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Ababa. In the first case, the Ambassador’s residence which had been obtained
on a three-year lease was abandoned because of economic and security reasons.
The Auditor-General remarked: “The premature surrender of the lease
in respect of the old residence resulted in Government having to pay redeco-
ration expenses, legal fees and negotiated compensation totalling £971.7*
In the second case, an officer at the Embassy who had been recalled, failed
to obtain a bill of lading for his personal effects. When it was eventually
found it was sent to the Embassy where “due to insufficient knowledge
concerning mercantile processes, it was filed away.””** The officer’s personal
effects could not be cleared quickly and the resulting delay cost the Govern-
ment £64 4s. 5d.

Two years later, the Auditor-General still found cases of this nature.
For example, four officers received K2,030 from Government for the transport
of their motor cars from Dar es Salaam to Zambia. The Auditor-General
reported :

The payment comprised K800 apparently for repairs of the vehicles before
the journey K230 subsistence allowance and K1,000 for the transportation. . ..
I have been informed by the Controlling Officer that no documents in
support of the payments are available, that more economic methods of

transporting the cars were obviously feasible and that he did not consider
the cost of repairs a proper charge to public funds.®®

Such cases of irregularity are not unique to the Foreign Service—as the
reports of the Auditor-General clearly show. But those pertaining to the
Foreign Service assume a graver significance because MFA and the missions
are charged with promoting and protecting the national interest abroad.

Cases of financial irresponsibility and general misconduct have not
gone unpunished. Through the Public Service Commission the Government
has tried to maintain discipline throughout the Civil Service, including MFA.
Between 1965 and 1970 the Public Service Commission reprimanded four
officers, dismissed one and had one retire on grounds of public interest.*

From the above analysis the Foreign Service emerges as an establishment
which is still engaged in finding its own feet. It has encountered many
problems some of which have yet to be solved. A hopeful sign is that their
existence has been recognized and that various solutions have been tried.
At the time of writing, it is difficult to assess the contribution of the Foreign
Service Establishment to the formulation and implementation of Zambian
Foreign Policy. The dynamics of this policy have to be explained largely
in terms of other variables.

33 First Report of the Auditor-General on the Public Accounts for the Financial
Year ended 31st December 1967 (Lusaka: Government Printer, 1968), par. 58(a).

34 Ibid., par. 58(c).

35 Report of the Auditor-General, 1969, par. 48.

36 See the reports of the Public Service Commission, 1965 to 1970,

Generalized Schemes of Preferences in

World Trade
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INTRODUCTION

Generalized Schemes of Preferences (GSP) have been hailed as a significant
“breakthrough” for UNCTAD in its ten-year’s effort to get the advanced
capitalist powers to accept them.! Seen from this formal standpoint such
acceptance and part implementation of some of the schemes is indeed a
point of departure because such acceptance amounts to an acknowledgement
and admission by the monopoly capitalist groups that ‘free trade’ does not
bring about development in the underdeveloped peripheries. It also amounts
to an admission that the hitherto blind-faith in the so-called principles of
comparative advantage, as propounded particularly by David Ricardo in
the early nineteenth century, and as later brushed-up by his neo-classical
followers, has no validity in the modern international trade scene. Further,
it removes the veil over the official “most favoured-nation” principle which
seeks to treat all trading nations as equals.? Of course this does not mean
that the ideologists of the exploiters will fein no theory on the matter. On
the contrary, they will find a way of explaining this apparent contradiction
in the form of a ‘new’ theory. But the point being made here is that the
facts behind GSP have stood in challenge to the principle, in particular as
it is spelt out in Article T of GATT. Some people will, therefore, be jubilant.

However, seen from the standpoint of the real world such jubilations
must be shortlived. The imperialist system in its trade practices exists
precisely because it is inherently based on exploitation not only within its
borders but more importantly in all its dealings in all parts of the world.
This has been its record to date, and unless we would wish to delude ourselves
in thinking at this rather late stage that imperialism has changed its nature
and no longer relies on exploitation for survival, it is as well for us to
regard the GSP as a new method of make-believe dished out by imperialism
to the Third World in an effort to earn it more time to scheme out new
tactics. As we will show, this is a necessity for imperialism to extend its
life which is in crisis.

To be sure, schemes of preferences are not new to the Third World.
These existed, albeit in different forms, as Commonwealth Tmperial Prefer-
ences. the Benelux Union of Preferences, US Preferences with the Philippines,
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etc. They were used by the imperialist powers to spread their tentacles the
world-over; so that when the Second World War ended and efforts were
made to create a multilateral trade arrangement to replace the pre-war
bilateral trade system, these preferences were seen as a stumbling block
in the way of the new trading system. Whereas the US—the champion of
the post-war efforts towards multilateralism—opposed these hitherto existing
preferences, the former colonial powers were firm in their determination to
retain them under the new system. What emerged was a statement of the
“non-conditional” general most-favoured-nation principle (mfn) in paragraph
I of Article I of the General Agreement on Tariffs and Trade (GATT), followed
by a saving provision in paragraph 2 of the same Article retaining the pre-
existing preferences, subject to diminishing preference-margins. Whereas the
US was prepared to demand their abolition in its document,® it too finally
insisted on retaining its preferences with the Philippines when its proposal
was rejected by the UK and France! Some of these preferences under
GATT still exist and are now being phased out with the implementation
of the GSP.

Another form of preference, apart from the above which was saved
under Article 1 of GATT, is that maintained by the European Economic
Community under the guise of free trade areas. This is another of those
phenomena that mark the chequered history of GATT. Whereas preferences
were generally condemned, customs unions and free trade areas were accepted
because they were supposed to promote trade.* The experience under GATT
to date, however, has proved beyond doubt that what have turned out in
practice to be free trade areas, claiming exemption from the mfn principle
under Article XXIV of GATT, are in actual fact preferential arrangements.
Thus, Association Agreements between the EEC and Turkey, Greece,
Yaounde Group and Arusha Group, and the E.F.T.A. (Stockholm Convention)
agreements, as well as the New Zealand/Australian arrangement, are all
such preferences, which have been tacitly approved by GATT in spite of
this organization’s loud claims of unhindered “free trade”.

It must be realized that preferences which perpetuate the exploitation
of the Third World by one or other of the imperialist monopoly groups,
or which rationalize trade amongst the developed countries, are given a
blind eye, whereas customs arrangements or free trade areas intended to
establish horizontal contacts within the Third World have always been
thwarted, unless such arrangements directly or indirectly serve the interests
of the imperialist countries. Moreover, in the rather weak bar-
gaining position in which the Third World Countries find themselves
in international bodies, these countries normally give in to arrange-
ments which clearly are disadvantageous to themselves. This is not surprising
since the petty-bourgeoisie in the Third World cannot do otherwise. They
are incapable of changing in any fundamental away the inequalities that

3 US, Department of State, Publication 2598, Suggested Charter for an International
Trade Organization of the United Nations, Commercial Policy Series. 1946.
4. Clair Wilcox, A Charter for World Trade (NY: Macmillan, 1949), pp. 70-71,
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imperialism set in motion. Seen in this perspective, the very ‘independence’
which imperialism was able to extend to the petty-bourgeoisic was part
of the global scheme of multilateral imperialism, in which the petty-bourgeoisie,
fulfilled a role. Thus the ‘equality’ that the Third World, under the leadership
of the petty-bourgeoisie, has fought for in international gatherings can be
seen as efforts at reform. International conferences then become for the
petty-bourgeoisie great ‘equalizers’ for themselves, equality for governmental
delegations rather than equality for nations.” A brief background to the
GSP in their present form will reveal how inconsequential have been the
‘demands’ of the Third World petty-bourgeoisie in the GATT and other
international conferences.

DISSATISFACTION WITH GATT

It has been said several times that when the General Agreement was
concluded in 1947 the “interests” of the Third World were not taken care
of under this arrangement. This is not surprising since most of the Third
World was still under colonial rule. To the extent that their presence
would have meant some attention in the Articles of the General Agreement
to the problems attaching to their trade with the developed countries, (DCs)
this was soon rectified in that by 1963 Part IV was added to the Articles
dealing specifically with “Trade and Development”. But such specific
attention did not mean a solution to the problems. On the contrary, as
this analysis will show, such a solution was only marginally possible within
the framework of multilateral imperialism.

