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Chapter 2 — Four main rules of GATT

GATT 1994, Article XI
GATT 1994, Article XII

GATT 1994, Articies Xll
and XVIII:B

protection at reasonably low levels and to provide it through tariffs. The
principle of protection by tariffs is reinforced by provisions prohibiting member
countries from using quantitative restrictions on imports. The rule, however, is
subject to specified exceptions. An important exception permits countries that
are in balance-of-payments (BOP) difficulties to restrict imports in order to
safeguard their external financial position. This exception provides greater
flexibility to developing countries than is available to developed countries to
use quantitative restrictions on imports if these restrictions are necessary to
forestall a serious decline in their monetary reserves.

Non-observation of the rule against quantitative restrictions

Agricultural sector

In the past, a number of countries did not abide by the GATT rule on protection
by tariffs alone. In the agricultural sector for instance, a number of developed
countries maintained quantitative restrictions which went far beyond those
warranted by the exceptions provided in GATT. In addition to these restrictions,
some of these countries, particularly those belonging to the European Union,
applied variable levies instead of fixed tariffs to imports of temperate zone
agricultural products such as wheat and other grains, meat and dairy products.
The primary purpose of those levies was to ensure a reasonable income to farmers
and to maintain a certain parity between the income earned by them and that
earned by industrial workers. The levies payable were determined periodically
and were generally equal to the difference between the landed import price and
the guaranteed reference domestic price.

The variable levies thus resulted in domestic production being fully insulated
from foreign competition, as the levies completely offset the competitive price
advantages of foreign suppliers.

Trade in textiles and clothing

In the industrial sector, most developed countries did not apply the rule against
the use of quantitative restrictions to trade in textiles, a sector of particular
interest to developing countries. There was one significant difference between
the restrictions applied in the agricultural sector and those applied to textiles.
With some notable exceptions, the restrictions maintained in the agricultural
sector were outside the scope of GATT rules. In the case of textiles, the restric-
tions were authorized under the provisions of the Multi-Fibre Arrangement
(MFA), negotiated under GATT auspices. MFA permitted countries to derogate
from their basic obligation and to impose restrictions on imports of textiles and
textile products, provided the conditions it laid down were met.

Developing countries

A number of developing countries applied, in addition to high tariffs,
quantitative restrictions on imports in both the agricultural and industrial
sectors. Such use of restrictions was, however, in most cases justifiable from the
legal point of view, under the exceptions to the GATT rules which permit
countries in balance-of-payments difficulties to impose quantitative restrictions
on imports.5

6  Countries are considered to be in balance-of-payments difficulties when their external
earnings from trade in goods and services and the flow of investment and loans are far from
adequate for their external payments liabilities, and when monetary reserves for meeting
immediate liabilities are declining. GATT rules provide developing countries in
balance-of-payments difficulties a greater flexibility to use quantitative restrictions on
imports.
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GATT 1994, Article I:1

GATT 1994, Article Xill

GATT 1994, Article XXIV

GATT 1994, Article
XXIV:8

GATT 1994, Article
XXIV:8

not only to imports but also to exports. Thus, if a country levies duties on
exports of a product to one destination, it must apply it at the same rate to
exports to all destinations.

Moreover, the obligation to provide MFN treatment is not confined to tariffs. It
also applies to:

O Charges of any kind imposed in connection with importation and
exportation;

O The method of levying tariffs and such charges;
Q Rules and formalities in connection with importation and exportation;

O Internal taxes and charges on imported goods, and laws, regulations and
requirements affecting their sales;

0O The administration of quantitative restrictions (e.g. by allocating quotas
among supplying countries on a non-discriminatory basis) where such
restrictions are permitted under the exceptions provisions.

The principle thus implies that, by agreeing to give MFN treatment, member
countries undertake not to discriminate among countries and not to treat a
country less favourably than another in all matters connected with foreign trade
in goods.

Exceptions to the MFN rule

The GATT rules, however, recognize that tariffs and other barriers to trade can
be reduced on a preferential basis by countries under regional arrangements.
The lower or duty-free rates applicable to trade among members of regional
arrangements need not be extended to other countries. Regional preferential
arrangements thus constitute an important exception to the MFN rule. In order
to protect the trade interests of non-member countries, GATT lays down strict
conditions for forming such arrangements. These conditions, inter alia, provide
that:

0 Member countries of regional arrangements must remove tariffs and other
barriers to trade affecting substantially all trade among themselves, and

QO The arrangement should not result in the imposition of new barriers to trade
with other countries.

Such arrangements may take the form of customs unions or free-trade areas. In
both instances, trade among member States takes place on a duty-free basis
while trade with other countries continues to be subject to MFN tariff rates. In
the case of customs unions, tariffs of member countries are harmonized and are
uniformly applied to imports from outside countries. In free-trade areas,
member countries continue to use, without harmonization, the tariffs set out in
their individual national schedules.

There are now over 100 regional preferential arrangements in force. As box 9
shows, the emphasis on promoting trade on a regional basis by strengthening and
deepening tariff and other concessions exchanged under regional preferential
arrangements has increased in recent years. As a result, regional trade is steadily
on the rise and a growing proportion of world trade is taking place on a regional
basis.

Such preferential arrangements provide advantages to industries marketing
their products in other countries in the region. At the same time, they may put
industries in countries outside the region, which have to pay customs duties on
an MFN basis, in a position of competitive disadvantage. One of the major
challenges which WTO member countries have to face in the coming years is
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made encourages enterprises to invest in manufacturing plants, equipment and
distribution networks and to take other measures to develop trade.
Furthermore, the bindings give enterprises a guarantee that the tariffs that are
payable on the raw materials and inputs which they have to import for use in
export production will not be increased by their own governments.

Lastly, the national treatment rule assures exporting enterprises that once their
products have entered the importing market after payment of customs duties
and other charges payable at the border, they will not be required to pay
internal taxes at rates that are higher than those payable on products of
domestic origin. The national treatment rule applies not only to internal taxes,
but also to the rules governing mandatory standards for products and those
applicable to the sale and distribution of goods. As governments are
increasingly imposing taxes and adopting product regulations for the protection
of the environment and for the health and safety of consumers, the rule that
such taxes and regulations should be applied to domestic and imported
products on a non-discriminatory basis is of vital importance to exporting
enterprises.
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