beyond dispute. While we have little knowledge of
conditions within the other AOT's we have a great deal of knouledge of con-
ditions within the Belgian Congo. Our officials have travelled extensively
there and our own information was strengthened by a report which we have
rcceived of an extract from a speech made on 1 September 1958 by H.E. Governor
Joan Paelinck at thc opening session of the Provincial Council of the Katanga
Province. In the course of the spoech the Governor reforred to precise plans



of tobacco production in certain areas of the Congo. The following is
reported as & free translation of the words of the Governor in the course of
his address:

"Realization of the full potentialities of tobacco culture
would be part of this second solution. Considering that growing
conditions, climate and soil are about the same here as in the
Rhodesias and considering how mich revenue is derived in the
Rhodesies from tobacco, etc., we should look forward to the
future with confidence."”

We can not prove damage as yet because of the facts stated above, but
we submit that these same facts are sufficient grounds for our epprehension
that this high level of protection combined with the distortion of trade
erising from the Monopoly system will cause an injury to our trado.

The tobacco trade is perheaps different from that in most other commo-
dities. The introduction of new types, varieties and flavours of tobacco
to the consumers' palate is a slow process. It has to be carried out over
a period of years. But once a type of tobacco is established in blend - once
a particular flavour hes been asccepted by the public, it is extremely diffi-
cult to change it again. Our point is that by the time we are in a position
to prove concrete damage it will be impossible to redress. Those engaged in
the highly competitive business of manufacturing and selling cigarettes
are already turning their minds to the possibilities of the increased utili-
zation of the types and qualities of tobacco most likely to be produced
either within the Six or their depcndencies under the stimulus of the high
level of preference which has been indicated up to the present time.

We have listened with attention to the Representative of the Six
during the consultations on tea this morning, when in talking about concrete
damage he stated that damage cannot be achieved in a moment and that there
mist be stages in the assessment of damage. We can agree with this statement
but must point out that the Six did not announce only the first stage of
their progression towards thoir finel objective in the tariff, and so give
us an opportunity to assess damage stage by stage. Instead, the Six announced
at tho outset their final figure for the tariff and left us with the im-
possible task of proving concrete damage in the initial stages. It was the
announcement of the 30 per cent which created so much concern in my country
since the farmers are familiar with the expressed intentions of our neigh-
bours in the Belgian Congo, while the fear of increased production in Italy,
and in the other overseas territories, have also been apparent.

I must therefore repeat our initial request that this highly discri-
minatory import duty should be removed and replaced by a non-discriminatory
excise or home-consumption tax, bearing in mind that the Monopolies will
continue to exist during the transitional period at least and will accor-
dingly provide any protective element which the Six might seem to require.
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ANNEX_TIT

To date the Six have refused to accept any basis in reference to
diversion of trade or imminent damage except in terms of damage demonstrated -
by statistics after there has been a decline in the trade of present suppliess
This is not an acceptable framework of reference for these discussions as
effects of the duties will mainly be in the future, although there are already
indications of shifts in purchases to meet blend changes developed because of
the announced high duty of 30 per cent as proposed in the Rome Treaty,

We would.like to know whether a change in blends indicated as directly
due to the proposed 30 per cent duty would be accepted by the Six as evidence
of (1) an increase in barriers to trade of the country adversely affected or
(2) evidence of concrete damage or imminent threat of damage to the trade of
the third country supplier adversely affected.

We would like to know whether an increase in duty incidence of 80 per cent
or more above previous levels would be accepted by the Six as an increase in
the barrier to the trade and threat of damage to the trade of the third country
suppliers affected, .

As Italy, Belgian Congo and certain other AOT!s are already increasing
exports of tobacco to the EEC Member States without any duty preference this
clearly seems to indicate that no external duty on tobacco is required in order
to accommodate a further moderate expansion of production in these arease

Change in terms of access to the EEC market

The elimination of duties between the EEC Member States increases the
barriers to third country tobaccos even with no external cduty as the EEC
producing and exporting areas (mainly Italy and Algeria) have free access to
the total EEC market, However, elimination of duties between Member States -
is essential if there is to be an operational customs union, Unlike tropical
products tobacco is produced in both the EEC and AOT's so the effect of the
proposed duty changes must take into account its influence on production within
both the EEC and AOT's, As you know by now the 30 per cent rate proposed is
about three times the arithmetic average and 80 per cent above the weighted
average of duties charged on total third country imports in 1957. In addition
to an increase in duty protection on EEC production there is to be duty-~free
entry on production from the AOT's, Production could be expected to expand
sharply in Italy, Algeria, Madagascar, Belgian Congo, Cameroons and to a
lesser extent in certain other areas with the very high duty of 30 per cent
(you have the United-States paper of 8 November 1958 which outlines this in
considerable detail), Some expansion will occur even with no duty and more
with .even a low duty but the 30 per cent proposed would unnecessarily stimulate
production and divert the trade of present third country suppliers.




We have already made statements about blend changes and the proposed
shifts that manufacturers will be practically forced to make in response to
such an import duty. Purchases by EEC buyers made in 1960 and 1961 will be
used after external duty begins to rise in 1962 (which could be changed
earlier according to the Rome Treaty). For such purchases, the manufacturer
must make plans in advance, These plans must take into account the change
in relative cost which they will face in 1961, 1962 and thereafter, This
is an important consideration in planning blends and is the major factor in
the diversion of trade of present third country suppliers, Because of the
advance planning for changes in blends and sources of supply of purchases it
is essential that the EiC promptly take steps to eliminate the discrimi-
nation to third country suppliers.

There is already a 10 per cent discrimination against third country
suppliers in Germany and Benelux. This will increase according to the Rome
Treaty until the full elimination of the duties on EEC-AOT tobaccos is
completed. The external duty in Benelux, Italy and France will start rising
in 1962, and discrimination against third country suppliers will increase
throughout the transition periode.

Because of the influence of the EEC duty changes on the choice of &lterna-
tive aomrces eof pupplies, it wovld be helpful i7 the Commission of the Eurcpean
¥eonomlo Cowrmnlty would inform the exporting countries a year in advance
of the schedule of import duty changes that will be put into effect (in
reference to changes in the schedules of rates of both the extermal duties as
well as the schedules of eliminating duties on trade between Mamber States
ipncluding the AOT's).