Be that as it may, GATT’s initial concern with the Third World was
in regard to the “protection of infant industry””. This was the so-called
“development clause” in Article XVIII. This provision should be underlined
because it was so stringent that the only countries which tried to invoke it,
and burnt their fingers in the process, were Ceylon and Cuba. Any protective
measures proposed under the clause had to be reported and investigated
by the contracting parties before implementation. It is not surprising that
in these circumstances many Third World countries resorted to the quantitative
restrictions in Article XII which was meant to apply to the developed
countries for balance-of-payments problems and which was less stringent.
Revision of Article XVIII in 1955 did not effectively alter the position and
the development clause remained a dead letter for most of the period.
This is because the revised Article envisaged the application of the Article
for protective measures required for the establishment of a particular industry.
It was also to apply in cases of balance-of-payments problems only to the
extent that the situation required ‘“‘equilibrium at a satisfactory reserve level”.
This more or less brought Article XVIII in line with Article XII.

When the less developed countries (LDCs) wished to develop their
infant industries the developed countries were initially concerned. But they
quickly grasped the fact that the aid, loans, investment, etc., which the Third

5 Johan Galtung, The European Community: A Superpower in the Making (London :
Allen and Unwin, 1973), p. 44.
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1d would require to engage in such import substitution was gooc.l bus'mess
Worh monopolies after all. Such aid, loans and investment would 1nvar1abl.y
f:: tticfl to the goods of the donor country. The glqbal strategy of. thc? mu]t;-,
national corporations was still in its in'fancy, being tried out hm 1tsdﬁ(e:tS
hase by the US in Europe. The opening up of markets to 1‘ e pro
}‘)r;m these industries was, however, a different matter, at l.east at that sta.g:
So the immediate problem that faced the new 11.1dustr1cs in Latin Ame;:; :
and Asia in 1954 was lack of markets for thenf export produ;:lts, “a}r it
which should have been foreseen. It was at this stage that 't cl K
Intelligence Division” of GATT in the Annual Report, {nfﬁrnatzor:g i .,
1954, stumbled on a new discovery. In the report the Il)lvmon To 1(;eenmel;,
i ithi ong industrial areas, almos

;?:;‘Lvrietgir?gtzyotfht:l;':i;dwgltt'gwthagg t:ar:: Aiﬁ Western Europe, and the relative

decline in trade between the non-industrial and industrial_ areas, aocountt:g
for by the failure of the value of exports from the non-industrial areas

expand.®

This ‘discovery’ immediately led to great concern over the matter 1.3ty ‘:I}:lz
contracting parties, and in a study churned out for the pulrpffl)sen;e o
reported that: “if the gap between the need for devclopme'.n‘ta na e
available financial resources is to be1 re_:’duced, a substantial expansi
’S rt earnings is essential”. '

i [”i"]}?ec :bg)\(/sois quotcdglo illustrate the almost unbelievable c?bs(;:u]r\lan;ls:;
on the part of the GATT Secretariat. As early as 194‘59 a.Um;e : ‘asloof
study of international trade had reported a deterioration in the term
trade and drop in value of the exports of the LDCs.® k

The above quotation from the GATT programme had, hoxyever, c;)lr'nh
out of a study of a Panal of Experts—the Harbeler Commm'ttee—w. (llcl:
had examined “the failure of the trade of the LDCs to develop as r';lpl' y
as that of industrialised countries.” The experts had come to.t.he conc us1ox;
in 1958 that the prospects for exports of LDCs were very sensmw.z to mgzrgf
policies in the DCs, and that in balance “their development w1.11 probably
fall short of the increase in world trade as a whol;”." Tl-ac Committee r.ef:qm-
mended that, due to many technical changes in agriculture necessitating
large requirements of capital and land, the

relatively poor countries with high populations like Infiia and Hong. Iforf
should export cheap labour intensive manufactures in order to impor

¢ i Trade (Geneva 1955), p. 4. !
g Iél;itrnl(:l;g):rzlmmrlre fi)r( Expansion of International Trade, &ade ofl_r},]?gsf;,r ersl}geecnta(l
T e Clienevt?], tlgxgizb’hp't‘he5 .er%;{]a;gis gi\l;ze(rin’to the monetary
i t: “It was clear tha i ! ‘ 1
;glséctnc(;tiecs' )thc:lft develovpvmsent during the 1950’s and the shorlag% of i(?elzll[algrfe;?g;
prliavate 2 public funds, export earnings were nghltlly I\'}Qh :l Jgoseph 1o
attention”: Multilateral Commercial Diplomacy (London: icha. s X

8 %n%tzeii Nations, Relative Prices of Exports and Imports of Underdeveloped

9 gg:nn;;l?{ International Trade: A Report of a Panel of Experts (GATT, Geneva.

ivei i field
Roberto de Oliveira Campos \Brazil), Gott
?I:rt'b;ﬁesrg)('t}?s'/xsf' ﬁhéee:mﬁegﬁy wK) “sndd Jan' Tinborgén (iethetidde).
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foodstuffs like wheat from the developed countries like Australia, Canada

and the United States which are rich in land and capital.10
Here clearly the comparative advantages were being reversed to suit a new
development. If these gentlemen had paused for a moment, they should
have realized that India should be the last country to be recommended for
the export of manufactures (cheap at that!) in order to pay for the importation
of food! The contracting parties appointed a Special Committee III to
“consider and report . . . measures for the expansion of trade with particular
reference to the importance of the maintenance and expansion of export
earnings of the LDCs to the development and diversification of their
economies”.' This was in 1959,

The immediate concern of this Committee was to find out what were
the manufactured and/or primary products the LDCs had available for
export and what were the obstacles to their exportation. The Committee
sorted out eleven products which they examined in detail and, according
to Curzon: ‘“the examination brought out some interesting facts.”’? The
eleven products examined were : vegetable oils, tobacco, cotton textiles, tea,
coffee, cocoa, jute products, cotton, timber, copper and lead. The “interesting
facts” found by the Committee were that for manufactured products like
cotton and jute goods, the industrialized countries used high tariffs as one
of the means of protection; while for lead, oilseeds, copper or cocoa, low
tariff rates were offered for untransformed imports, while any transformation
of these products was submitted to a very high protective tariff rate. It was
observed that where a nominal tariff was imposed on, say, processed cocoa,
the effective rate of protection was found to be much higher than could be
judged on the surface. A duty-free rate on unprocessed cocoa compared to
a 10 per cent duty on processed cocoa, where the value added by the trans-
formation was 10 per cent, turned out to be 1009, effective protection for
the processers in the DCs. This protection had the tendency to thwart the
efforts of the LDCs to improve the quality of their products so as to earn
more, and ensured their role as perpetual suppliers of raw materials to the
DCGCs. To quote Curzon again :

The effect of the collected knowledge of these trade obstacles on the under-
developed countries was impressive. The studies showed them how pervasive
and ubiquitous obstacles to trade expansion really were for them. For the

first time in GATT history, they met as a distinct group and agreed on a
note to be submitted to the Contracting Parties,13

What the LDCs already knew from actual concrete experience is made
to appear a discovery by the GATT. What is of more interest to us, however,
is that the note to the Contracting Parties drew the not unfamiliar dragging
of the feet. The note had pointed out to the Contracting Parties that the
goods of the LDCs met with other barriers than tariffs, that their exports

10 Tbid., p. 80.

11 Terms of Reference Committec II1, 2/939, 27/11/59.
12 Multilateral Commercial Diplomacy, op. cit., p. 225.
13 Ibid., p. 231.
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were few in number. Their capacity to negotiate on tariffs was limited,
and they unilaterally demanded the removal of the non-tariff barriers since
they had no concessions to offer. They needed to retain tariffs on imports
in their countries for fiscal and developmental reasons. They felt that the
problem of increased export earnings should be considered as ‘“‘extremely
urgent”. Although some steps were taken in various countries, these had
marginal effects. The UK and Japan, for instance, reduced the duty on
jute control from 30% to 209 and Japan alone liberalized on imports of
coffee beans from all sources. Although various other studies were made,
there was no progress in the implementation of any of the proposals in
any meaningful way. On the contrary, increased exports of products like
textiles to those areas where there had been a relaxation of barriers resulted
in a clamp-down there. The result of the influx of textiles was the Short
Term Cotton Textile Agreement limiting their importation to the markets
of DCs on the grounds that such increased imports created “market disruption”
in the DCs, a fact which went down to put one more nail in the coffin
of the “theory of comparative advantage”! As one author on GATT has
aptly commented: ‘““There was no suggestion that the exporting country
was doing anything improper. Rather, the principle of comparative advant-
age was itself being called into question.”'* That cotton textiles were
singled out for this treatment is more than ironic. The DCs themselves in
the early stages of capitalist development, made their “take-offs”” with
this industry.

