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3

1, The consultations on cocoa under Artiele XXII of the General Agreement with
the Member States of the European Economic Community, which were held at the
request of the Government of the United Kingdom, and which opened in Geneva on-
12 and 18 November 1958, were resumed in Geneva-en 18, 23 and 2)4 February 1959,
This minute relates to the February consultations only,

2, In eddition to Member States of the EEC, the following other contracting
parties participated in the consultations: the United Kingdom, Brazil, the
Dominican Republic, Ghana, Indonesia and the United States of Americel, The
Chair was taken alternately by a representative of participating countries other
than the Six and by a representative of the Six,

3. The discussions were carried out in the light of data and discussion to be
found in the working party's report on occoa (Addendum 1 to L/805), the statistics
furnished by the GATT secretariat (attached herewith as Annex I), the discussions
which had taken place in the previous consultation under Article XXII, and various
memoranda (i,e, the memorandum submitted jointly by the Governments of Brazil,
Ghana, Indonesia and the United Kingdom (attached herewith as Annex II) and the
reply prepared by representatives of the Six (attached herewith as Annex III)).

L, In order mot to burden the minute 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 "representatives of participating
countries other than the Six",

1 With reference to the status of the United States see paragraph 4 of the
report on bananas (document Spec(59)66) and its annexed declaration by the Six,
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COMMON EXTIR:AL TARIFE

() Implementetion of the Common Tariff

5. Representatives of the Six provided the following information about steps
taken by the Member States of the furopeen Economic Community in the field of
customs tariffs since the previous consultations:

(1) Import duty on cocoa besns vnrior to 1 Januery 1959:

Legal Duty Dutvy Applied

France 25 0]
Geruany, Fed. Rop., of 10 10
Italy 5 0
Benelux 10 0 9

(11) Under the Rome Treaty the situetion es of 1 Jenuary wes to be:

Duty effectively applied

on imports on imports from
from AOT!s third countries
France 0 0
Gormany, Fed. Rep. of 9 10
Italy C 0
Benelux 0 0

In other words, a 1 per cent preference in favour of the AOT!s was to
~ obtain in the German merket s of 1 Jenusry 1959,

(1ii) At the end of 1958, that is before the entry into force of this
preference, the German Government decided to apply, with effect
from 1 January 1959, the common externel tariff rate of 9 per cent
in respect of all imports of cocoa beans, This decision resulted
in the nullificetion of the 1 per cent preference in favour of the
AOT!'s, The decision taken on 3 Dacember 1958 by the Member Stetes
of the European lLconomic Community hed the same end in view, The
CONTRACTING PARTI&S werc informed of this decision in document
L/95h of 13 Jenuery 1959 distributed by the GATT secretarist, It
will be noted that since the lest censultation France has liberalized
imports of cocoa t . ns from all sources.

6. Representatives of perticipeting countries other tham the Six expressed
their concern about the uncertainty etteched to further action by the
Community to implement the 9 per cent tarif'f, especially the possibility that
the introduction of the common tariff and the reduction of internal berriers
might be speeded up, and asked th2t adequcte notice be given of future teriff
changes,
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(b) Assessment of the Common Teriff

7. Representatives of perticipating countries other than the Six expressed
their concern about the effect on their trade in cocoa of the future intro-
duction of a discriminatory tariff of 9 per cent in France, Itely and Benelux,
where imports had previously been admitted free of duty, and stated that the
use of a weighted or of an srithmetical average based on rates applied on

1 Jenuary 1957 would have resulted in & much lower figure, They noted with
satisfaction that the reduction of duty on 1 January 1959 by the

Federal Republic had been applied non-discriminatorily, and they hoped that
this was a good augury for the future, They pointed out thet the failure

to use an arithmetical average of the applied tariffs calculating the common
tariff was likely to lead to increased barriers to trade, contrary to the
principles laid down in paragraph L4 of Article XXIV,

8. The representatives of the Six recalled that the common tariff of

9 per cent had been agreed in negotiations between the Member States and hed
not been calculated on a weighted or arithmetical average of the applied or
legal teriffs, They pointed out, however, that if the legal teriffs had
been used, as Member States had the right to do, the figure of 12,5 would
have been obtained by teking the arithmetical average of those tariffs,
They recalled, however, that the experts who had been asked at the twelfth
ses8sion to consider the question of the common external tariff had come to
the conclusion that none of those methods would give satisfactory results,
They emphasized that the legel rates had been bound against increase as a
result of negotiations under the General Agreement in preceding years, and
that those tariff bindings had been deemed sufficiently attractive by third
countries to warrant counter-concessions,