In the process of adjusting to a common external tariff as proposed
there will not be any lowering of duties or barriers to third country trade
in a single area in the EEC, The protection of the monopolies (which the
French and Italian representatives admitted was equivalent to an import duty
of at least 40 to 60 per cent) continues and the discrimination against
third country suppliers will be increasingly pronounced in Benelux and
Germany in the 1959-62 period prior to 1962 when the external rate begins
to rise in Benelux, France and Italy., Even on the basis of the European
Economic Community as a customs union without the association of overseas
territories, we think as a third country supplier, that there should be no
discrimination as to import duties against third country tobacco in the
Benelux and Germany while monopoly protection exists in France and Italy.
These t aken together constitute a significant rise in the barriers to trade
of third country suppliers and is in conflict with the concept that the
monopoly protection has been incorporated into an import @uty as was
specified by the Six in the November 1958 consultations as the main reason
why the Six proposed the very high common external rate of 30 per cent
ad valorem.



Obviously it was intended under Article 37 of the Rome Treaty that
monopolies such as those for tobacco in France and Italy should be abolished
or their operations brought into line with the framework of operations faoed
by the private producers, manufacturers and distributors in the other EEC
eountries.

Without reference to legal issues, on the basis of the asaociation of
overseas territories as a free trade area with the EEC, the United States is
prepared to continue to make every effort to get the EEC import duty on
bobacco eliminated or reduced to a very low rate. Even without the associated
oveorseas territories as a free. trade area the proposed 30 per cent rate is
much highexr than can be justified on any reasonable basise. If tobacco
requires this much protection the economic basis for production in the EEC and
AOT's would gppeer to be cuestionable.

The United States hes over 582,000 tobacso producers (who produce small
acroages per farm) and many exporters who are greatly concerned about the
adverse effects of the proposed 30 per cent ad wvalorem duty. It might be
noted that these groups have been strong proponents of a liberal United States®
trade policye It is the view of the United States Govcrnment that prompt
action to ameliorate the imminent demage of the unnecessarily high proposed
rate of 30 per oent is highly desirable.
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ANNEX IV

egts 30 per cent Ad Valorem Dub U ufactured

Tobacco on Tobacco Trade of the United States and othexr
Third Country Su ers

1. This is subtmitted to the EEC in accordance with the request of the EEC
during the current consultations on tobacco. .The request which was agreed to
by other interested contracting parties indicated that discussions would be
facilitated if the case of each interested third country supplier were prepared
in a written form so that the EEC could reply in a written form and that the
papers developed serve as a basis far further discussion when consultations are
regumed in February 1959.

2. Importance of the EEC as a market for the United States ummanufactured
tobaocco,

{(a) The EEC-AOT area is the second largest export market after the
United Kingdom for United States tobaccos and is of great
importance to the United States tobacco producers and exportexrs.

{(b) In 1957 the United States exported 132 million pounds of ummanue
faotured tobacoo with a declared export value of $80.6 million . .
to the EEC aree.

United States exports to the EEC in 1957 were as follows:

Germany 68.9 million pounds
The Netherlands 31,7 million pounds
Belgium~Luxemburg 17.3 million pounds
Francel : 8.4 million pounds
Italy 5.6 million pounds

In addition, approximately 3.0 million pounds are exported to the
Assoolated Overseas Territories.

The United States exports to the EEC-AOT!'s are high quelity higher~priced
tobaoccos that are used for blending with the lower quality tobaccos produced
within the EEC-AOT areas or imported fram other areas.

3. Cwrrent import duties:

Federal -Republic of Germany 180 DM per 100 kilos
Belgium-Luxemburg 413 B.frse. pexr 100 kilos
The Netherlands 413 B.frs. equivalent per 100 kilos
France none
Italy none
1

Including Algexrisa.
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4, Inoreased incidence of the 30 pew cerb ad valoram duty.

The 30 per cent ed valorem on unnanufactured hobacro as is indisated in
Iist F has the following sffect on in~idence of the duby oharges on United
States uimanufactured tobaswsos {basel on 1957 U*ﬁ‘red States expor‘hs and price

relationships).
)

(a) The Netherlands — The incidence is increased to 259,2 per cent
above the current level.,

(b) Belgium-Iuxemburg - The incidence is increased to 284.7 per cent {
above the current level.

(c) Pederal Republic of Germeny -~ The incidence is increased to 6.3 per
cenjl; cbove the current levela

(d) In France, where there presently is no import duty (end the duty is
bound at zero\ the proposed tariff raises the innidence to the ] ¢
equivalent of 19«,& United States cenbs per pourd. ‘

(e) In Ttaly, where there is presently no import duty {end the duty is
bound ab zero), the proposed tariff raises the .anldence to the
equivalent of 24.0 United States sents pexr pound.

S ' Changes in temms of eccess to the EEC markeb and demage to third country
suppliers.''

(a) The 30 per cent ad valorem duty alters greatl:y the terms of access T
of third country suppliers to the EEC, ,

(b) The 30 per cent ad valoram duby is highly protective rather than
fiscal in nature.

(6) Production of tobacso which has been rising in the EEC and
Associated Overseas Territories is cértain to be stimulated sharply
by the high protective tariff which gives producers the incentive
to grow more tobazeo and assures that the manufacturer will use the
EEC~AOT production available becauss of the large increase in eost
of third country tobaccos to the EEC manufactursrs.

(d) Because of the reasons listed ahove, the 30 per cent ad valorem duty
is certain t o result in diversion of tradc and damage to trade of
the United States and othexr third .country suppiiers.

(e) The effects of the propesed duty are already indicated in a change
in source of purchases by some manufacturers. This trend, which will
be acocntuated as the transition period progresses, results from '
three major reasons: - (1) the manufacturer mus’ shift to greater use
of EEC-AQT tobacco so that he will not experience the full rise in
cost of imported raw material as the common external tariff is
increased; (2) the manufacturer musht siift 4o use of more EEC-ACT
tobacco in ordor %o protesct his cost shtructure in relation to that of
his competitor who is aliealy vsing or ic shifting to the use of a
higher percentage of tobacso from othsr EEC-ACT arscas (which will be
free of duty); and (3} the EFC marufasturers mush change product blends
slowly (normally not more than epproximately 2.5 per sent per year) in
order to keep consumer dissatisfastion to a minimmm so he must begin
shifting as soon as possible,
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Consultations under Article XIII

Request by the Turkish Government to participate in
The consultation with the lember States of the
European Rconomic (ommunity on Tobacco

Situation under the Rome Treaty

1, In List F, the’dutyvon tobacco leaf under the common external tariff
is fixed at 30 per cent, The duties currently applied by the Six will be
set at that level at the end of the transitional period,

The duties applicable to imports from the AOT's will be reduced by
successive stages and will be entirely eliminated at the end of the
transitional period.