It is not surprising that in such circumstances countries like India
should find it necessary in 1961 to carry along with them their Third
Five-Year Development Plan in one hand and a bowl in the other to the
Ministers’ Meeting of the six-nation consortium, for a first instalment of
$2,225 million created by the “trade-gap”.

But what is interesting is that the Committee, after three years’ investi-
gation, again came up with ten “‘specific recommendations”. These ranged
over the usual spectrum of prayers and requests, which later came to be
referred to as the Action Programme, calling for the removal of quantitative
restrictions on imports of LDCs and that DCs “‘should adopt a sympathetic

14 Kenneth W. Dam, The GATT: Law and International Economic Organizations
(University of Chicago Press, 1970), p. 299. “Market disruption” was defined by
the contracting parties as occurring when the following elements combined :

“(i) a sharp and substantial increase of imports of particular products from
particular sources; i { ;

(ii) these products are offered at prices which are substantially below those
prevailing for similar goods of comparable quality in the market of the
importing country; .

(iiii) there is serious damage to domestic producers or threat thereof; :

(iv) the price differential, intervention in the fixing or formation of prices, or
from dumping practices.”

This definition was not taken as exhaustive. [Basic Instruments, 8th Supplement
(1960), p. 26]. Patterson, in Discrimination in International Trade: The Policy
Tssues 1945-1965, lists woollen textiles, leather and leather manufactures, cutlery,
linoleum, rugs and canpets, footwear and various electncal_a.ppl'rax‘ces as likely
“candidates” for such arrangements as the Long Term Textile Arrangement (pp.
321-2).
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attitude to the question of reciprocity of tariff concessions to meet the
special needs of the LDCs”.

PRESSURES FROM QUTSIDE

At this rate there was bound to be concern from other quarters. This
came from ECOSOC where for a long time the Soviet Union had been
pressuring for a World Trade Organization, because, in its opinion, and
justly so, the GATT was a capitalist businessman’s club with its Ricardonian
rules. The sympathetic response from the Third World, in spite of rejections
from the Western capitalist States, put the matter outside GATT’s hands,
at least for a time. GATT, however, manoeuvered to forestal UNCTAD
by drafting a three Article Part IV [xxxvi-xxxviii] to be added to the GATT
dealing specifically with “Trade and Development” in November 1965,
This was but one of the usual tactics of giving the impression that something
was really being done. The addition turned out to be nothing more than
a declaration of the facts already known, namely that GATT stood for
the raising of standards of living of all countries; that the export earnings
of the LDCs was vital for their development; that there existed a trade
gap and that in the circumstances a “joint’ effort was essential ‘“‘to further
develop the economies of the LDCs”. The contracting parties added
nothing of substance but notably conceded that “the DCs do not expect
reciprocity for commitments made by them in trade negotiations to reduce
or remove tariffs and other barriers to the trade of LDCs.”'®* In their
“commitments”, (which were to be given effect “‘to the fullest extent possible,
that is, except when compelling reasons, which may include legal reasons,
make it impossible”’), the DCs resolved to ‘“‘accord high priority to the
reduction and elimination of barriers to products currently or potentially
of export interest to LDCs, etc.”** Dam has correctly called this “a great
deal of verbiage and very few precise commitments.””?

But to keep the tradition of structuring and restructuring, Committee
III was replaced by a new Committee to be known as the Trade and Devel-
opment Committee. Marx and Engels had observed that one thing which
distinguishes the bourgeois epoch from all the other epochs is the capacity
by the bourgeoisie to constantly and uninterruptedly disturb social conditions
creating everlasting uncertainty and agitation: “All fixed, fast, frozen relations,
are swept away, all new-formed ones become antiquated before they ossify.”’*®
In their struggle to survive and to continue the exploitation under different
guises and covers, this becomes a necessity.

UNCTAD AND PREFERENCES

The emergence of UNCTAD on the international trade scene in 1964
was, therefore, a realization by the Third World that GATT was unsuited

15 Article XXXVI: 8 Many DOs have never ratified this Article.

16 Article XXXVII: 1.

17 Dam, The GATT: Law and International Economic Organizations, op. cit., p. 237.
18 Communist Manifesto, pp. 45-6.
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to their developmental needs and that its rules were too stringent in favour
of the stronger imperialist economies which emphasized “rational allocation
of resources by free trade”. It can readily be seen why they should feel
compelled to press for access to markets of the DCs for both their agricultural
products and rudimentary manufactures. We have already observed that
after the era of open colonialism the imperialist powers, at the insistence
of the US, found a collective interest in creating multilateral markets in
the former colonies or semi-colonies. Although associate preferences continue
to exist, these preferences nevertheless exist over and above the multilateral
markets. Thus when the Third World embarked on import-substitution as
a strategy to ‘economic development’, the imperialist monopolies saw no
harm in financing them either by way of direct investment or official loans.
Such investments and loans, needless to say, helped these monopolies to
expand their markets further in the neo-colonies, and these channels were
effectively used to extract ever increasing surplus from the labour and
resources of the Third World. With the import-substitution factories on their
feet, the problem of markets for the products became more pressing and
hence the pressure for non-reciprocal concessions by DCs to the entry of
these products on their markets.

Thus, one of the first steps taken by UNCTAD I in Geneva in 1964
was to lay down General and Special Principles on the question of preferences
for the products of the LDCs. The Secretary-General, in his proposal to the
Conference, pointed out that the objective of the Conference should be to
adapt those existing preferences to the new system of ‘““Special and General
Preferences in such a way that there is no discrimination among LDCs
whilst ensuring that existing beneficiaries receive equivalent preferences
under the new system.”?® In a Resolution the Conference, in conformity
with this proposal, resolved that:

Preferential arrangements between DCs and LDCs which involve discrimi-
nation against other LDCs, and which are essentially for the maintenance
and growth of export earnings and for the development of the LDCs at
present benefiting therefrom, should be abolished pari passu with the effective
application of international measures providing at least equivalent advantages
for the said countries. .. .20

But this was to be within the “General Principle Eight” which was hence-
forth to guide trade relations between DCs and LDCs. This princip'e !aid
down that: “LCs should grant concessions to all LDCs...and shou'd not,
in granting these or other concessions, require any concessions in return
from) EADOs: w2

These resolutions and principles were not wholly accepted by the DCs.
The US particularly, objected to preferences. This view was shared by
Canada, Switzerland, Japan and, to some extent, Sweden and Norway.
Although France and Belgium advocated selective, as opposed to general,
preferences based on the abortive Brasseur Plan put forward by Belgium

19 Prebisch, “Towards a New Trade Policy for Development,” pp. 118-119.
20 UNCTAD 1: Resolution Annex A. ILL
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in 1963 in GATT, this was seen as propaganda. The paper submitted by
France based on this Plan was also rejected by the US.** However, between
Geneva and New Delhi there emerged a certain consensus on the matter
in the OECD block. Equally, although there were differences between the
Latin American and African States, a certain unanimity prevailed amongst
them. For the US, this turned out to be a strategic problem, which had
to be resolved if the US was to maintain its leadership over its ‘allies’ and
to put monopoly capital on a footing to meet this challenge. This the US
was able to do, and at Punta del Este on 14 April 1967, the US President
Johnson announced the strategy:

We are ready to explore with other industrialized countries—and with
our own peop!e—the possibility of temporary preferential tariff advantages
for all developing countries in the markets of all industrialized countries,2?

Thus US monopoly capitalists (‘“our own people””) and the other mono-
poly groups (“other industrialized countries”) quickly worked out a
general approach, although not without difficulties and contradictions. But
US agreement on this issue was at a price: it demanded abolition by the
EEC of ‘reverse preferences’ granted by the African Associated States
to the EEC. Branislav Gosovic, in his recent book, has tried to explore
the reasons behind the US reversal of policy:

Why did the American decision-makers change their strategy against the
traditional policy, and in spite of fear of “low-wage” products in the US
market and the related opposition to such tarifl liberalization. In its negative
stance toward the GSP, the United States became increasingly isolated
politically from the developing and developed countries, while its influence
on the scheme was diminished. The tendency towards proliferation and
solidification of the Yaounde Convention based EEC preferential arrangements
on the African continent was viewed with alarm in Washington. At the
same time, the Latin American countries were getting more restless. The
GSP was not taking shape and the special preferences were becoming more
extensive so, their clamour for vertical preferences in the US—as ‘“‘defensive
measures” against the “Afro-European block”—began to intensify. Of
course, any such move would have a negative impact on US relations with
the developing countries of Asia and Africa, and would have added to the
trend which divided the developing world into tighter spheres of influence.