DEVELORMENTS IN PRODUCTICN AND CONSUMPTION

9. The representatives of participating countries other than the Six noted
that as yet no preference had been grsnted to cocoa from the associated
overseas territories in the markets of the Community, They expressed the
view, however, that the tariff preference which would be introduced must act
as a stimulus to increased production-in these territories both by increasing
prices for producers and by giving an assurance of a market, and that
producers there would already be teking action to enable them to benefit
fully from the 9 per cent margin of preference when it finally took effect,
Their views on the scope for increasing production in the AOT!s had already
been fully set out in the report of the working party (L/805/Add.1). They
believed that there would in time be a substantially greater production of
s0coa in the AOT's than there would have been had these territories not been
given a privileged position in the markets of the Six, and they considered
that this view was borne out by the statement of the Six that the 9 per cent
preference was part of the series of measures intended to be of adventage to
their AOT!s,

10, The representatives of the Six replied that if the situation of the
cocoa trade was csusing concern, it was certainly not due to the Treaty of
Rome, but to that product's special position in the world economy, They
recalled that for some years production had been at a somewhat low level,
end that consumption had tended to decline becsuse of the high prices
resulting from inadequate supplies,
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This view is confirmed by experts, as the following extrsct from
No, 113 of the Cocoa Market Report of December 1958, published by Gill end
Duffus Ltd,, shows:

" ..with production in Ghene and the French Ivory Coast in pesrticulsr
running at whet seems to be extremely low levels, This gives cause for
concern not only for the current supply position but indeed for the
future of cocoa in Vest Africe .., Consumption is continuing its steady
decline which set in asbout the beginning of this year. Cocoa st over
£300 & ton has always led to a stesdy decline in consumption in the long
term and there is no reason to suppose thet it is not happening at the
present time,,.."

In the sssocicted overseas territories the problem erises of replacing
old plentations with a low output, but it is doubtful whether the producer,
who is interested only in the immediete profit, would be guided in his actions
by the prospect of the long-term adv ntaces he might derive from preferential
teriffs, The representstives of the Six pointed out that these questions had
alresdy been discussed by the AOT ‘Jorking Party zuné more particularly that
according to the views of third countries which had participated in that work -
views expressed in the Working Party!s report:

", ..at 8 most conservative estimate ,., this would lead within the
next fifteen or twenty years to additioncl annual exports from the
AOT!s of et least 50,000 tons above what would otherwise have come
forwerd,"

Although experts in authoritative circles deslins with these problems &are
somewhat guerded as to the actuel powsibilities of increesing production, the
Six were of the opinion that such an increase in production - an increase
which is not confirmed by facts at presept - would perhaps have the effect,
if it did occur, of reducing the present upwerd tendency of prices, 2nd would
thus contribute to a revivsl of consumption, Agein in their opinion the
tariff preference, if it had any influence on production in the AOT!s, would
only hsve effect towrrds the end of the transitionsl period and even then it
was not expected thst the increase would be unreasonsable.

DAMAGHE

ACTUAL DAMAG# TO THIRD COUNTRIAS

(8) Determinstion of Damage

- [ 4
1l. The representetives of participating countries other than the Six
considered th:t the approach to the problem of determining damage by the
examination of statistics as proposed by the Six wes entirely wrong. They
considered that the case thev had presented proving that damage must arise in
the future should be examined s the basis of the consultation, Their case
was a very ressonable and logical onso, likely to be accepted by eny unbiased
observer, The representetives of the non-Six understood that the represente-
tives of the Six had agreed th-t the duty would affect prices to an apprecieble
extent, and that production would grow, Baron Snoy, speeking on behalf of the
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Six at the thirteenth session, hed indicated that the Six wished to avoid
actual damagel. But actual damage could not be avoided by the post hoc
examination of statistics, but only by a consideration of an & priorl case
such as that now presented by them, If, therefore, the Six genuinely wished
to avoid damage, they must be prepared to weigh the case put to them by the
non-Six, Moreover, in their opinion, the consultations could not be regarded
as "fruitful", in Baron Snoy's phrese, if they did not lead to steps being
taken by the Six to avold demage to the trade of third countries,

12, Representatives of perticipating countries other than the Six ssked what
the Six would do if, in a few years time, third countries came forward with
an irrefutable case showing many millions of pouhds! worth of dsmage, Would
the Six then meke payment to third countries in compensation of this damage?

13, In reply to this question as to the intentions of the Six in case losses
were proved, the representstives of the Six pointed out that the question
certainly did not arise at present, but should it do so they would certainly
give it their full attention end consider what attitude should be adopted.

