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PREFACE 

. The present report, the preparation of which was decided upon at 
the ·1943 joint session of the Economic and Fi!Jancial Committ~es, was 
completed at~ session held at Princeton, New Jersey, in• April 1945, 
at which the following members were present: 

Sir Frederick Leith-Ross, G.C.M.G., K.C.B. (United Kingdom), 
Chairman · 

Ron. Robert H; Brand, C.M.G. (United Kingdom) 
Mitchell B. Carroll (United States) (Representing the Fiscal 

Committee) 
D. Crena de Iongh (the Netherlands) 
W. Domaniewski (Poland) "(Replacing J. Nowak) 
William A. Fowler (United States) (Replacing, the Honorable 

Henry F. Grady) ·· 
F. van Langenhove (Belgium) 
F. L. McDougall, C.M.G. (Australi11) 
Louis Rasminsk:y (Canada) (Replacing W. C. Clark, C.M.G.) 
Winfield W. Riefler (United States) ··-

The following persons, who attended the session in tl)eir individual 
capacities for consultation, participated in the preparation of the 
report: 

Raoul Aglion (France) 
Juan Chavez (Peru) 
Rafael de Ia Colina (Mexico) 
Josef Hanc (Czechoslovakia) 
Kan Lee (China) 
J. H. Magowan, C.M.G., OJ~.E. (United Kingdom) 
Arne Skaug (Norway) 
Christian Valensi (France) 

The International Labour Office was represented by Mr. E. J. 
Riches. It was also fortunately possible to arrange for Dr. Richar.d 
Schueller, who served as a Member of the Economic Committee 
for a number of years, to be present at this joint.session. The Hon
orable Henry F. Grady who was prevente~ from attending has 
examined the report in its final form and ~pressed his complete 
approval of it. 

Sir Frederick Leith-Ross and Mr. F. L. McDougall, who attended 
as membe~s of the Economic Committee, also represented the 



-6-
United Nations Relief and Rehabilitation Administration and the 
Interim Commission on Food and Agriculture respectively. 

The Committees' report on other matters considered at this session 
is contained ~n a separate document. 1 

1 Economic and Financial Conunittees: Report to the Council on the Work of 
the 1945 Joi111 Session (Geneva, C.JO.M.JO.I94S.II.A.). 



INTRODUCTION 

Commercial policy necessarily occupies an important place in the 
projected pattern of international relationships that is gradually being 
elaborated by the United Nations on the basis of the Atlat\tic Charter. 

Many of the United Nations have accepted the obligation contained 
in the Lend-Lease Master Agreement (Article VII) to promote 
action, "open to participation by all other countries of like mind," 
directed "to the expansion, by appropriate international and domestic 
measu.res, of production, employment and exchange and consumption 
of goods, which are the material foundations of the liberty and wel
fare of all peoples; to the elimination of all forms of discriminatory 
treatment in international commerce, arid to the reduction of tariffs 
and other trade barriers." The Vnited Nations Conference on Food 
and Agriculture (Hot ·Springs, May 1943) recommended govern
ments, as part of a programme to bring about a general advance in 
standards of living, "to reduce barriers of every kind to international 
trade and to eliminate all forms of discriminatory restriction thereon 
as effectively and as rapidly as possible." The International Labour 
Conference (Philadelphia, May 1944), "recognising the great con
tribution which the international exchange of goods a,nd services can 
make to higher living st;mdards and to high levels of employment," 
recommended vigorous action to promote the expansion of interna
tional trade. The International Monetary and Financial Conference 
(Bretton Woods, July 1944), recommended governments to reach 
agreement as soon as possible·on the ways and means whereby they 
may best "reduce obstacles to international trade and in other ways 
promote mutually advantageous international commercial relations." 

During the greater part of the inter-war period, the Economic Com
mittee of the League of Nations, in conjunction with the Financial 
Committee, as occasion demanded, was engaged in preparing the 
ground for inter-governmental action to reduce obstacles to inter
national trade and to secure equitable treatment for the commerce of 
all nations-aims identical with those which the United Nations are 
now pledged to pursue. We feel, therefore, that it may be useful for 
us to offer to governments certain conclusions from our own experi
ence and suggestions on the basis of that experience; and to do so at 
this stage before the programme of future international action has 
been drawn up. 