With the aid of a new strategy, the United States could alleviate some
of the above mentioned challenges. For example Latin American countries
could be mollified by showing that the US was, after all, doing something
active to secure better access for them to the European market, and especially
to the EEC. Also, Washington could state that it would extend preferential
treatment to all developing countries, excepting those that discriminate
against [US] products and give reverse preferences to some industrialised
nations. In this manner, a wrench of sorts could be thrown to the EEC’s,
mainly French-promoted, policy of consolidating the preferential links with
a substantial part of Africa. Furthermore the GSP could have a dampening

21 “Memorandum concerning certain items on the Agenda of UNCTAD,” submitted
by France at the Geneva Conference, Proceedings, Vol. VI, pp. 23-25.

22 US Department of State, Bulletin, Vol. 56, No. 1454 (8 May 1967), p. 709. See
also J. Reston, “Punta del Este: Least-Favoured Nation Doctrine,” New York
Times, Int. Ed. (15-16 April 1967).
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effect on the further proliferation of special arrangements, while the significance
of the existing ones would be reduced. All of these elements called for a
reassessment of the situation and played a role in convincing President Johnson
of the need to change the policy stand of his country.23

This passage is quoted extensively because it shows more brazenly the
back-room motivations of post-war imperialism based on multilateral neo-
colonialism. Later, we shall refer to the mechanics or tactics of implemen-
tation of this policy which clearly underline the above strategy.**

Thus, the common positions arrived at by the LDCs in the Algiers
Charter and the OECD group formed a basis for a compromise recorded
at New Delhi in UNCTAD 1II in 1968. In a resolution, the Conference:

Establish [ed.], to this end, a special Committee on Preferences, as a
Subsidiary Organ of the Trade and Development Board, to enable all countries
concerned to participate in necessary consultations.. ..

Request [ed] that the aim shall be to settle details of the arrangements in
the course of 1969 with a view to seeking legislative authority and required
waiver in GATT as soon as possible thereafter.

Note [ed] the hope expressed by countries that the arrangement should enter
into effect in early 1970.25

But the main problem was to agree on the content of the schemes and
to take positions on existing preferences and the abolition of reverse prefer-
ences. Although the Special Committee was scheduled to meet in November
1968 and early 1969 to draw up its final report, no progress was made by
the DCs. It was only around July 1969 that each of the OECD members
submitted their illustrative lists, each putting forward a negative list specifying
products from Chapters 25-99 of the Brussels nomenclature (BTN) on which it
was not prepared to grant preferential treatment. East list was accompanied by
statements of assumptions, qualifications and conditions on which each
country based its policy. By November 1969 the co-ordinated list was
submitted to UNCTAD and to the LDCs. In all, eighteen developed countries
agreed to participate in the GSPs. After lengthy consultations in 1969 and
1970 consensus was reached on mutually agreeable arrangements for a
Generalized Scheme of Preferences to be introduced in 1971. The “rules
of origin” were also agreed in December 1970. In the meantime steps were
taken by the ‘18’ to obtain waivers under Article XXV of the GATT to
introduce the GSP. The ten-year waiver from Article I (mfn) obligations
was granted in June 1971 on condition that the waiver would not be used
to raise barriers to trade, the intention of the GSP being “to facilitate trade.
The contracting parties of GATT were to review the waiver at the end of
the period and to decide whether it was to be renewed.*® The socialist
countries—USSR, Poland, Hungary, Czechoslovakia and Bulgaria announced
their intention to contribute to the aims of the GSP and undertook inter alia,

23 UNCTAD Conflict and Compromise (Leiden: A. W. Sijthoff, 1972), pp. 70-71.
Gosovic acknowledges Denmark as first making this latter suggestion.

724 See the section on “Multinational Corporate Strategy and Preferences™.

25 Resolution 21 (11), (New Delhi), Proceedings, Vol. 1, p. 38.

26 See Journal of World Trade Law, Vol. 5 (1971), p. 712
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to include their provisions in their respective plans to grant technical assistance
for the construction of ‘‘industrial undertakings™ in LDCs.

On 2 June 1971 the EEC Council of Ministers approved their scheme
which was to come into force on 1 July 1971 for six months. In 1972 a
number of countries submitted their schemes. It would be appropriate at
this stage, to examine a number of them.*’

THE “GENERALIZED SCHEMES OF PREFERENCES”

Between 1 July 1971 and 1 July 1972 a number of DCs and socialist
countries had implemented their schemes. These included Austria, EEC (6),
Ireland, Japan, New Zealand, the Nordic countries, Switzerland and the
United Kingdom. The USA and Canada have not yet implemented their
schemes because the USA still insists on the elimination of special preferences
and the accompanying reverse preferences, or at least guarantees that the
preferences will be phased out in two or three years, before it can get its
Congress to endorse the scheme. Moreover, the Japanese scheme stipulates
that countries maintaining discrimination against Japanese goods in trade
or tariffs will cease to benefit under the scheme after three years from the
date of the coming into force of the scheme (1 August 1971). The socialist
countries which have introduced the schemes are Bulgaria, Czechoslovakia
and Hungary. The USSR has been granting preferential treatment to the
LDCs since 1965, and Poland, which does not have a customs tariff, has
introduced special preferential arrangements to expand its imports from
the Third World. Since it is not possible to go into each and every GSP we
shall examine the schemes in general. All the schemes indicate (a) product
coverage, (b) depth of tariff cuts, (c) safeguard measures and (d) rules of origin.

Preferential Arrangements by the Capitalist Countries

Product Coverage. The schemes in general cover only agricultural and
fishery products in BTN chapters 1-24. These products account for a minor
share of the imports of DCs from the beneficiaries. The precise product
coverage varies from scheme to scheme. The important thing to note is that
agricultural products of current export interest to many LDCs are excluded
from the schemes! This is the crunch of the matter and is an indicator of
the nature of the schemes.

Moreover, although the schemes cover manufactured and semi-manu-
factured goods in BTN Chapters 25-99, the schemes exclude textiles, leather
and petroleum products. They also cover all primary commodities in these
BTN chapters, except that the EEC(6) scheme excludes all primary
commodities as well as base metals up to the stage of ingot. This exclusion
by the EEC is intended to preserve this market for products from its
Yaounde, and, to some degree, the Arusha hinterland to the extent that
these areas can enjoy these preserved markets, since they too are subject

27 No effort is made here to deal with the ‘pioneer’ Australian Scheme of Preferences,
introduced as early as 1965, which many observers have described as meani to
win friends but with very little effect.
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to .quotas and other restrictions due to the EEC’ i
g‘ihcy. New. Zealand extends treatment only to sgesct:gn:r??nlzr;gn::c]itura]
I coux?trles most affected by the exclusion of textiles and Wi
%;)dlg:ts mclude-Egypt,28 Pakistan, Kuwait, Iraq, Saudi Arabianandpel:;:l(l)lleu'm
thee troEp?C :lxcrl,trxcs)lc;):a(;f ftf;maglrjlc:)lxcl:tural commodities extends of course tcr>a:;1.
nami}{ }:he il Arusms,grgﬁ;es[.yt those with special preferences,
though the number of manufa i
which are entitl'ed to preferential tr(e:;utfl(elnfrzil:i?rs :ﬁeB\r/I:‘Si Ay 25-9'9
sr'n'flll, the trac.le 1n_volved is substantial, averaging 629, of the 109u7SO SCh:mCS v
]g;::ngatci);nmes’ m'lports of all dutiable products ;rom the benggecizrr?:scez;
and’ non-t:ritsfart;l:rrit:r];e’Ft(l)l: ycez;:zinpr;i:ic;f:tswm(:h'c;l “ ds e tar.iﬂ
: ‘ ¢ considered ‘sensitive’
Slcl)tx’?etc:)ft (\)uew gt‘ dorpestic productipn in the EEC, prefei:fil;llvimgggls ;l::
oo émies e;T]rorLl:tl:g fox:llmt:n}ty tariff quotas whereby each member
Frange 27.19, Italy 20.39, gE:IELLlJI): r;l;loez,.d it gy
pmducetpz; ofrogﬁré? gut. The cuts' differ from country to country and from
o conccmsd i ! nls far as agricultural products in BTN Chapters 1-24
o4 i Filllac.adoNy schemes that have granted ‘duty free’ treatment
o s n ,f orway'and Sweden. The UK accords similar treatment
i pa I]on 1\(1) a fzi;w items. The ther schemes of Austria, Denmark
gy rang,ing If)rox;l ; Zw ‘ aland :‘md Switzerland, give various degrees oé
oA i -th points. The ‘duty free’ cut gives considerable advantage
e e;ginlt)ro::;t:veare. ger}xlerally highly protected in these
ment V&s ;ubiect to “safcgua,rd provisri,oxllss"t (:::eﬂtl);z(;)caued e b
variousltSChgaﬁ:;dEg)cproducts in BTN Chapters 25-99 covered by the
e ‘duty-free” : (6), Del}mark, Finland, Norway. Sweden and the UK
e E r(vjeatment—wn.h J.apan applying 509, reduction of the mfn
bR CII)I to ;1(:3ts of special interest to LDCs. Austria and Switzerland
ik Zealando 0;7" of ‘thfe mfn rates, and Ireland one-third reduction
ot applies various rates of reduction, depending on thé
s i iIr)lpalf'ently generous c1'1ts have to be viewed with caution
g U gas :)h p;eference will dlm.inish with the progressive increases
) ‘demyegfrre:e’of pr((i)cessmg of the products increases. This
cofre;ponds B o gf,?y,uas' where the margin of preference
i inatj:;g(;(e(gdt (fue?iur.'gs. All the schemes have safeguard measures which
e thg tv1de some .degree of control by the preference-giving
o g rade that might be generated by the tariff cuts. These
assified into two broad categories: (i) a priori limitations, applied