14. The representatives of the Six first quoted in full the following
paregraph from the statement made by Baron Snoy during the thirteenth session:

"The question todey is whether, on the basis of the impartial
summary by the Chairmen of the CONTRACTING PARTI=S, it could not be
noted that, between mere apprehension as to possible damage which
the Six cannot accept as constituting adequate justification and the
actual damage which we would all wish to avoid, there is a considerable
margin wherein there must be somewhere a basis for fruitful conver-
sations,"

The representatives of the Six regretted that the representstives of
third countries had not furnished ststistical information, so as to bring the
discussion from the hypothetical onto the practical level. In thet connexion,
they recalled that the statistics on which the Workine Party on the AOT'!s hed
based its work, and which the representatives of third countries had stated
were still velid, dated from 1956 and could no doubt have been supplemented
with more recent data, Since the representetives of certain third countries
had questioned the usefulness of statistics and had said that it would be too
late once any damage could be proved by figures, the representatives of the
Six pointed out that stetistics had geined fairly general recognition as an
appropriate working basis; they said that in any case, the work done by the
verious official bodies responsible for studying problems relsting to cocoa
and for preparing estimates of production and consumption for future years
wes generally appreciated by specialists; those studies, however, indicated
no such events as had been referred to during the consultations,

(b) Actuel Damsge

15. Representetives of perticipating countries other then the Six said that
while it was not yet possible to provide statistical evidence of actual damage,
they held the view thet on the psychological plene at least it was already
occurring, as their producers, who were elready faced with other problems,

1 Vide SR.13/19, pege 200.
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were being further discouraged by the prospect of being forced out of their
markets in the Community. Moreover, the prospect of duty-free supplies from
AQOT sources wss alresdy encouraging importers in the Community to examine the
possibility of drawing more of their supplies from these sources.

16. Representetives of the Six recslled thut the representatives of third
countries participating in the consultation had themselves admitted that it
was impossible at the present juncture to prove any damage, and thet for the
time being one could only mske & number of assumptions as to the future
developments. With regard to the psychologicel damage to which some repre-
sentatives had referred, the representatives of the Six stated that they were
not in a position to make any assessment of it, but thet during the first
consultation in November 1958, some produecing countries had steted that
because of the Tresty of Rome they hod been obliged to revise their production
programmes, The representetives of the Six recalled that at the time they
had asked for information concerning these progremmes and the wey in which
they had been revised, but had received no response to that request,

17, The representatives of perticipoting countries other than the Six stated
that they had in esrlier consultations maintained that the prospect of the
unfavourable change in conditions of access to the merkets of the Six must
necessarily discourege the development of production in third countries, but
this would occur lergely in the private sector and would not be known in
detail to govermments,

POTENTIAL DAMAGs TO THIRD COUNTRIES

(2) Decline in Consumption

18, Representatives of perticipating countries other than the Six expressed
the opinion that the introduction of a 9 per cent tariff in countries where
imports had previously been admitted duty-free would result, at the end of

the transitional period, in prices within the Community being higher than the
world price, by a substentiel part of the 9 per cent teriff, This differential
would occur no matter how the world price itself might move due to world-wide
merket conditions,

19, It was suggested by representatives of third countries thet this would
lead to a reduction in demend for cocoa beans below what it would have been
had there been no duty and to a decrease in consumption of finished products,
Information had been received which indiceted that manufecturers within the
Netherlends, an important cocoa merket in the Community, hed already made
representations to their Government about the possible effects of the

9 per cent tariff on their industry, and this concern of manufacturers within
the Community appeared to confirm the views held by third countries about the
possible effects of the common tariff, The recent decline in consumption in
a number of countries due to high prices supported this generel view,

20, Representetives of the Six pointed out thet it was rare for en increase
in import duty to be reflected fully in price levels, They agreed that the
imposition of & 9 per cent duty on imports which hed previously been admitted
duty-free might ceteris peribus reise prices by an spprecieble psrt of that
duty, but it was impossible to foresee precisely by how much, since price

- levels depended on & large number of factors, perticularly on market
conditions,
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21, The representatives of the Six expressed the view thet a decline in
consumption would not necessarily result from an increase in prices, The
price level at which consumption might be discouraged wes well above that
which would result from the 9 per cent tariff and they pointed out that they
found it difficult to examine the effects on the cocoa trade of 8 9 per cent
tariff in view of the impossibility, et the present stage, of estimating the
level of supply end demand several years hence, They believed, though they
could not be certain, that with rising living stendards in the Community
consumption of cocoas would rise very substantially,

22. Representatives of participating countries other then the Six asked
whether third countries were entitled to a fair share of the merket of the
Community, Representetives of the Six replied thet members of the GATT are:
entitled to whatever rights there ere defined in the Agreement!s provisioms,
Furthermore, there were many references in the Treaty of Rome to the desire
of the Six to teke due account of traditionel chennels of trade,