Tobacco (item 24,01) is included in Annex II, and the provisions of
Articles 39 to 46 of the Treaty may therefore be applied to this product.

Turkish production and exports

2, Turkey's annual production of tobacco is 115,000 tons,

Production statistics for the period 1953-1957 are as followss

Year Xg.

1953 117,795,263
1954 102,241,984
1955 120,143,374
1956 116,570,192
1957 119,033,421

On the basis of the average of the above statistics, Turkey comes
fourth on the list of tobacco=-producing countries in the world, Its °
production consists almost entirely of oriental tobacco ("Turkish tobacoo™)
which is used mainly for the manufacture of cigarettes and for improving
blends,

. 200,000 families are engaged in tobacco cultivation; in other words,
this activity is the livelihood of one million persons, apart from the
section of the population which is engeged in other lucrative activities
directly connected with tobacco production,

Moreover, there are great possibilities for expanding tobacoo cul-
tivation in Turkey, and the Turkish Government has plans for increasing
tobacco production,



3. A relatively small proportion of present national production - some
30,000 tons per year - is used for domestic consumption, The remainder =
i,e, 80,000 tons - is available for export.

Tobacco is Turkey's principal export product. Since 1924, emnual
tobacco exports have accounted for between 27 and 30 per cent of total
receipts from foreign trade. Turkey's export receipts thus depend to a
great extent on tobacco sales, and this product is one of the pillars of
the country's external purchasing power,

4, Before the Second World War, three-quarters of Turkey's exports

went to the United States and Germany, The latter country was the

principal customer for Turkish tobacco, There have been far-reaching changes
in this situat ion since the end of the Second World War, At the present
time, the United States alone purchases 43 per cent of the quentity exported.
The dominant feature of the Turkish tobacco trade in the post-war period is
increased dependence in the United States market, which receives about
one~half of total exports,

5, The Six countries of the European Economic Community together form
one of the largest import markets for the tobacco trade, and also, after
the American outlet, the biggest outlet for Turkish exports., Deliveries
from Turkey to the Community countries amount to over 15,000 tons annually,
In 1955 and 1956, the Six took up 23 or 24 per cent of total exports, The
market of the Six is therefore very important to Turkey, and it holds the
second place on the export list, despite the fact that since the end of the
Second World War sales to the Federal Republic of Germamy have dropped
while therc has been a considerable deviation of export flows towardsthe
United Statos., Among the Six, Germeny nevertheless continues to be an
important traditional market for Turkish exports, 7,000 tons - about half
of the total exports to the Six - are delivercd to that country each year,
Thus Turkey supplies the Common Market countries with one-tenth of their
total annual tobacco imports, And elthough the figure is high, it represents
only part of Turkey's present export capacity towards the Six,

The ennexed table shows exports of Turkish tobacco to zach of the
European Economic Community countries from 1953 to 1957,

Se For reasons connected with quality and the specialized man-power
required for this variety of tobacco, the cost of Turkish tobacco as
compared with other varieties is relatively high, The degree of humidity
of Turkish tobacco, and especially Izmir tobacco, is also higher (about 14 or
15 per cent in the case of Izmir tobacco). Because of its perfume and
special aroma, it is ma&inly used for the manufacture of cigarettes and to
improve blends, Apart from Turkey, this variety of tobacco is cultivated
notably in Greece, Bulgaria, Yugoslavie and the other Middle Eastern
countries, Greece and Bulgaris are important producing and exporting
countries, and they produce the same types of tobacco,

Probable Effects of the Common Extcrnal Tariff on Tobacco Trade with the Six,

Te The Turkish Government considers the& the principal effect of the 30 per
sent ad valorem duty provided in the external tariff and the preferential
margin in favour of the gssociated overseas territories will be to stimulate
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tobacco nroduction in coming years in tho motropolitan territories of the
Six end in the AOT's,

Italy, France, Germany snd the AOT's togethcr alrcady produce a
considerable amount of tobacco, Although production in the AOT's is at
present relatively low, it is not difficult to foresce that in coming years
it may easily develop &8s a conscqucnce of the high 30 per cent duty which
will seriously impair the competitive capacity of tho traditional suppliers
of the Six,

8. Increassed production in France, Italy and the AOT's of tobacco for
the market of tho Six will have harmful effects on the rest of international
trade in tobacco, In addition to market losses, prices on the world market
will be affected, The 30 per cent duty, with its preferential implicat ions,
will thercfore constitute a major obstacle to the continuation of trade
botween the Member States of the Community, on the one hand, and third
countries on the other,

9. The protective effects of the common external tariff will inevitably
have a constant influence on the market situation within the Community, and,
with the 30 per cent ad valorem duty to their advantage, producers in the
Six and the AOT's will have access to as much of the markct as they desire
for their production,

France and Italy are already able to meet their own requirements,
either by their own production or by that in the AOT's, and thcy and Algeria.
are already suppliers to the Common Market, As production in the Six and
the AOT's increases; demand in Germeny end the Benslux countries will tend
to switch towards domestic tobacco or that produced in the AOT's, because
of price considerations, This diversion will be harmful to the interests
of exporters outside the Community.

grobable Effects of the 30 per cent Duty on Turkey's Trade in unmanufacturcd
obacco '

10, Becausc of the 30 per cent ad valorem duty, half of Turkey's exports
towards the Community countries will be dutiable at a rate three or four
times highor than at present, '

As rogards exports to the Federal Republic of Germany, the specific
duty of 180 Deutschmarks per 100 kg, will be replaced by an ad valorem duty
of 30 per cent under the common external tariff, That specific duty had
already been one of the main reasons for the drop in Turkish exports to
Germany, and the Turkish Governmment had expressed the wish to negotiate with
the Federal German Government regarding it, The transformation of the present
specific duty into a 30 per cent ad valorem duty therefore constitutes a
reinforcement of a trade barrier which already exists.