The history of international action- on commercial policy in the 
inter-war years constitutes a challenge to the present generation, a 
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c;hallenge to learn and act. upon the lessons of the past, and, above all, . 
to act with determination and in time. If this is done, whatever the. 
difficulties t·hat may be foreseen-and we shall not underestimate 
them-the P.rospects for the future will be more hope-ful. There exist, 
moreover, iliany positive grounds for encouragement. The new em
phasis upon full employment and the raising ofliving sta"ndards should 
go far to alter the whole context in which commercial policies in the 
inter-war years were formulated. Whereas after the last war little 
international action to restore economic life was initiated until late in 
rsj2o, the United Nations are already attempting to meet some of the 
more important and urgent problems that will arise at the end of t!Lis 
war. The United Nations Relief and Rehabilitation Administration 
has been created and is in operation; a Constitution for a Food and 
Agriculture Organization of the United Nations has been submitted 
to governments and accepted by twenty-one nations (April 1945); 
international plans have been devised for the restoration of an inter
national monetary system and to assist in ·reconstruction and develop
ment; the Dumbarton Oaks proposals ·contain suggestions for setting 
up a special Council to deal with Economic and Social questions, the 
need· for which has been felt in .the past. Much of the technical" basis 
for a more rational framework for international trade has been laid as 
a result of work carried out by the League and other international 
bodies; upon this basis, given the will and the conditions necessary for 
effective action, it should now "be possible to build. 

Yet mucli. remains to be done to meet the tremendous needs of the 
future. Wars inevitably change the character al}d disturb the course of 
international trade; and the wider the area of war, the more profound 
are the changes that it causes. After the last waF, it was not possible 
to re~tcire the pre-1914 pattern of trade. The countries which were 
then the theatre of operations had sustained heavy material damages, 
were short of industrial stocks and had lost much of their accumulated 
foreign assets. Their internal finances were in complete disorder and 
their balance of trade heavily adverse. Currencies collapsed or had to 
be carefully nursed. The countries which had not been active theatres 
of operations had developed new industries--often to replace former 
imports shut off by the war-involving structural changes in the 
trade of their former suppliers. Throughout the world, production 
had been stimulated in lines quite unsuitable for peace-time require
ments. Debtor and creditor positions had been modified, ·and in 
particular, the United States had become the general creditor of the 
rest of the world. The dimensions of the problems which had to be 
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solved w:ere .never adequately appreciated after rgr8 and, though 
palliatives of various kinds were adopted and eventually a new equi
librium was restored for a time at least, it was the force of the 
changes caused' by the. war that shaped economic history. 

The present world war has involved hostilities on \ far more 
gigantic scale, has carried destruction to a point of totalitarian in
tensity and has brought about immense displacements of population. 
Consequently, its effects on international trade are bound to be still 
more catastrophic. In many countries economic conditions may well 
be chaotic for years to come and many measures of restriction and 
governmental control may be required in order to maintain conditions 
under which economies can be reconstructed and adapted to peace-time 
needs. In the attempts to be made to reorganize international trade, 
account must be .ta~en of this widespread disruption of former trade 
channels and exceptional measures must be devised hi overcome the 
maladjustments of the immediate post-war period. Othei:wise there 
may be a long period of transition before there will be scope for the 
development of normal commercial relations. 

It is not the purpose of this report to discuss the over\yhelming 
problems of the transitional period, but the Committees ·feel some 
doubt whether sufficient attention is being paid to them and fully 
recognize that unless they are adequately dealt with, the. suggestions 

. in this report regarding long-term policy cannot be realized; 



.• ~HAPTER I 

SUMMARY REVIEW OF OUR WORK, 1920-1939 

I. The Situation at the Time of the c,.eation of the Btconomic and 
Financial Committees· 

It was generally believed at the end of the last war that something 
like the pre-war pattern of international economic relationships could 
be quickly restored and that no special international action was re
quired for the purpose. By 1920 the bulk of the war-time trade con-· 
trois had been removed-all too precipitately-outside Europe as well 
as in the United Kingdom and most of the countries of Northern·and 
Western Europe; but in several of the Continental European countries 
the partial restoration of relatively free trading was precarious and 
attempts to effect it had in fact to be abandoned. In Central and East
ern Europe quantitative restrictions were widely retained and such 
international trade as existed continued to be carried on by means 
partly of inter-governmental barter, partly by private trading under a 
system of prohibitions modified by licence. The restricted sector of 
private trading was further hedged around by currency controls. 

The pre-war commercial treaty system had largely broken down 
after the w_ar; consequently, for many countries, the legal protection 
against tariff discrimination embodied in the m.f.n. clause had disap
peared, while traders were exposed to con~tant changes both in duties 
and in the formalities and regulations normally covered by commer-
cial treaties. · 

More ominous, however, than the actual state of economic rela
tionships were (I) the prevalence of a high protectionist sentiment, 
not least in the United States; (2) the absence of any international 
plan, which could be applied immediately after the Armistice, to 

· enable countries to obtain the raw materials and capital goods neces
sary fpr the reconstruction of their industries and the resumption of 
industrial activity. 