(v) Diversion of Trade

23, Representatives of participating countries other than the Six held the
view thet the higher price obtein=zble in the Community for their cocoa would
encourage AOT producers to sell their totel output in thet maerket, thus dis-
placing pert of the sales of third countries, This diversion of trade would
grow, as production in the AOT!s increased, Since consumption within the
Community wes unlikely to increase much beyond its present level, increased
imports from the AOT's would result in producers from third countries getting
& much smcller market for their cocoa in the Community than they would heve
got if there had been no duty, No teriff diserimination wes yet in effect,
and it would teke & few years for expansion of production to affect exports,
80 that it might be some time before statisties proving diversion of trade
could be obtained, but by th:=t time it would be extremely difficult to avoid
permanent demege to the trade of third countries, The Hesberler Report had
said that the preference on cocoa would be trade-diverting rather than
trade-creeting,

2l,. Representatives of the Six stated thot coco: producers like most
sgriculturel producers throughout the world were not so much cttracted by the
uncertain prospects of remote adventeges which they could not fully eppreciate
as by the prices which could be obtained from day to day, Increasing returns
incited producers to extend or improve plcntetions while diminishing
remunerations resulted in e loss of interest on their part, In this connexion,
the case of Brazilien coffce growers appeered to be particulerly significent,
Under the incentive of high prices in 1954 Brazilien coffee plantations hed
been over-expanded. The behaviour of Brazilian growers had clearly shown

that they had been prompted not by speculations as to future returns but
merely by short-term considerations., There was nothing that could substentiete
the view that consumption in the Community would not expend in the next few
years and studies on this question while making due allowance for the un—
avoidable unknown fectors, gensrally led to the opposite conclusion, In fact
consumption tended to level off es prices reached high levels as was the cese
et present,
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CONCLUSIONS

(e) Views of the non-Six

25, Representctives of prrticipating countries other than the Six recalled
that trade in cocoa wes of grest importance to their continued economic
development, They recalled the erguments which they had put forward in
earlier discussion on this subject, and noted that discussions on the present
occasion had led to acceptance by the Six of some of their basic arguments,
(such as the effeccts of duty on prices, the tendency for higher prices to
decrease consumption, and the advantages of preference to the AOT's), though
not the deductions from them, They believed, however, that those deductions
were logically inescapable and that the Six would eventually realize this,
They expressed their dissppointment that the representatives of the Community
had not been able to give any assurance to third countries that they would be
allowed a fair share in the markets of the Community, nor to say what would
be done if demsge were proved. While no actusl demage could yet be statisti-
cally proved, damage of a psychologicel neture was alresdy occurring, and
would steadily increase in the future, Far from being satisfied by the argu-
ments of the Six, their governments were becoming increasingly slermed at the
dengers, They felt that it was for the Six to show that tkhe cction they pro-
posed under the Treaty of Rome would not be hermful to third countries, and if
they could not do so, to amend their proposels.

26, They further expressed their diseppointment thet there was still no
indiestion thet the Six were considering prectical esction to forestall damage
to third countries, as had in their opinion been implied by Baron Snoy!s
statement, but seemed rother to prefer to aweit concrete evidence that demege
hed been suffered, by which time it might be too late for fully effective
remedisl action,

27. They would have to report to their governments this failure of the
consultations to yield fruitful results and their governments would have to
consider how best to continue their pressure for a practiczl solution to this
problem of preventing demegc to their treade,

(b) Views of the Six

?

28. The representetives of the Six pointed out in conclusion that the

debates during the two meetings of the consultation hed related exclusively,

on the one hend, to the level of the teriff, and, on the other, to the effects
which that tariff would inevitably have in future, They noted thet, in the
actuel opinion of the representetives of third countries, all that could at
present be done was to meke essumptions but they emphasized thet, whereas the
Six did not rate their own assumptions than mere forecasts, the representatives
of third countries mainteined that their assumptions must necesserily turn out
to be true.
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29, The represcntatives of the Six esdded, with regerd to the problem of
proof raised by certain countries, that they could not accept the view that
Member States of the Europeen Hconomic Community would have to prove that no
losses would be sustained. According to well-founded GATT precedents,
countries which sasked for & consultation had to furnish proof of what they
claimed to be facts,

30, Recalling the question of the intentions of the Six in case losses were
proved, the representatives of the Six pointed out that the question certainly
did not arise at present, but should it do so, they would certainly give it
their full attention and consider what attitude ‘should be adopted.