On the other hand, the orogressive elimin:tion of the duty of 180 DM.
per 100 kg, on imports originating in the AOT's, France and Italy will, as °
compared with the present situation, opcn up great possibilities in the
Gorman market and serious damage will be caused to suppliers outside -the
Community, such as Turkey,
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11. Imports by the Six consist to a considerable extent of cigarette tobacco,
especially oriental-type tobacco, The incidence of an ad valorem duty in
place of the present specific duty will be greater on mercliandise of good
quality which is higher priced, such as the tobacco exported by Turkey.

Because of the conditions of production, the production cost of Turkish tobacco
is higher. The 30 per cent duty would therefore result in an increase in the
retail price of cigarettes containing tobacco of Turkish origin., A further
consequence might then be either a drop in the price paid for tobacco imported
from third countries, such as Turkish tobacco, or a reduction in consumption

of that type of tobacco.

12, Experience shows that over relatively short periods, a given product can
be replaced by another procuct and that the situation as regards supply and
price inevitably affects consumer habits as regards various types of tobacco.
This occurred during the post-war period in France, the United Kingdom and
Gemany. In the latter country, the switch in consumer preference towards
Virginia tobacco caured a considerable drop in Turkey's exports. It is there-
fore to be feared thmat the 30 per cent duty may cause a change in consumer
preference which would result in a fall in demand for oriental-type tobaccos,
which are more costly, and therefore in a reduction in Turkey's share in the
market of the Six.

13, It is recognized that, as regards tobacco, consumer demand refers to
quantity rather than quality; in other words, the prime concern of the consumer
is to obtain the tobacco he needs. For the consumer, quality considerations
oenly come into the picture once the possibility of regular supply has been
established, For this reason, and depending on the supply situation, tobacco
of any kind can satisfy the taste and need of the consumer. Over a given
period, the various types of tobacco can therefore easily replace one another.
According to conditions of supply and price, the types of tobacco produced by
the Six could progressively replace tobacco exported by Turkey.

14, Furthermore, demand for tobacco is easily affected by price considerations.
In Turkey, tobacco is sold under State monopoly, and our experience shows that
the consumer turns away from more expensive cigarettes as soon as he can buy
cheaper tobacco or cigarettes which, as regards quality, vary to an equivalent
extent, In recent years the Turkish Monopoly Administration has on a number
of occasions, because of fluctuations in domestic prices, readjusted the price
of various brands of cigarettes, Fach time, it was clear from a fall in con-
sumption tax receipts that the choice and preferences of the consumer were
governed by price. Furthermore, this accounts to a great extent for the
general trend in world tobacco consumption, which is towards cheaper tobacco.
The level of prices within the Community can th:-efore have serious effects on
Turkish exports.

15. Although it is difficult at the present juncture to make predictions
regarding the possibility of production of Turkish tobacco, in appreciable
sommercial quantities, by the Six and the AOT's, certain facts nevertheless
indicate that this can be achieved in the AOT's and in the territory of the Six.

Italy is already an important producer of tobaccos with the same
characteristics as oriental-type tobaccos; this production can easily be
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increased, for Italy has the benefit of much experience, qualified manpower
and the technical lmowledge necessary to develop production of oriental and
semi-criental tobaccy,

Because of the advantage guarantsed by the 30 per cent duty, one can
therefore expect a considerable increase in Italy's production of oriental
and semi-oriental tobacco, and this will inevitably result in a drop in
Turkey's exports to the Six,

As regards the AOT's, increased investment, instruction in effective
cultivation techniques and the conditions of indigcnous manpower cen easily
encourage production of various types of tobacco in those territories where
for historical reasons it had in the past never reached a significemt level,
The vest area and the various ecological and climatic conditions of the AOT's
would permit many varieties of tobacco, including Turkish tobacco, to be
produced in consideratle quantities. The Unian of South Africa and the
Federation of Rhodesia and Nyasaland already cultivate and produce types of
tobacco which present the same characteristics as Turkish tobacco. The same
varieties are also produced, in small quantities, as part of the indigenous
economy, in various areas of French Equatorial Africa, Madagascar, the
Camercons, the Belgian Congo and even Algeria, Apart from the possibilities
of preocduction in the Six, those territories therefore constitute an important
produvction potential, The exploitation of that potential in future years will
undoubtedly cause a3 marksd drop in imports of various types of tobacco from
third countries, and will reduce the latters' export receipts.

16. At the present time, Turkey depends on the American market for half of

its -exports, There is no need to emphasize the disadvantages of such dependence
for the principal export product of a country. In the event of a recession,
Turkey might b= placed in an extremely delicate situation, all the more so if

the market of thz Six were to become less accessible because of the 30 per cent
duty and other possible restrictions, )

17. Moreover, Turkish tobacco is faced with considerable competition on the
Europsan market. Because of advantageous prices and the special structure

of trade in certain Falkan States, exporters in those countries cean easily take
advantage of the conditions resulting from the Rome Treaty. The diversion of
trade which would result could cause serious damage to Turkey's exports to the
Commurity.

18, Oz the market of the Six, Turkish tobacco is used for the manufacture of
cigarettos, and in particular for improving blends. In recent years, the pro-
portion of Turkish tobacco used in such blends has been reduced in a number of
Buropean countries, In future years, that redustion may be even greater
because of the restrictive effects of the 30 per cent ad valorem duty.

Immediate Xffects of the 30 per cent Duty

19, The reduction in taxes on domestic production which will commence on
1 January 1959 and the tariff margin, varying between 6 and 9 per cent, which
will be introduced at the end of the first stage as regards imports of tobacco
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from the AOT's, will already have certain effects on trade with the Six.

Having regard to the application of Treaty provisions at the end of the first
stage, various factors will come into play, such as the need to modify blends
progressively; the establishment of trade relations, which will require some
time in order to ensure regular supplies of products of domestic origin; the
means of facing the new conditions of competition which will cause manufacturers
to use a greater proportion of tobacco originating in the Community and the
AOT's, In the immediate future, such a trend will cause a marked decrease in
imports from third countries, while at the same time encouraging domestic
production.

Conclusions

20, In view of the above-mentioned considerations and taking into account the
‘possibility that the agricultural provisions of the Treaty might be applied to
tobacco, the Turkish Government considers that the preferential duty of 30 per
cent ad valorem will greatly stimulate production of many varieties of tobacco
in the Six and the AOT's, to the detriment of production and exports by other
countries, such as Turkey, which are traditional suppliers of the Six, and that
very serious damage will result for world tobacco trade as a whole.