28 Although Egypt is the i i i
LR TP e rg{zg.n supplier of textiles to Denmark, it is excluded from

29 UNCTAD Secretari i
ariat, Review of The GSP—General Report on Implementation

of the GSP, TD/B
is from this studg. /C. 5/9 (9 March 1973), p. 4. Most of the data in this section
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by EEC (6) and Japan in BTN Chapters 25-99, and (ii) escape clauses
which are applied by all the other preference-giving countries with respect
to all the trade and, EEC (6) and Japan with respect to BTN Chapters 1-24.

(i) A priori limitations. The purpose of this formula is to regulate

preferential imports on the basis of past trade performance of beneficiaries
(“basic quota”) plus a certain increment (‘‘supplementary quota”). The
effect of the formula is to limit imports at a ceiling which falls about short
(in many cases) of the current level of imports and potential expansions.
To be sure, the actual mechanics of the a priori limitation in the case of
the EEC quota is to take the cif. value of imports from the beneficiaries
in 1968 (basic quota) and add to it 59, of the c.if. value of imports from
other sources (supplementary quota), to be calculated on the latest infor-
mation available. These quotas would be subject to the Community quotas
quotas) referred to above. In the case of Japan, the supple-
mentary quota is 10% of imports from cther sources, but many items of
special interest to the beneficiaries, as pointed out, are subject to a 50%
reduction of mfn rate only.* The reasons for these a priori limitations are
obvious: they are in-built safeguards against “market disruption” which
would be created by increased importation of products from the LDCs
taking advantage of the cuts. As usual, the old game of imperialism is
clear: give with one hand and take back with the other! Its only net effect
is to transfer the tariff revenue to the beneficiary if the beneficiaries increase
their prices to take advantage of the tariff cut, in which case it is aid and
not trade that is generated. In whatever event the ‘aid’ is intended to finance
the imports of the preference-giving country in the market of the ‘beneficiary’;
and the position is as it was before.

(ii) Escape clauses. The safeguard in this clause involves the withdrawal
of the preference offered where the import of any product from the beneficiary
country or countries is in such quantities or under such conditions, as “to
cause, or threaten to cause, serious injury”’ to domestic producers of the
like or directly competitive products in the preference giving country. This
is a cruder and more straightforward form of denial of the preference. The
Nordic countries (Denmark, Finland, Norway and Sweden) provide for
invoking the clause if the preferential imports “cause or threaten to cause
market disruption”. Other reasons include the need to assist the establish-
ment of any new industry, or development of an existing one (New Zealand),
or the existence of “critical circumstances” (Sweden). The withdrawal normally
is invoked on notice but some schemes provide for unilateral withdrawal
(Ireland and New Zealand). Many countries have not spelt out the conditions
attached to the clause. The UK, for instance, has invoked the clause against
four Latin American countries against the importation of certain leather
products for 1973. The duration is not normally specified but some schemes
state that the withdrawal will remain in force ‘“‘to the extent deemed necessary

(quotas-within-

I

30 See Brian Hindley, “The UNCTAD Agreement on Preferences,” Journal of World

Trade Law, Vol. 5, No. 6, p. 698.
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to correct the adverse situation” (EEC, Switzerland, Sweden). None of the
schemes has defined the criteria for application of the clause, and uncertaint
surrounds it. Only Austria provides for certain statistical guidelines prioi'l
to invocation. The effect of the escape clause in practice is, in the final
fjnalysis, the same as the a priori limitation. Moreover, the pro’duct coverage
is spelt out in such a way as to exclude those products in which trade
could hav? been expandcq where the Third World countries have ‘comparative
;f(:rgszetxfe namely, textiles, footwear (leather products) and petroleum
Rules of Orf'gin. To ensure further “tightening” of the trade openings
lt)l;,c es;c:her;l:;eggwde for direct consignment and other origin criteria specified
(>i) Origin'criteria. A product will be considered originating from the
preference-receiving country if the product has been produced wholly in
the Qrefercnce-recciving country, or when the product has undergone sub-
stantial transformation from materials and/or components imported and
of‘ L}ndeterr_nined origin. All schemes (except New Zealand’s) base their
origin requ1re¥nent on the process criterion. The process criterion specifies
a transformation that would lead to the exported product being classified
under a BTN heading other than that under which the imported materials
aqd/(?r components used in production were classified. The value-added
criterion which New Zealand uses and which the USA and Canada are
llk.ely to adopt, specifies a value-added of as high as 509, of the ex-factor
price of the exported product. The immediate result of these criteria i)sl
to exclvtlde from the scheme traditional products of the beneficiaries of
export interest to them. When you add together the exclusion of textiles
footwear, petroleum products (which are the products substantially trans:
formed by most beneficiaries, with ‘comparative advantage’ in those products)
from most schemes, and the exclusion of other products in which the value-
added is below 509, of the ex-factory price, as well as the transformation
process .requirement, what remains for the majority of the ‘beneficiaries’
is very little. In such circumstances it is not surprising that the Tanzani
Mn{ster of Commerce and Industry, in his address to UNCTAD 111 :::
Santlagf) in 1972, should have found it necessary to state: ““Certainly the
generalised schemes of preferences are of no practical significance or rele\)/'ance
[t}(: scf) ﬁlany poprly de\_'e]oped countries”. To return to the process criterion,
in‘:aentci)mcl):wmg illustration given by the UNCTAD Secretariat reveals its
Under most schemes garments must be i
woven fabrics but from imported yarn, -inmc?;tiai?rz?xagg ff;ﬂr;?:f;i[i:
Preatment. A1§o pla‘stic goods qualify only if they are manufactured from
1mpqr¢ed ba‘s.1c chemicals and not from plastic raw materials. Radio sets
quahf){ only if the 'Lr_ans‘i‘stors used in production originate in the developing
countries .Of exportation. It is estimated that during the first eight months
of operation of the scheme of Japan, about one quarter of the preferential

trade in that market [_would have] failed to receive preferential treatment
because of the substantial transformation requirement.31

31 Review of the GSP, op. cit., p. 8, quoting TD/B/C. 5/6, para. 92
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(i) Direct consignment. The other major requirement for satisfying
origin criteria is direct consignment. Products eligible for preferences must,
in general, be consigned directly to the preference-giving country from the
preference-receiving country. If transportation cannot be effected without
passing through the territory of one or more countries with or without trans-
shipment or temporary storage, goods must remain under customs transit
control and not enter into trade or consumption there. The UK and Japanese
schemes further provide that at the time the goods leave the beneficiary
country it must be the intention of the exporter to ship them to the UK
or Japan respectively, provided that in the case of a landlocked country
goods may be consigned from a port in a neighbouring country. In any
case this requirement and latter ‘concession’ to the land-locked countries
are intended to preclude the possibility of the beneficiary country storing
a product in a suitable port for a period necessary to obtain the most
favourable terms for its resale in whole or in part. In the opinion of the
Chambers of Commerce of North Sea Ports: ‘“Such a rule is contrary to
the most advantageous commercial practices with regard to storage and
distribution of imports from developing countries”.*> The UNCTAD Secre-
tariat concludes: “It seems, therefore, that the direct consignment rules
as presently applied not only are disadvantageous to trading circles but also
do not meet the interests of the developing countries.”’*®

(ili) Certificates of origin. Some of the schemes specify that even after
satisfying the above requirements, the products should be accompanied by
a “certificate of origin”. The preference-receiving countries must provide
information on the relevant Government authorities empowered to endorse
the certificates of origin, and in some cases they are required to furnish
specimen impressions of stamps used by these authorities and the specimen
signatures of the officers issuing the certificates. Those countries which
have not complied have had exports excluded from preferential treatment.