31, They said that they would give the competent esuthorities a full end
faithful report on the apprehension which had been voiced,
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Imports of Cocoa Beans, Cocoa Powder, Cocoa Butter and Paste (SITC 072)

in 1956 and 1957

(metric tons and per cent of total imports)

—il—

ANNEXE I

nportations ds Feves de Cacao, Poudre de Cacao, Beurre et Pite de Cacao (CTCI 072)

on_1956 et 1957

(en tonnes métriques et en pourcentage des importations totales)

~ Imports into Belgium-Luxemburg .
Bogtd . Germany, Fed. Rep. ftaly Netherlands United Kingdom United States Japan
: Uk frat o Be?nlot Ecgnomiqug France Allemagne, Rip. Fed. ltalfe Pays - Bas Toral Royaume- Uni Etats - Unis Japon
lmpnr’ts fr‘om QO‘ uxembourgeoise .
Provenance 1956 1957 1956 1957 1956 1957 1956 1957 1956 1957 1956 1957 | 1956 1957 1956 1957 | 1956 1957
Total v oo vmeenneen | 16820 15712 54,618 62,205 104,376 114,233 | 22,853 28,440 | 73,425 79,707 | 271,892 300,207 | 97,599 123,675 | 286,430 269,395 [ 4,663 8,070
g1 1000 10040 100.0  100.0 100.0  100.0 100.0  100.0 | 100.0 100.0 100.0 106.0 100.0 100.0 100.0 100.0 | 100.0 100.0
Associated Territori :
T:j:it:iies As:oc?gses . 2,643 2,920 | 44,965 49,909 15,856 11,957 | 7,358 7,973 | 25,781 26,622 | 96,803 99,381 1,246 1,210 | 26,519 32,838 43 -
| g 15.9 18.6 82.3  80.2 15.2 10.5 32.1 28.0 | 35.1 33.4 3.5 33.1 1.3 1.0 9.2 122 | 0.9
Belgian - belges . . 1,605 1,991 = A 1,000 966 - 9 614 2,19 3,219 5,160 - 2 - - 43 -
3 9.7 12.7 1.0 0.9 - 0.8 2.7 12 1.7 - 0.9
French - frangais . 1,038 929 54,965 49,909 14,856 10,901 7,358 7,964 | 25,167 24,428 93,384 94,221 1,246 1,268 26,519 32,838 - ’
3 6.2 5.9 82.3  80.2 14.2 9.6 32.1 28.0 | 34.3 30.6 34.3 IR 1.0 9.2 12.2
Brazil - Brésil . . . . 969 44 665 179 21,246 22,089 | 3,851 2,610 | 8,064 9,229 34,795 34,851 6,838 7,252 | 78,747 58,333 | 2,515 3,196
| 3 5.8 b1 1.2 0.3 20.4 19.3 16.9 9.2 1.0 11.6 12.8 1.6 7.0 5.9 27.3 21.7 | 53.9 39.6
GHANE « o o v o v o v e s e 3,380 3,749 1,18 5,399 48,864 53,361 a) 7,423 | 18,443 14,546 | 71,885 84,478 | 33,518 42,757 40,564 49,598 537 1,453
3 20.3 23.9 2.1 8.6 46.8 16.7 6.0 | 25.1 18.2 26.4 28.1 34.3 34.6 1.2 18.4 | 11.5 18.0
Ceylon - Ceylan . . . ) - « - - 49 - 307 176 225 - 581" 176 83 - 0 - | 255 155
g - 1.3 0.6 0.3 0.2 0.1 0.1 - 5.5 1.9
Dominfcan Republic
République Dominicaine ° ° % - - - - - - - ?72 ?ag ?62 ?Bg I’SAZ - - ]7'35? 23’gsg - -
?2;t°dd§;"9gﬁngzgzggfgﬁ:°3 1,186 731 5,054 4,840 5,330 13,500 | 8,945 7,202 | 13,060 18,863 | 35,475 45,325 | 41,718 55,378 | 52,018 37,224 | 410 1,005
- depe 3 7.1 4.5 9.1 7.8 6.1 1.9 39.] 25.6 17.8 23.6 13.0 15.1 52.7 448 18.0 13.8 | 8.8 12.4
Nigeria w o v oo v 176 30 200 4,500 5,411 12,956 | 8,573 6,086 | 10,409 17,344 24,940 40,925 | 39,014 52,081 46,564 32,297 | 375 1,005
g 1.1 0.2 0.5 1.2 5.2 1.3 37.5 21.4 14.3 21.7 9.2 - 13.6 40.0 12.1 16.1 120 | 8.0 12.4
ritish Yoot Indies . .. 890 496 560 290 3 843 114 - | s 20 | 2,608 1,660 | 2,305 2,402 | 5,387 4,787 - -
- orite g 5.4 3.2 1.0 0.5 0.7 0.6 0.5 0.4 0.3 1.0 0.6 2.4 1.9 1.9 1.8
Portuguese Territories :
. .. 20 3 623 658 908 2,265 83 m | 3,479 4,817 5,113 17,882 a 20 50 . 1,165 = =
Territoires porlugats g 0.1 0.2 1.1 1.0 0.9 2.0 0.4 0.4 47 "6.0 1.9 2.6 - - 0.4
Indonesia - Indonésie « o « . - - - - 263 229 - = 29 - 292 229 - - 23 - - -
0'2 0.2 - 0.] 0.]