In view of the very limited number of primary products exported by Turkey,
of which tobacco is the most important, the general incidence of duties under
the common extermal tariff, as at present known, will be higher than the duties
at present applied by the Six, because of the 30 per cent ad valorem duty on
tobacco, This duty has been fixed at the highest level of the import duties
at present applied by the Member States of the Community, and moreover it offers
no péssibility of compensation in the sense of Article XXIV:6 of the General
Agreement,

In view of the foregoing, the Turkish Government considers that the
establishment of a 30 per cent ad valorem duty on tobacco imports is contrary
to the provisions of Article XXIV, paragraphs 5(a) and 6 of the General Agreement
and that it constitutes a barrier to te trade of other contracting parties with
the Six, in the sense of paragraph 4 of that Article.

Consequently, and having regard to the fact that serious damage will un-
doubtedly result from the application of the 30 per cent ad valorem duty, it is
essential to remedy the situation caused by the modification in the above-
mentioned duty. ’

Prior to the conclusion of the Rome Treaty, imports of tobacco by the Six
were mainly subject to fiscal duties for revenue purposes. The Turkish
Government therefore requests the Six to agree to make unmanufactured tobacco
liable only to internal fiscal taxes, in accordance with Article 95 to 99 of
the Treaty, in order to prevent any diversion or discrimination in trade in this
product which would be fatal to exports by the traditional suppliers of the Six,
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ANNEX VI
MM ORANDUM

Axrticle XXIT Consultations

1., Letters in identical terms with those of this letter have been addressed
simultaneously to the five other Leaders of delegations to this session of the
OONTRACTING PARTIES to the General Agreement on Tariffs and Trade who represent
eowntries who are signatories to the Rome Treaty. A copy has also been sent to
the Couneil of Ministers of the European Eoconomie Gormunity in PRrussels and to
the Executive Seoretary bto the General Agreement on Tariffs and Trade.

2 This prooedure has been adopted first by way of conforming to the under-
standings, reached at our latest discussion of 4 November 1958 (with represen-
tativos of the Members of the Community on the effecta of the declaration of a
duty of 30 per cent ad valorem in List F of the Rome Treaty) that the Rhodesia
and Nyasaland delegation would reply in writing both to the letter delivered by ‘
the Six at the meeting, in which explanations were given of the factors which
entered into the fixing of the duty at 30 per cent ad valorem, and also to the
observations whieh were read out at the meeting by a representative of Franee
with regard %o the Rhodesia and Nyasaland memorandum of 15 August 1958.
Seoondly, the Rhodesia and Nyasaland dolegabion bas in mind the possibility
that eonsultations may have to be resumecd after the present session of the
CONTRACTING PARTIES has closed and that it is, therefore, desirable that the
views of Rhodesia and Nyasaland, in the light of the conmsultations so far,
should be expressed fully in writing in the hope that Community countries will
be able to meet, in the near future, the request for the mitigation of the
damage whish has been put to them by Rhodesiz and Nyasaland.

3« To that end it is fclt that sush views should be available in written form
to the Members of the Comunity if they will have been unable to meet the reguest
beforo the ond of the sessione

4. Aosordingly, this letter will cover the Amrious points whioh are still out-
etanding at this stage of the eonsultation. ‘

8¢ The first consideration is that of damage flowing from the pramulgetion

of the new duty, as a result of which trade conditione havo besn created whieh,
on the one hand, oconstitutec an oncouragement of the production of tobaoco with{n
the areca of the Community and within the Associated Overseas Territories and,

en the other hand, oonstitute at the same time a ‘discouragement of inoreased
sales by the Federation of Rhodesia and Nyasaland to those countries.
Consequently, in the future trade of the Community and its Assocoiated Overseas
Territories, whether or not expanded, and for whatever reason it may or may not
be so expandod, a diversion has been encouraged to the detriment of Rhodesia '
and Nyasaland. This, it will be appreciated, is not a matter of establishing a
ghange in fixed terms, whether of absolute quantitics or values of tobacco
exports, or of fixed ratios of the future market (both of which can be affeoted
by eammereial eonsiderations which oxist eontinuously as ohanging influenoccs on
trade) but of the change in the torms of aceess to the Common Market, resulting
from the deolaration of the duty, and the steps that will be taken by importers
and produders to meet that ehange in the terms of access., This is not a 'mere
appychension: it is a fact, the fact that the duty has been promulgated. The
prineiples just statcd cre, moreover, the normal principles applied in any under-
standings between eontraecting parties; they are the basis of the mutunl tariff
&onoosgions now embodied in the GATT Schedules and must be the basis of the
$arif? negotiations proposed for 1960 by contracting parties.
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6. It should not be necessary to proceed further to establish the fact of
damage than to point to the fact itself of the declaration of the new tariff,
end it is with a degrea of protest that we proceed beyond that point in dealing
with particular poinis in connexion with the duty.

7« This letter will eceordingly deal point by point with the observations read

to the meeting of 6 November 1958, on the Rhodesia and Nyasaland memorandum of
15 August 1958.

8. Oriental Tobageo

(a) "This is g difficult, if not impossible, variety to develop in the

égaociated Overseas Territories essentially becruse of ecological factors well
Jmown to the experte "

While ecologicel factors are clearly of imporbanse in the growing of any
kind of tobasco, the above statement is contested. Ecological factors do not
provent the production of Oriental tobaccos in the FPederation of Rhodesia and
Nyasaland, where production has been:

1949-1951 yearly average 1,836,000 lbs.
1956 710,000 1bs.

Difficulties cxperienced have been mainly the need to increase labour forces
for the harvesting of Orientel tobaccos (which mature later than flue-cured)
at the same time as the flue-cured crop is being graded. In recent years
Oriental tobaccos have proved to be especially suitable for production by the
indigenous peesant in the two Rhodesias and a pilot schemo was introduced two
years ago in Nyasaland where production has now been successfully started.

(b) "At the present time there is no production of this type in the
AOT's and it would appear that its production there is not envisaged,"

"The future prospects as iv concerns consumption of this particular
variety will depend a lot on the evolution of consumer tastes, and it seems
that traditional producers should harbour no particular fears as to the
possibilities of introducing this variety into the AOT's.M

It is noted that production in the AOT's is not envisaged and that the
view is expressed thabt traditional producers need harbour no fears as to the
possibilities of production in these territories.