PREFERENTIAL ARRANGEMENTS OF THE SOCIALIST COUNTRIES

Product Coverage

Bulgaria grants tariff preferences to all manufactured and agricultural
products with the following exceptions: dead poultry, manufactured tobacco,
essential oils, articles of furskin, knotted carpets, other carpets, footwear,
wrought lead and wrought zinc. Primary commodities are admitted ‘duty

g

free’.
Czechoslovakia grants tariff preferences to all agricultural and industrial

products including primary commodities, with the following exceptions:
white sugar, cigarettes, poultry of all kinds not including feathered game,
beer, meat sausages, carpets other than hand-made, hats, ready made articles

of textiles.
Hungary grants tariff preference to 299 tariff headings or sub-headings

in BTN Chapters 1-99.

32 In Ibid., p. 9, direct communication to the UNCTAD Secretariat, 24 October 1972.
33 1Ibid, p. 9.
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USSR grants tariff preferences to all products falling within BTN
Chapters 1-99.

Depth of Tariff Cut

Bulgaria and Czechoslovakia grant a 309, and 509, reduction respectively
in mfn rates. Hungary cuts range from 509, to 909, of mfn rates on most
products, and ‘duty-free’ treatment on a large number of products, the
average reduction being around 509, of the mfn rates. The USSR grants
‘duty-free’ treatment to all the products.

Safeguard Measures

The schemes of the socialist countries reserve rights to take protective
measures in accordance with customs regulations in force in their countries
in exceptional circumstances, and other schemes provide for reduction or
increase of preferential rates for determined periods, or for suspension of
their application. Czechoslovakia subscribes generally to the above. How-
ever, it accepts the GATT definition of the criteria for determining injury
or threat of injury to domestic production. Czechoslovakia too is prepared
to hold prior consultations on a bilateral or multilateral basis before escape
action is taken. The USSR has made no provision for re-introduction of
duties abolished or for adoption of any measures of a protective character.

Rules of Origin

The Bulgarian scheme insists on the criterion of goods wholly produced
or mainly processed in the beneficiary country. A certificate must accompany
the goods. Czechoslovakia applies the same criterion and alternatively
requires that the goods should undergo a manufacturing process which
increases the original value of the goods by 1009%. The Government of
Czechoslovakia, however, states that it has no experience in applying the
process criterion, but that until it has gained experience from other countries
applying this criterion it will rely on the judgement of its customs officers
on whether the component percentage has been observed.

Hungary applies a 509, value-added criterion and like Czechoslovakia
relies on the judgement of the customs officials. Documentary evidence is
required for goods with customs value exceeding 50,000 forints. Where the
value-added includes a Hungarian-made component the treatment accorded
is ‘duty-free’. The USSR scheme gives no details but merely requires that
the goods must have originated in the beneficiary country.

SPECIAL PREFERENCES AND SPECIAL MEASURES FOR THE LEAST DEVELOPED
OF THE DEVELOPING COUNTRIES (LLDC)

As pointed out earlier the introduction of GSP by many of the preference-
giving countries was conditional on the elimination of special preferences.
In this connection the UNCTAD Special Committee on preference stated
that the developing countries which share their existing tariff advantages in
some preference-giving countries as a result of the introduction of these
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schemes will expect the new access in other preference-giving countries to
provide export opportunities at least to compensate them. These are the
two African groups (Yaounde and Arusha), the Association Agreements with
Tunisia and Morocco and the LDCs which enjoyed Commonwealth prefer-
ences in the UK and New Zealand. Experience under the EEC scheme
showed that as far as the African associated States are concerned their
exports were unaffected by the scheme. Only 59, of the Yaounde exports
and 69 of the Arusha exports and 219, of those of Tunisia and
Morocco were affected by the EEC GSP. As far as the Common-
wealth preference is concerned, the UK scheme safeguards its beneficiaries
either through the negative list or through duty margins and quota allocations.
The UNCTAD Secretariat worked out an estimate of the extent to which
the special preference beneficiaries have shared their protected markets with
other GSP beneficiaries. This showed that in 1970 the imports from the
African States associated with EEC and those enjoying Commonwealth
preferences of products included in the EEC and UK schemes altogether
amounted to $72 million, which these States have to share with the other
GSP beneficiaries. As against this figure the African associated States’ exports
to other markets in 1970 amounted to $43 million c.i.f. value which would
offset any ‘loss’ by other beneficiaries gaining entry to the EEC through
the GSP. However, it must be noted that special preference margins are
greater than the GSP margins, and hence special preferences still play a
role in spite of the GSP.

As regards industrial products special preferences offer duty-free treat-
ment to the associates for all products in BTN 25-99 (subject to rules of
origin). In 1970 these accounted for $62 million of EEC imports from the
associates as opposed to agricultural products which amounted to $10
million in imports. The EEC GSP excludes industrial raw materials which
EEC obtains cheaply from the associates in Africa.

The Commonwealth preference beneficiaries’ exports in 1970 amounted
to $525 million to the UK and New Zealand, but they will have access
under GSP from other DCs amounting to $800 million which these DCs
imported from them. With the EEC enlargement these Commonwealth
schemes would have become irrelevant and the Commonwealth beneficiaries
will be taken care to under Protocol No. 22 to the Accession Treaty under
which the ‘three’ joined the ‘six’.

As far as East Africa’s exports to the UK were concerned these enjoyed
Commonwealth preferences which averaged around 109,. Among these
commodities were coffee (unroasted), cashewnuts and kernels, tobacco
(unmanufactured), canned beef, meat extract, cloves, pineapples (fresh, tinned
and juice), groundnuts, cotton seed cake, etc. All these items were imported
into the UK duty-free except for tobacco (unmanufactured) which was
imported at a preferential rate.

As regards the LLDCs, the UNCTAD Resolution 21(ii) called for
special attention for exports and export earnings of the 25-hard core least
developed countries, among which Uganda and Tanzania feature prominently.




D. W. NABUDERE 334

A special committee was set up to “further investigate and consult” in
regard to special measures in favour of these countries. The Special Committee
emerged w.ith a report showing the measures that might be taken with
regard to improvements in the product coverage and depth of tariff cut
as well as the application of the safeguards and rules of origin. Its conclusions
which are drawn from the 1970 trade flows are pregnant with the ever
increasing “new discoveries”, for instance that:
(i) imports by preference-giving market economy countries from the
LLDCs “are at present very small and limited to a narrow range
7 of mainly agricultural products and industrial raw materials”’;

(ii) most imports of non-agricultural products (BTN Chapters 25-99)
are already admitted duty-free under mfn treatment and thus fall
outside the scope of the GSP, the remaining dutiable imports are
largely covered by GSP;

(iii) unless the product coverage under the GSP is extended to dutiable
prqducts currently imported from LLDCs and, as appropriate, deeper
tariff cuts are provided for these products, ‘“‘the LLDCs are not likely
to derive much benefit from GSP in the short-run”.

The UNCTAD Secretariat estimates that about one fifth of imports subject
to duty under mfn treatment (8% of total imports) are covered by the various
GSPs. The estimate also shows that the LLDCs would have enjoyed
generalized preferences on imports worth $51 million.