Sources : OEEC, Foreign Trade Statjstical Bulletins, Series IV - Bulletins Statistiques de 1'OECE, Commerce Extérieur, Série IV

s

Commodity Trade Statistics, United Nations

a) included under United Kingdom Dependencies
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THE TREATY OF ROMBE

COCOA

Submission by Ghana, Brazil, Indonesia
and United Kingdom Delegations

This paper is submitted by the delegations of Ghana, Brazil, Indonesia
and the United Kingdom (on behalf of its cocoa-producing dependent territories)
for the discussions on cocoa with the Member States of the Turopean Economic
Community under Article XXII of the General Agreement,

le Ever since the decision was taken to associate their overseas territories
with the European Economic Community, the Governments of Ghana, Brazil,
Indonesia and United Kingdom have expressed concern at the adverse effects
which the advantageous treatment afforded under the Treaty to the products

of these overseas territories would have on the trade of their countries.

2., So far as cocoa is concerned representatives of these Governments
explained thelr fears in detail in the discussions on this commodity in

the Working Party on the Association of Overseas Territories with the
European Economic Community which met in the early part of 1958. These
views, which were shared by the representatives of all producing countries
present, other than the Six, were recorded in I/805/Add.l. Their Governments
believe that the arguments presented at that working party conclusively
demonstrated that the damage they fear will eventuate, unless specific action
is taken by the Community to prevent that damage.

3. In brief, since the common market tariff on cocoa beans under the Treaty
of Rome is fixed at 9 per cent (List F) and since the products of the over-
seas territories of the countries of the TGuropean Esonomic Community are to
enter duty-free into the Community, the terms of the Treaty inevitably mean
that at the end of the transition period cocoa from the AOT!'s will enter
duty-free into all the markets of the iuropean Zconomic Cammunity, while

that of all other producers will pay a 9 per cent duty. This is to be compared
with the present position in which no duties are charged on any imports of
cocoa into the Six except for Germany which imposes a non-discriminatory

10 per cent tariff. «ven in France where balance-of-payments difficulties
have led to quantitative restrictions on imports from outside the franc

zone, there have been periods in which cocoa from all sources was admitted
free of all restrictions into France.
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4, The Zuropean cocoa market which will be affected by the new provisions
represents in 1957 some 300,000 metric tons or over 30 per cent of world
imports, worth at present prices $200 million. Soms 200,000 tons of this

did not come from their own overseas territories - Ghana exported 106,000 tons,
Brazil 34,000 tons, Nigeria 45,000 tons, Sierra Leone 1,400 tons, Trinidad
1,800 tons, Grenada 400 tons and Indonesia 550 tons., Cocoa is, moreover,

of the greatest importance to the economy of these territories. Under normal
conditions it is at least 65 per cent of Ghana's exports, 27 per cent of
Nigeriats and 60 per cent of Grenada's,

5. The new arrangements defined by the Treaty must inevitably discourage
consumption in the Six below what it would otherwise have been, and give a
substantial price advantage to AQOT producers in the markets of the Six,

thus leading to an appreciable fall in the prices received by other producers.
Even so, AOT cocoa will be cheaper in the Community than other cocoas (after
payment of duty) and importers will divert their purchases away from their
established sources of supply to AQOT sources. In the words of the Haberler
Report the arrangements will be trade-diverting rather than trade-creating.

6. The tendency to instability in the world cocoa market will be aggravated
by the creation of thils new preferential area and world prices will be
adversely affected to the serious detriment of all cocoa producers whether

or not they sell to the Six.

Te The trade distrubances will start as soon as the first lowering of the
tariffs (in the German market) in favour of the AOT's is made on 1 January
1959, They will be cumulative as each step to implement the Treaty!'s
provisions is taken so that eventually a position will be reached in whioch
third country suppliers of cocoa to the Six will have access to a far smaller
market within the Community than they would have had in the absence of those
provisions.

8. Moreover, the prospect of a protected mearket in the Six for at least
some 100,000 tons more than thelr total present production is an existing
incentive encouraging farmers in the AOT'!'s to increase their production.