That statement is in conflict with our own experience of conditions in
Africa, both ecological and economic. The statement further ignores the
stimulus to the creation of new private enterprise in tobacco production in



the AOT's brought about by the duty-free entry of Associated Overseas Terri-
tories! tobacco in the Common Market behind a tariff wall of 30 per cent

ad valorem, =nd the stimulus to governmental activity in encouraging production
schemes offered by factors other than the duty, namely the monopolies of Franse
and Italy, and the proposed new Development Fund of the Community as a whole
provided for in Article I of the Implementing Convention relating to the
Association with the Community of the Overseas Countries and Territories.

(¢) The references in the statement to the evolution of consumer tastes
are apparently offered as a conjectural remark. They certainly add nothing to
the argument in this particular case.

9, Flue-cured ("warm-air" dried) “obacco

(a) "These tobaccos are chiefly produced in the United States, but
also in many other countries, particularly Rhodesia. Although more widely
grown, this variety requires special care and, besides a certain amount of
costly and special installations, constant supervision in the cultivation
and handling of the product. This type of tobacco is not produced in the
AOTt g, W

Flue-cured tobacco is being grown in Portuguese East Africa, Morocco,
Kenya, Uganda, Nigeria, Tenganyika, the Union of South Africa and Mauritius.
We note the statement that it is not now grown in the Associated Overseas
Territories of the Community.

(b) "It is not impossible that it may be (grown) in the years to come,
but it is hard to say whether the duty of 30 per cent, which may come fully
into force at the earliest in twelve years, represents a sufficient incentive
to producers (should there be any) to find the necessary investment capital.

"It will be noted that in the framework of the Monopoly, that is to say
in conditions of absolute protection, this production has not been developed.

One may be permitted to recall, however, despite their self-evident importance,
the following factors: available land and labour,"

We note that the Community considers that the possibility that flue-cured
tobacco will be grown in the AOT's is not excluded., Tho reference to the
intention to bring the duty fully into force only after twelve years is irre-
levant as the prospect or assurance of such a duty is in itself an inducement
to investment in new production now.
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The reference to the French Monopoly is unconvincing. Such protection
as 1s now afforded by the French Monopoly is only on imports into France from
French territories, In the Common Market, on the admission of the Six them-
selves, a substantial part of the protection afforded by the French Monopoly
will, as a result of the 30 per cont duty, be extended to all AOT's, and to.
the whole of the Community, including Germeny, Benelux and Italy - a new area
which, in total, provides a very much larger market than France alone,

Land and labour are factors of production which are not likely to be

"decisive obstacles to investment in flue~cured tobacco production on the

conditions which prevail in the AOT's,
The fact is that the duty and development aims of the Community, as
expressed in the Treaty, constitute an encouragement to investment by

governmental end private agencies.

10, Dark Tobacco

(a) "One can list here Maryland tobacco, produced in Madagascar
where it has been produced for many years, and at all events well before

the last war. It is interesting to note that since before the war, pro-

duction in Madagascar of this variety reached the amount of 5,000 tons

and that fipgure has never been exceeded."

The comparison made and quoted of Madagascar Maryland with dark-fired
tobacco is misleading. The United States has elready pointed out in the
consultations that Maryland tobacco grown in Madagascar is really a light

tobacco and, to meet a particular demand, is mede dark or black by fermentation.

Thereforc a diversion from Rhodcsia dark tobacco in favour of Madagascar
Maryland would be a diversion to light tobaccos. Any such diversion would,
of coursse, be accelerated by a change in consumption taste in favour of light
tobaccos.

In relation to Madagascar Maryland tobacco, therefore, there is, firstly,
the probability of substitution as just stated; and secondly, there is the
fact of diversion from Rhodesian dark-fired tobaccos to dark-fired tobacco
produced in the AOT's (and within the area of the Community, especially Italy)

where production is encouraged by the duty.

In regard to the fact that production has not exceeded 5,000 tons it
will bo readily understood that under a monopoly system production can be
controlled - i.e., reduced, expanded or ma:ntained at an even level,



- 23 =

(b} "These tobaccos have a lower nicotine content than those grown in
the Federation of Rhodesia and Nyasaland, and if substitution of tobaccos
originating in the AOT's for that grown in Rhodesia were to be feared, it
would be because of the particular characteristics of these tobaccos, as
consumer taste is slowly but surely veering towards light tobaccos."

First, taking this observation as referring to Maryland tobacco, the point
thet fermented Maryland (dark or black) tobacco has & lower nicotine content
when compared to dark fire~cured and dark sun~cured tobacco produced in
Rhodesia and Nyasaland is only relevent in that, if consumer taste is veering
towards light tobacco, Madagascar Maryland is in a strong position vis-a-vis
both dark and light tobaccos outside the protected market, because in its
unformented original form it is a light tobacco, and the production is steady
and the potential great.

Secondly, taking the observation as referring to dark tobaccos as such, in
respect of which the observation contends that changes in taste will result in
a reduction in the demand for Rhodesia and Nyasaland varieties of dark tobacco,
we comment that if the total demand by the Six for dark tobaccos contracts,
proportionately or absolutely, because of a change in taste, such a contraction
does not exclude the substitution at any stage, for dark tobaccos grown in
Rhodesia and Nyasaland, of dark tobaccos grown within the area of the Six,
particularly Italy, and in the AOT's. Having regard to the existing pattern
of purchases by the Six as well as the new pattern which the duty will en-
courage, clearly the substitution of a Common Market or Associated Overseas
Territories' source for the Rhodesia and Nyasaland source is the crucial
factor in relation to our interests, rather than the change in taste.

11, Cigar Tobaccos

(a) "These tobaccos are at present produced overseas only in plantationas
of minor importance. Production figures have been guoted in the report of the
Working Party on the AOT's. It is certain that the duty of 30 per cent will
create for producers of this type an advantage more noticeable than in the
case of other categories, but the cultivation of this type needs many condi-
tions, notebly financial (important investments) which meke the production
of these tobaccos risky and even a gcmble."