TRADE LIBERALIZATION AND THE GSP

In addition, the trade “liberalization” which has taken place with
the enlargement of the EEC and the on-going trade negotiations under the

GATT ¢ 2 SoNp L J
b Gsp(st_he so-called “Nixon Round”) are bound to have an impact on

Enlarged EEC and Free Trade Areas

! In the first place the enlargement of the EEC on 1 January 1973 meant
in effect the progressive removal of tariff and other barriers to trade which
are to end by 1 July 1977 resulting in a fully-fledged customs union for
th.e EEC (9). The effect of this will be that the preference-receiving countries
vyxll be less favourably treated in the enlarged Community than formerly
;mce the new members’ products will receive more favourable treatment.
n thc.case of East African exports they will continue to gain duty-free
access-lr{to the UK market as well as to the EEC, at least during 1974
Therc will be some reduction in East Africa’s present margin of preference-
since the EEC CET tariff rates are somewhat lower than the UK tariff
rates. Among the products that will be affected are cashewnuts and kernels
(UK 109, CET 2.5%), cordage, rope, sisal twine (UK 159%, CET 13%)
cotton seed cake (UK, 109, CET free), groundnuts, palm nuts and kernetljs.
fmd S}lnﬂower seeds (UK 109%, CET free). But East Africa will gain some,
mz«:lrgmal advantage’ in the UK market in the case of those products for
which the EEC CET rates are higher than the current UK tariff rates.
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Such products include pyrethrum flowers (CET 39,, UK free), pyrethrum
extracts (CET 5%, UK free), fresh pineapples (CET 139, UK free).

The main impact on East African agricultural exports to the UK will
fall on those products which come under the Common Agricultural Policy
of the EEC. Community preference for agricultural and farm products will
be introduced the moment Britain comes under the CAP in 1977, and this
will definitely affect a number of East African products such as dairy
products, meat products, sugar and horticultural products. The *“Six’ have
surpluses in the first three, while the UK is an importing country. Meat
products are a growing source of foreign exchange for East Africa, and the
bulk of its exports enter the UK market. Moreover, by January 1974, the
new members (including UK) were required by the Accession Treaty to
align their GSP with that of the EEC (6). As a result, the enlarged Community
will have a new scheme to come into force by that date. A proposal by
the Commission to the Council for the new GSP for 1974 replacing the
1973 scheme was put to the Council in late 1973 for products in BTN
Chapters 1-24, without waiting for proposals for manufactured and semi-
manufactured products. In the proposal the Commission suggested (a) an
increase in the margin of preference granted for products which were listed
in the regulations already in force, (b) an extention of the number of products
covered.

Thus, processed agricultural products subject to a single duty, underwent,
under the proposal, an overall increase from 209, to 409, except in the
cases of certain ‘‘sensitive”” products where the margin was widened from
109, to 209%,: and in the case of products subject to a two-tier duty (fixed
component and variable component) the reduction in the fixed component
was increased to 509, whenever it had been less than previously. The
product coverage was widened to include products with certain forms of
pasta, China-wood oil, certain other oils (cocoa) for technical uses, fish
meal, tea in packings of 3 kg. or less, certain cereals, certain vegetables,
cigarettes, cigars and smoking and chewing tobacco. The improvements
were supposed to add $160 million to imports in these new preferences.*
The significance of the 1974 scheme is not, however, known but it may be
said that the benefits from ‘open-ended’ UK and Danish schemes would
be lost under the enlarged EEC GSP.

Moreover, the free trade area agreements between the enlarged Com-
munity and a number of EFTA members like Austria, Iceland, Portugal,
Sweden, Switzerland and Norway, will confer higher preferential treatment
to the products of these countries than under the GSP. What is more, the
EEC is seeking a “global solution” to its relations with the Mediterranean
countries by July 1977. The recent coup in Portugal further opens up the
possibility of a free trade area between the EEC and Portugal and possibly
Spain. This “global solution” is clearly intended to re-allocate markets to
products of Western capitalist countries among themselves first and whatever

34 Commision of the European Community, Proposal from the Commission to the
Council. Brussels, 13 July 1973.
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remains to products of the Third World. This means, as the UNCTAD
Secretariat has pointed out:
... the developing countries dependent on the GSP for access to preferential
markets of the enlarged Community will enjoy preferential margins in those
markets only over competing exports from third countries mainly in the
USA, Japan, Canada, Australia, New Zealand, South Africa and socialist
countries of Eastern Europe.

The same also holds for all the developing countries as regards access
to the markets of other preference-giving developed market economy countries
in Europe: Austria, Sweden and Switzerland and eventually Norway and
Finland also.... Only the schemes of Japan and New Zealand (as also
the USA and Canada when implemented) offer preferential margins to
beneficiary developing countries over all other countries.?5

Multilateral Trade Negotiations (“Nixon Round”)

The multilateral trade talks got off the ground with the Tokyo Declaration.
Although the declaration set out with two basic objectives namely,

to achieve expansion and “ever-greater liberalization” of world trade...
through the progressive dismantling of obstacles to trade. ..and; to secure
additional benefits for the international trade of LDCs so as to achieve a
substantial increase in their foreign exchange earnings, the diversification
of their exports, through a substantial improvement in the conditions of
access for the products of interest to the LDCs;

these broad aims are bound to contradict each other. This is because any
multilateral reduction of the mfn rates will correspondingly reduce the margins
of preference for the various GSP on the preferred products, the depth
of tariff cuts and the period over which the preferences are to be realized.
The achievement of zero liberalization of mfn rates on preferred products
would in effect wipe out any preferential effect of the GSP! In this case
‘free-trade” may mean ‘no-trade’ for the LDCs in most products, bearing
in mind that manufactured products over which they have ‘comparative
advantage’ like textiles, leather goods and petroleum products are excluded
from GSP. Moreover, they would still be at a disadvantage under ‘“free-trade’
since various non-tariff barriers exist which cannot be removed without
causing ‘market disruption’!

TRADE IMPLICATIONS OF THE GSP IN DEVELOPING COUNTRIES

The trade implications of the schemes already implemented are not
immediately apparent because of the short period they have been in force.
The UNCTAD Secretariat has made some estimations of the probable benefits
to the beneficiaries by taking the 1970 trade flows which would have been
covered by the different schemes, and for which computer data were available
in sufficient detail. This investigation excluded Ireland because no such data
was available for the country. The estimations show that $15 million worth
of trade, two-thirds of the imports valued at $24 billion from the
beneficiaries, would have been admitted duty-free under mfn tariff treat-

35 Review of the GSP, op. cit., p. 35.

337 GENERALIZED SCHEMES OF PREFERENCES IN WORLD TRADE

ment. This means that this flow was unaffected by the schemes
but was subject to the usual non-tariff berriers. Of the remaining $9 million im-
ports, agricultural and fishery products accounted for 439, (83.9 billion). It will
be recalled that these products are excluded from the schemes with various
small exceptions amounting to $200 million. This left $5.1 billion or 219,
of total imports of dutiable industrial products including raw materials which
would have been eligible for preferential treatment under the existing schemes,
with a number of exceptions. For instance, EEC excludes all industrial raw
materials from the beneficiaries. The excluded items account for one third
of the dutiable products in BTN Chapters 25-99 from the beneficiaries.
Most other preference-giving countries (except Denmark), as pointed out
already, exclude textiles, leather goods and petroleum products. As far as
Japan, EEC and UK are concerned these latter exclusions accounted in
1970 for 78%, 389, and 119, respectively of their dutiable products (BTN
Chapters 25-99) imported from beneficiaries.

The imports excluded from preferential treatment can be summarized
as follows.

Imports from
beneficiaries Share of
($ billion) (total %,)
All Products ... 24.00 100
less Duty-free under mfn ... 15.00 63
less Dutiable agricultural and fishery
products not covered by the schemes 3.7 15
less Dutiable industrial products not
covered by the schemes 3.2 13
equals Products covered by the schemes ... 2.1 9

Thus. in the final analysis only $2.1 billion of imports by preference-
giving countries, from the beneficiaries or only one fourth of their total
dutiable imports, would have qualified for the GSP had they been in operation
in 1970.3¢

It should also be borne in mind that this benefit would not have been
available to all the beneficiaries. The more developed of the LDCs would
have benefited more than the least developed. It is estimated that the major
beneficiaries accounted in 1970 for $829 million or 399, of the total trade
which would have been covered by the schemes (i.e., of $2.1 billion). Bl..lt
due to tariff-ceilings and tariff-quotas or maximum amount limitations in
the EEC and in Japan only $600 million of this amount would have entered
under their GSP. Of the least developed, many of their products could have
found no access to the markets of the preference givers.

The experience of the socialist countries cannot be assessed, but a
number of countries (Hungary, Bulgaria) indicated that the response so
far had been unsatisfactory. The reason given was that the export drive
of the LDCs was directed mainly at countries with convertible currencies.