The advantages which AOT producers of this and other commodities should reap
from the Common Market have been widely commented on by French officials

and others, and should now be generally known to producers. The start of
discrimination in thszir favour on 1 Jannaiy 1959 will give these producers
confidence in the eventual creation of the full preferential system and
hence encourage them to push ahead with development,

9. Since cocoa trees take many years to come into full bearing, cocoa
farmers in the AOT's must start planting soon if they are to get the maximum
benefits of the 9 per cent preference when it is in full operation. Per
contra this constitutes an immediate threat to the development plans of

cocoa farmers in other parts of the world. The certainty of a fall in one

of their most important markets and the doubts about the future which this
inspires has already caused great alarm and the introduction of discrimination
on 1 January next will confirm their fears and strengthen their reluctance

to push ahead with plans for expansion,

{
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10. The arrangements of the Six as defined in the Treaty are, therefore,
causing a diversion of development plans at this moment, encouraging
production in one set of under-~developed cocoa-producing countries (the AOT?'s)
at the expense of the rest, The effects of this diversion will not be
measurable in trade terms for many years by which time it will be too late

to take remedial action without doing serious damage to the interests of the
farmers of the AOT's who will have been led to expect a permanent continuance
of their favoured position. Only immecdiate action can put matters right
before harm is done to either one set of producers or the other.

11, It is hoped that the Six will appreciate the gravity and imminence of

the dangers they are provoking in their present policies om cocoa, that steps
will be takm to prevent the initiation of discrimination on 1 Jonuary next,
and that at a very early date a long-term solution will be evolved which
will give cocoa producers all over the world a firm assurance of that free
non-discriminatory access to the growing markets of the Six which they
enjoyed before the Treaty of Rome.

12, It is assumed that any action which is taken to eliminate the adverse
effects of the Common Market tariff on cocoa will not be vitiated by recourse
to the provisions aof the Treaty which provide scope for other forms of
discriminatory action on behalf of the Six's AOT's,



ANNEX III

Reply to the Document on Cocoa submitted by Ghana and
the other Delegations which took part in the Consultation

1. The following remarks are made in reply to the memorandum on cocoa sub-
mitted by Ghana, Brazil, Indonesia and the United Kingdom and to the statements
made by the representatives of those countries at the meeting on 12 November.

2. The representatives of the Six note that the essence of the arguments
adduced by those countries concerning the procedures esteblished by the pro-
visions of the Rome Treaty as regards cocoa is contained in the report of the
Working Party on the AOT's with the European Economic Community, and that
although strictly speeking they have no real case, they consider that the
arguments expounded in that report fully justify their apprehensions for the
future.

3. The representatives of the Six hope that the following consideratidhs will
help to allay the fears which have been expressed and enable the Rome Treaty
provisions on cocoa to be viewed in their right perspective.

4., It is apparent to the members of the Cormmunity that the real problem
regarding cocoa is not the possible long-term effects of the application of
a relatively low duty, but rather the question of future equilibrium between
production and consumption.

5. The representatives of the Six consider that the data relevant to the
cocoa problem have been defined most pertinently by the various internmational
bodies or groups of experts who have given their attention to this questionm,
end that the problem should primarily be examined in the light of those
studies. They feel that unless such sources are drawn upon, there is a risk
that these questions may be examined without regard to certain factua} ele-
ments which are essential,

6, It is necessary to start from the premise that the great world markets
are interdependent and thet prices are based on the statistical position of
the product concerned.

7. It follows that the problem of world trade depends on the development
of consumption, on the one hand, and production, on the other.
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8. Two factors come into play with regard to the development of consumption:

(a) Pirst of all, the price of cocoa, which is essentially determined
by the size of the crop yield. In this connexion, the studies made
have shown that a variation of 1 per cent in world tonnage can
result in price fluctuations of 4 per cent, while a 10 per cent
variation can cause a 46 per cent fluctuation in price.

9, In the absence of any mechanism for stabilizing prices at the inter-
national level, excessive increases in price can therefore bring about a
drop in consumption,

10, In this connexion, the Swiss representative was able to state during the
third session of the FAO Cocoa Study Group that taking into account the sugges—
tions made by Sir Eric Tansley, the creation of a buffer stock, financed and
administered by producers and consumers jointly, seems acceptable in principle.

11. The experts are nevertheless of the opinion that, up to the level of

35 cents per 1b. consumption is not endangered. In that case, it is difficult
to see how it could be threatened by a 9 per cent duty, the rate of that duty
being in no way exceptional, all the more so that cocoa beans make up only
from 33 to 45 per cent of the finished product and that account should be
taken of all the various taxes levied on the latter at the various stages

of processing end trade in order to have a complete picture. The actual
incidence on the finished product would be only 2 to 4 per cent, whereas the
price of the primary product may, over a period of a few months, fluctuate

to0 as much as two or three times a given level.,

12, In this connexion, it cennot be said that particularly high taxes are
levied on cocoa and that the elimination of the various taxes can be con-
sidered, as in the case of other products, as an essential factor for trade
expansion,

13. It may be emphasized at this point that the largest consumer among the
Six - the Federal Republic of Germeny - at present levies a 10 per cent duty
which will be lowered by 1 per cent on 1 January 1959; this reduction is the
only tariff modification to be made at this stage.