The obssrvation admits our case but treats it as a matter of degree. The
effect of the duty is to remove the clement of risk or gambling in investment,
because a preferential market becomes assured. Information received of in-
creasod production starting in the Boclgian Congo end other AOT's does not
tally with the obsorvation now commented on.,

(b) "“Among other conditions, it will be enough without going into them
any more, to mention the factors such as soil, climate and labour. There again
it is significant that monopoly protection was not sufficient to ellow for
noticeable development of these tobaccos."
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As we have already commented, tho obstacles presented by soil, climate
and labour are overstated: equally the extent to which the duty will assist
in overcoming them is understated. o

12, Goneral

(a) “Finally, one cannot try to assess the effects, in the long term,
of the new situation created by the Treaty of Rome, without taking into account

prospects of consumption. In this regard, increased consumption in the course

of future years appears to be certain and appreciable.

"Reasonable estimates have put the figure of increase .in consumption at
75,000 tons in the countries of the EEC and AOT's by the end of 1965.

"It is impossible that production in the AOT's, which hes been shown to be
amall, can develop in such a way as to replace or even endanger traditional

suppliers to the Community."

(1) The statement that increased consumption in future years will be
certain and appreciable is open to considerable doubt for the
following reasons:

As explained by the United States delegation the total
aggregate amount of duty leviable by the Six under the
proposed duty of 30 per cent ad valorem will be 80 per
cent higher than the total aggregate leviable under the
existing import dutics of the Six,

As a result of this duty increase the price of imported
tobacco will increase sharplye.

Consequently EEC manufacturers will compete strongly for
tobacco produced in the EEC and AOT's with a resultant price
increase of these tobaccos,

The manufacturers will accordingly be obliged to seek permission
to raise the price of their cigarettes and other tobacco products,

This will tempt the consumer to buy cigarettes imported from
other sources which, under existing GATT bindings, can be im-
ported into some countries of the EEC extremely adventageously,

(11) We consider the contention that tobacco consumption within the EEC
and AOT's will increase by 75,000 tons by the end of 1965 to be opti-
mistic. It would be appreciated if a statement of figures over a
recent representative period could be furnished by the EEC in support
of this estimate, together with a statement of eny new factors taken
into account in making the estimate, should such figures not reflect
the increase envisaged by the EEC.

(1ii) For the reasons stated elsewhere in this letter, Rhodesia and
Nyasaland cannot ogree with the statement that it is impossible that
production in the AOT's can develop in such a way as to replace or
endanger traditional suppliers to the countries of the Communitye



(b) "It is reasonable to admit that an immortant nortion of this increase
will be sought in third countries whose share of trade will increase in actual
value."

In any case, whether consumotion increases (at whotever rate) or decreases,
the duty affsects the competitive position of Rhodesia and Nyasaland under its
present terms of accsess to that market. Thus, taking normal commercial com-
vpetition into account, which is something which Rhodesia and Nyasaland as a
supplying country is prepared to meet, the change in the terms of access to
the market reduces our onporvunities of competing in the maintenance or

xpansion of sales in the Common Market. It is not a question of démanding a
fixed share of a market either in ratio terms or in terms of absolute quantities,
but of a detrimental change in our opportunities to trade under normal com=
petitive conditions.

(¢) "™In conclusion, study of the tobacco market as well as examinetion
of the vossibilities offcred by the AOT's does not lead one to forcsee, at
least in the short term, any important diversiom in present trade trends.!

It is noted that the obscrvetion admits the possibility of diversion ia
the long term. anticipation of such a diversion produces, and has produced,
immediate effects setting in a trend detrimental to third country supnlicrs,
a trend which if continued may provc irreversible.

(d) "Taking the longer view, it is more difficult to know to what oxtent
these trends will be affected by habits, consumer taste and many factors which
it has only been possiblc to touch on in these few lines, which anpear to play
a part, in the final analysis, more important than customs duties in the tobacco
trade."

Consumer taste can be changed deliberately, and the action of governments
or manufacturers is frequently the exzltmation of induced changes in consumer
tastes.,

Changes at an ennual rate of 23 per cent, which is practicable without
encountering consumer resistance, could produce in this case a change of blend
by 30 per cent within the first twelve years of the life of the Treaty. Tho
effect of the duty is to encourage such deliberate changes.

(e) "It only remains to conclude by taking into account the prosperity
which the implementntion of the Treaty cannot fail to produce. The rise in
the standard of living which is bound to result from this imvlementation will
contribute to increase the needs of the EEC and, at thc same time, the exports
of third countrics."

This observation is tantamount to saying that the Community has a large
economic development programme, an observotion which we accepnt, but not as an
exceptional featurc or relcvant to thc question. Other countries, including
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Rhodesiz and Nyasaland, ~lso have sound development programmes which will
result in increased demand for thc manufactures of Burope. What is relevant
is the alteration in the torms of access to the market, irrespective of the
expected cxponsion of the market and of whatever policies cause an expansion
of the market. The suppliers muct not be regrnrded as cntitled tc a limited or
immitable part of o~ markot, vhethor in ratio or absoclute terms.

13, "Taking into considerction the points in the Rhodesian Memorandum about
Quantitative Restrictions and the Agricultural Provisions of thc Treaty, it

must be noted that they refer to simple cventuczlities written into the Treaty.

It apoears premature to cnvisage consequences which their eventual usage would

be likely to bring about.”

We reoiterato the reservations cs set out in paragraph 8.3. of our
memorandum of 15 August 1958, which was sent to the lember States of the EEC.

In addition to the forcgeing comments on the observations read to the
meeting of 4 November 1958, wc wish to toke the opportunity of developing our
views on aspects cf the effects of the Rome Treaty which have not so far been
dealt with in this letter, and of commecnting on thc memorcndum of the Six,
dated 4 November 1958, dcaling with the motives which influenced the fixing
of the tobacco duty at 30 per cent, and the binding of the rfuty-free import
of leafl tobacco into France.

14, ZEffect of the Tariff in cther respcets than in connexion with the associa-
tion of the Cverseas Tocrritories

The first poragraph cf our memcrondum of 15 August 1958 stated our
interest in thc effccts of the common tariff itself, in addition to the cffects
of the assccintion of the Overscas Territeries with the Common Merket. However,
because of the terms of rcferencce of thc Working Party the memorandum itsclf
dealt specifically with the Associatcd Overscas Torritories' issue only.