36 Tbid., p. 20.
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It was also observed by these countries that the beneficiaries tended to
raise their prices by an amount equal to the preferential margin. As a
result, the tariff revenue foregone could not be passed to the consumer
through lower prices, and sales, therefore, showed no tendency to increase.
The USSR reported that “in practice no difficulties have been encountered
in commercial transactions between the Soviet Union and the developing
countries since the introduction of the preferential regime on Ist January,
1965.737

Apart from the above UNCTAD estimate, there have been other
academic estimates. Grant L. Reuber, assuming the maintenance of mfn
rates of zero, concluded that the total effects at 1961 trade levels would
have been an increase in LDCs’ exports of the order of $600 million. He
further estimated that if quantitative restrictions were removed from com-
peting LDC goods, the additional exports would have come to about $1.1
billion.

He concluded that these effects were negligible compared with the
then current levels of trade and aid.*® John Pincus’ conclusions are “not
significantly different””. His method assumed that the preferences would
be on product-to-product basis rather than generalized (as they turned
out to be), and he made a further three assumptions of different rates,
excluding all competing products of LDCs from the estimation. He concluded
that total increase in imports at 1963 levels would have been $2.5 billion
based on a duty-free 59, tariff quota or under, and $5.2 billion based on
a duty-free 109, tariff quota. He stands firm on an estimation of $1-2
billion, which in his opinion is negligible in terms of market access of
the LDCs’ products.2®

MULTINATIONAT. CORPORATE STRATEGY AND PREFERENCES

The analysis to date has revealed that the export increases of the
GSP are negligible. Hindley has argued that the schemes per se will do
very little if anything to attain the declared ends of the “Group of 77 to
increase exports through improved access to the markets of the DCs. This
is because, as he correctly points out, “the ability to restrict exports
from developing countries remains securely with the advanced countries.’’*
It is submitted here that the little ‘gain’ made by the LDCs under the GSP
will also be to the benefit of the DCs. As far as the aid element in the
GSP is concerned, it has been argued that this will ultimately end up in
the DCs through increased exports to the LDCs. Hindley estimates the
aid effect at $4-5 million, which is miserable compared to the OECD aid
of $7 billion for 1967. Be that as it may, to the extent that the GSP will
tend to strengthen import substitution strategy leading to increased manu-

37 1Ibid., p. 28.

38 Grant L. Reuber, Canada’s Interest in the Trade Problems of Less-Developed
Countries (Montreal: Private Planning Association of Canada, 1964), pp. 23-28.

39 Trade, Aid and Development, op. cit., p. 229-230.

40 Hindley, “The UNCTAD Agreement on Preferences,” op. cit., p. 701.
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facturing, this too is no longer, in certain circumstar.lces, fcz.ired by the
new Multinational Corporate Strategy of the monopo!les. It s clea-r.tpat
the leading capitalist powers are scheming out a new mternatlona} le.lSlon
of labour whereby, because of their lead (partlcylarly the USA) in science
and technology, they have a great advantage. in that field. This will of
course enable them to control management of joint ventures and to_control
sources of raw materials. In this way certain aspects of manufacturing can
be pushed on to the Third World. Le Monde correctly summed up the

situation when it pointed out that:
But why have they chosen preferences instead 9f an aid progr.amme'? The
most obvious reason is that it will benefit foreign firms established .m the
poor countries, which are equipped to take advantage of the opening up

of the markets of the rich countries. _ ‘
The system of special preferences will thus enable the international

companies to profit from both the cheap labour of the poor cm%ntrie'S,
as a factor of production, and the high salaries of the rich countries, in

terms of purchasing power. y . ’
To this redistribution of activity within the international firms must

be added a redistribution of the economic activities on a worlq sc?le. 'I:he
rich countries tend to specialise in the most advanced capmtal-mtens‘we
technological sectors. By ‘abandoning’ the other' seciors to t.he poor c::luntrles,
this trend towards an ever-increasing specialisation will be intensified.

Professor Johan Galtung, in his recent study of the'l.iuropean Com{n‘unity.
comes to the same conclusion and adds three conditions under which the
Community can implement its GSP: ‘ :

(@) That the processed goods do not compete with EC industry because
they are no longer produced inside EC. Hence .they are bound to
be goods like textiles and “not-too-processed”’ iron goods and/or
goods produced by highly polluting industries that EC would prefer

roduced outside. . :

(b) 'II"hat the processed goods are produced in the MNCs with he'ad;
quarters in EC countries. This would give the MNCs sufﬁcx.cn
room to manoeuvre financially. “Thus the MNC may fix prices
so that profits show where taxes are lowest”’. ]

(c) That the EC will still be free to export goods‘ at a higher levcl.of
processing than what they import from Third World countr}es].
This division of labour is maintained in all the fields o}’ caplta:2
(from centre), labour (from periphery) and land (from periphery).

CONCLUSION - '
This analysis has tried to show that imperialism cannot exist w1th<t)u(;
the exploitation of the Third World, that whateven: new structures are cxiea F
are intended to obscure the exploitation inherent in t.he syst;cm. N.eo.-co 0%?-
lism can, therefore, be seen as a stage in the evolution of imperialism. The

41 Le Monde Weekly, 15-21 April 1971, p. S.
42 The European Community, op. cit., p. 76.
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ppst war multilateral trade system was meant precisely to cater for this
§1tuathn. The “problems of underdevelopment” that have attracted ever
increasing numbers of petty-bourgeois ideologists—themselves contributin
to the gndgrdevelopment in the process—should not come to us as a su riseg
The.ob.je.cnve laws of capitalist development do not in the final anal si:%b :
Fhe juridical rules that may be constructed in their way. They operite u'ety
independently of these rules and of the will of all those involved Jugt la:
the workers and peasants have to produce for the system on pe:nalt of
death, so the system has to expand to its grave. But such death to the syztem
d9es npt come on its own but out of violent class struggles, which are th
dlzixle'ctlcal result of the evolution of the system. At a ccrt;\in stage thes:
existing Rroductive forces come into conflict with the production rel’ations
resultmg in a consciously organized social revolution, thus liberatin th,
productive fopces from the fetters of capital, and in tu;n creating cond?tionz
for man.to liberate himself. There can be no short cut to this dialecti
law, as history has shown. e,
Thus, the fexisting unequal relationships between the imperialist centres
and the exploited Third World peripheries will only be finally resolved
througl.l such fundamental change in property relations, a task which the
revolutionary petty-bourgeoisie, working closely in alliance with the forces
of the workers and the peasantry can bring about. In the meantime the GSP
and any new rabbits coming out of the old hats of imperialism must be

seen for what they really are: camouflaged ch i
the surplus from the Third World. i oo Wi i

Assessing Local Administrative Capacity
for Development Purposes: A Kenyan Case

W. OUMA OYUGI*

The failure to implement development programmes at the local level
once they are formulated can be attributed to a number of factors. Among
them is the administrative incapacity of the implementing agencies, depart-
ments, or people, as the case may be. In this paper we shall be concerned
with the analysis of some of the administrative factors that retard the local
development process.

The data on which the paper is based were collected between March
1970 and June 1972, and covered the period between 1967 and 1971.* The
study was conducted in Migori Division of South Nyanza District where
A Special Integrated Rural Development Programme had just been initiated.
The following departments were included in the survey: Agriculture, Pro-
vincial Administration, Community Development and Co-operatives. These
departments were chosen for the very simple reason that they are usually
the ones with organizational (or personnel) representation at the local
level, and also because of the important roles they play in planned develop-
ment. Data were collected through oral interviews, questionnaires and
observation. The findings are discussed below.

The paper begins with an examination of the nature of departmental
capacity in the area at the time the special integrated rural development
programme was being introduced. This is important because an increase
in work load without a corresponding increase in personnel usually leads
to administrative incapacitation especially under conditions of full employ-
ment in the organization. Whether or not this is always true in rural Kenya
is open to debate. For our purpose, however, what we are concerned with
in this section is the assessment of whether or not the staffing situation
in the selected departments was of the kind and magnitude capable of
grappling with the problems introduced by the new programme, one which
called for intensive integrated rural development on several fronts.

To begin with, the Department of Agriculture had two Assistant
Agricultural Officers (AAOs) in the area (the area covered two administrative
divisions) and forty-five extension agents—I15 Agricultural Assistants and
30 Junior Agricultural Assistants. This area of about 1,920 sq. kilometres,

* Lecturer, Department of Government, University of Nairobi.

1 The data used here are from the ‘reserve bank’ developed when I was in the
field collecting data for my Ph.D thesis. This is the first time they have been
analysed. 1 am indebted to the Dean’s Committee and to the Institute for Devel-
opment Studies, University of Nairobi for the grants which enabled me to
undertake the study.