14, Although excessively high taxes may contribute to discourage consumption
when prices are high, that is nevertheless a secondary phenomenon which cannot
be held responsible for any falling off in the market.

(b) Next we shall consider the development of consumption and income
in the consumer countries.
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16, A study by an economist, Mr. Maldent, was published in the periodical
MWarchés tropicaux" of 8 March 1958; that study, which was communicated to
the FAO, showed how trade in cocoa had grown from 1947 to 1957 at the rate of
2 per cent per annum, and this rate of growth seemed likely to continue if
Income &also continued to rise at the rate observed for the period under con~
sideration.

16, Of course, no generel significance can be attributed to a study based on
the United States market, which may be liable to some seaturation because of
the relatively high level of consumption. It hes in fact becn observed that
in certain countries with a low income level, such as Ireland and Finland,
consumption was rising faster than in the rest of the world.

17. The fact remains that consumption and the development of income are
linked end that, es stated in the FAO study, "since the objective orf the
Common Market is to raise economic standards, the totel consumption of cocoa
and chocolate products, which is relatively low in some of the countries,
should increase, and benefit also non-associated cocoa-producing countries".

18, It should be borne in mind that the populatiom of the six Common Market
countries increases by one million persons sach year.

19, At the present time, per capita consumption in the Six is as follows:

Freance 1.2
Germany 1.7
Italy 0.7
Belgium 1.5
Netherlands 1

representing imports of some 260,000 tons.

20. As a conservative estimate, it seums reasonable to predict that in ten
years' time consumption will have risen to between 330,000 and 350,000 tonms,
unless in the meantime consumption were to be discouraged by a marked price
increase which would upset the market.

21, The OEEC report on cocoa states that experts in a great many European

countries do not believe that saturation point has been reached in Europe.

One may even wonder to what extent supply will be able to meet the needs of
growing demand; this brings us to a third point - production prospects.

22, "It seems likely that for several years, as in the recent past, existing
menufacturers of cocoa products will feel cocoa to be scarce, amd will make
no very vigorous attempt to extend their markets,”" This extract from the
OEEC report already referred to is still valid, for there has been no notable
change in market conditions since that date. Since 1950, world production

of cocoa beans has been of the order of 800,000 tons, with variations, due’
to climatic factors, which have rarely been more than 10 per cent and show &
gradual tendency to decline.



23. It does not seem unreasonable, therefore, to encourage a modest expan-
sion of production, taking into account the justifiable prospects as regards
an increase in world population and income.

24, Recent production trends in the AOT's are disappointing:

Exports from the AOT's since 1953 153,000 tons
n

” " 1] w 1954 121 5 000 "
n (1] " 1] " 1955 140 . 000
] " ] ] u 1956 132 , 000 M
1" " ] 11 " 1957 128 , 000 "

(G111 end Diffus)

25. In the French Cameroons, where according to the OEEC report the local
authorities hoped to achieve production of 75 to 80,000 tons in 1950, the
1958-59 estimates - according to an FAQ pross bulletin dated 23 October 1958 -
are only 55,000 tons, as compared with an average production of 53,000 tons
during the period 1951-55, despite considerable investment with a view to
improving productivity. In fact, one can only hope that the predictions

made by certain members of the AOT's Working Party and recorded in the

QEEC report will be realized. According to those predictions, the preference
introduced by the Rome Treaty will lead to an increase of at least 50,000 tons
in exports from the AOT's within a period of from fifteen to twenty years.

26, It should be borne in mind that even if this prediction were realized,
world markets and prices would only be endangeréd if the rete of increase
were unreasonable; that rate is only 2 per cent per annum, however, and
has been so over the past ten years, without taking into account trade with
the Eastorn countries, and the expansion of trade.

27. It may be concluded from these figures that, on the one hand, production
in the AOT's does not show a tendency to increase and, on the other hand,
that the figures referred to above as regards the future do not seem likely
to disturdb the world market and, consequently, to affect prices in a manner
hermful to other producing countries.

28, The foregoing is a brief statement of, the comments which the repre-
sentatives of the Six wish to make in response to the document submitted by
the delegation of Ghana, together with the delegations of Brazil, Indonesia
and the United Kingdom,

29, In present circumstances, the various aspects of the cocoa problem and
the srguments adduced by that delegation do not seem to justify eny parti-
cular apprehensions concerning the effects of the provisions of the Rome
Treaty on cocoa.

30. It is noted that the afore-mentioned document refers to production
plans., The Six would appreciate roceiving further information regarding
such plans. :