We express our apnrecintion for your nagreement to include in the
consultation the wider cffccts of the toriff, and take this opportunity of
enlarging on theosc asnccets.

Tobacco has becn grown for mony years in Italy, Germony, Froance and
Algeria. Clearly any ecclogicsl vproblems in those countrices have been
solved.

(a) Italy

Italy stands to grin considersbly and in the immediate future from the
prceposed 30 per cent protoctive tariff. 1Its tobaccc industry is geared
through monopoly contrcl in such a way that it con quickly expand production
with the minimum of difficulty.



Italy grows the types of tobacco in which the Federation has an interest,
inecluding flue-cured, dark-fired, burley and other types. She already exports
some eleven million pounds annually to her co-member States, over the barrier
of their existing tariffs, and without any preference against third country
supplicrs. The new duty will give Italy frec entry into co-member countries,
and a 30 per cent advantage against third country suppliers.

This situation constitutes a »nositive and very substantial inducement to
increased production.

Bven if production in Italy is costly, her prices under the new.preferential
regime will inevitably be attractive to manufacturers in the ZEC anddemage will
be ceusded to the trade of third country producers.

Evidence has been given by the Unites States representative, in these
consultations, thot some manufacturcrs in the Netherlands and Germany have
indicated that they are already shifting tc greater purchases of certain types
from Italy in order to change blends, and that this is being done specifically
in respcnse to the proposed 30 nor cent duty preferencc. Our own tobacco
expert a2lso has been informed independently cf that development in respect cf
flue-cured and derk-fired tobacco. These revcrts give us great concern. The
movement is something that has actually occurred. Italian fluc-cured and
burley tobacces, according tc manufacturers, can profitably be intrecduced as
a substitute for medium and lower grades of Rhodesian flue-cured tobacco, since
the 30 per cent preferential duty creoactes a price advantage that EEC manu-
facturers camnnot ignore on the Continental market, which is so sensitive to
price and costs of monufacture. The same consideration applies to the sub-
stitution of Italian dark fire-cured tobacco fcr that originating in
Rhodesia and Nyasaland. We have further received informntion that, since the
declaration of the duty, an inereascd number of Italian prcduction instructcrs
‘are in the course of training.

(b) Germany

The proposed 30 per cent duty will also prove an incentive to increased
preduction in Germzny, not only of cigar tcbaccos but of other air-cured and
flue-cured tobaccos,

(c) Fronce and Algeria

In France, as in Italy, monopoly conditions cbtain, strengthening the
Inducement to increase production. Algeria also is an area which is capable
of toking full advantoge of the new preference. Investment in increased pro-
duetion, both in France and Algeria, is expected to bo considerable.
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15, Comments on the memorendum of the Six, dated 4 November 1958, replying to
the gquestions asked by Rhodesia and Nyasaland at the first consultntion meeting.

(2) Motives influencing the fixing of the tcbacco duty at 30 per cent
ad valorem

We now note the principlcs on which the duty has been determined, as
stated in the first part of your reply, and are grateful for your clarification
of the impression previously created that the duty was fixed on the basis of an
~rithmetical averzge. It is noted that your reply states that the duty was
fixed at a rate which 2opeared to the EEC to take account of the different
interests involved. Should we assume that the interests taken into account diad
not include those of outside suppliers? Should we also nssume that, if third
country interests had bcen considcred, a2 different result might have been reached,
inasmich as the explonation given in your reply would eppear to indicate that,
to a degrece, an arbitrary clement entered into the fixing of the present figuro?

The Working Party recorded in its repcrt (paragraph 7 on page 2 of GATT
document L/805/Add.6) that: "The duties on tcbacco in the Commmnity are mainly
of ¢ fisczl nature." That stotemont cof foct was not challenged or corrected by
the Community until the present censultations started when, in discussion, and
confirmed by your reply, the substontislly protective nature of the common
duty has been cstablished.

In view of the individunl statements by representatives of the Six at the
meeting on 4 November 1958, thot the 30 per cent duty was not based on any
governmental desire to expand production within either the countries of the
Community or the Overseas Territories, ond in view of your contention that
increased production is not enviscged ond in fact is almost impossible in the
AOT's, we cannot accept the need for any protective duty. Still less can we
accept the extension of the present mcnopcly protection in two of the Member
States, first to embrace the AOT's of other lember States end secondly to
spread the protective effect of those monopolies to the Benelux and German
markets as a protective influence over and above the protection afforded by
the 30 per cent duty. Tobacco procducticn, hitherto protected by the two
Monopolies of Italy and France, will ncw enjoy, throughout the Community, the
additional protective effect of thc 30 per cont duty; in addition, tobacce
grown in other lMember States and AOT's will enjoy, not only the protection
affcorded by the 30 per cent duty, but that afforded by the two monopolies.
Article 37 of the Rome Treaty has particular relevance in this connexion in
that it provides for the removal, between Member States, of any discrimination
attributable to the operntion of mononolies.

We have concluded from the evidence supplied by the Commmity that no
increase in protection beyond the existing level is justified cn the basis
of facts, expectations or intentions oxpressed to us., In those circumstances
conly fiscal taxation, which does not distinguish between internal and external
supnlies, is justifiable. We wculd, therefore, repeat the request in our
memorandum cf 15 August 1958, that the prcposed 30 per cent ad valorem duty
replaced by internnl taxation., This method, on the one hand, would not result
in discrimination against outside supnliers and, on the other hand, is well
known to be 2 flexible instrument of fiscal nelicy.
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{(b) Binding of the duty~free import of leaf tobaceo into France

Rhodesia and Nyasaland will consider its position in relztion to this
binding at the appropriate time,

In addition we would mention, for the reccrd, the existance of the
current agreement between France and Rhodesia and Nyasaland whereby France
has certain obligations regarding the importation of unmanufactured tobacco
originating in Rhcdesia and Nyasaland.

16, The information so far elicited during this series @ consultations has
intensified ocur concern. Tho protective considerations; the impact of the
common tariff; the fact tnat menufacturers in Eurcpe hove, in respcnse to

the announcement of the tariff, alrcady taken action leading to a diversion of
trade: all these and other factors serve to increase our anxieties and provide
oven stronger grounds for repeating the request that the duty should be

removed and, if necessary, replaced by fiscal taxatiocn as provided for in
Articles 95 to 99 of the Rome Treaty.

(