A partial programme of relief was indeed carried through at an 
early stage, but the problem of economic reconstruction was not faced 
as an international issue until the Brussels Conference met in the 
autumn of 1920. An International Credit Scheme (the ter Meulen 
Plan) was then unanimously recommended. But exchange deprecia
tion and inflation had gone too far for any international credit scheme 
to be feasible, so long as the problems of financial reconstruction re
mained p.ns?lved. Left to themselves, impoverished European coun-
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tries felt obliged to prohibit tl1e importation of whatever was not 
essential and the export of whatever was urgently required at home. 

It was in such conditions that tl1e Economic and Financial Commit
tees began their work. It was then too late to devise a general plan for 
reconstructi~n. The Governments had worked on the assumption that 
the world would get back to conditions· considered normal prior to the 
war witllout any serious difficulty and when this !].ope was -disap
pointed, the situation in many countries had got beyond control. From 
1921 onwards tile Financial Committee dealt, and dealt successfully, 
with tile financial problems of a number of countries in Central and 
Eastern Europe; but tile economic problems could not be solved on a 
purely national basis and international action on the central issues of 
commercial policy could not be undertaken' until financial stability had 
been restored. Meanwhile, the best contribution to the revival of trac;Je 
tllat· could be m~de lay in arranging for the concerted removal of 
specific restrictions and controls and in improving tile legal and ad
ministrative basis which governed trading operations. The ·work of 
the Economic Committee on thCl'e more limited problems met ~ith 
a considerable measure of success, as will be shown later. At the sam'e 
time tile. Committee was able to exercise considerable influence on the 
development of trade relationships and initiated the negotiation of 
numerous trade agreements. 

2. Quantitative Restrictions in the 'Twenties 

With tile relaxation of .political tensions, .tile passing of conditions 
of scarcity and the restoration of monetary stability (to which the 
Financial Committee's work in Austria, Hungary and elsewhere had 
largely contributed), the way became clear in· the middJe 'twenties 
for international action of wider scope. 

The most urgent of tile central problems calling for such action 
related to quantitative restrictions. All governments were anxious to 
see tile end of prohibitions and restrictions and in fact endeavpured, as 
conditions permitted, to reduce their scope by autonomous oi: bilateral 
action. There was reason to believe that the remaining ·restrictions 
could be eliminated by multilateral agreement. · 

We were instructed, therefore, to prepare the ground for such an 
agreement. In the course of this ·preparatory work, the central diffi
culty encountered was that of dealing with one form of restriction 
separately. Quantitative restrictions equid be replaced by higher 
tariffs and it became clear tl!at the prospects of general..agreement to 
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abolish them depended largely upon simultaneous action to reduce . 
excessive tariffs and prevent further tariff increases. 

After the meeting of the World Economic Conference of 1927 it 
seemed likely that this condition would be fulfilled and a Conference 
for the Abolition of Import and Export Prohibitions an<! Restrictions 
was called at the end of the.year. An international Convention, based 
on our draft,·w~s concluded between 30 States, several of which made 
their signature subject to reservations. In the course of the following 
year, the ~cope of these reservations was substantially whittled down 
and multilateral agreements were concluded and brought into force 
concerning restrictions on certain products. The general Convention 
eventually received 21 ratifications as against the 18 necessary to 
bring it into force. Many. of these ratifications, however, were depend
ent on those of other countries and one "key" country held out because 
of the retention by another of exceptions w~ich wer~'held to jeopard
ize its economic life. The negotiations, which had begun with so much 
promise, finally broke down in the ear!y months of 193~ when, witjl 
the spread of the economic depression, the prospects of tariff reduc-
tion or even a tariff truce had disappeared. . 

It thus took about ten years before Continental Europe was ready 
to complete the process of removing war-time restrictions and then 
its efforts were frustrated by the sudden collapse in economic activity. 

3· M.F.N. and Tariff Levels in the 'Twe1~ties 
In Europe, in the early post-war years, tariffs were overshadowed 

by quantitative restrictions as barriers to trade. But as quantitative 
restrictions were removed, duties were frequently raised in order to 
continue the protection which the restrictions had afforded to national 
Industries·. Moreover, the new European tariffs introduced in the 
middle 'twenties were frequently made deliberately high for bargain
ing purposes; they were not sufficiently reduced by negotiation and 
tended, ,instead, to be countered by competitive tariff increases else
where. Nor was any considerable progress made with the-restoration 
of the European system of long-term commercial treaties; tariff rela
tionships remained in general unstable and often discriminatory. 

The tendency toward higher tariffs was' not confined to Europe. Of 
particular significance was the increase in certain United States tariffs 
in 1921 and the general tariff increase in that country in 1922. 

An international tariff problem of grave proportions thus gradu
ally emerged, and at the World Economic Conference called by the 
League in May 1927, it was this problem that dominated the discus-
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sions. The Conference urged the rapid re-establishment of treaty rela
tionships based upon unconditional and unrestricted m.f.n. _treatment, 
and asserted that "the time has come to put an end to the mcrease in 
.tariffs and to move·i·n the opposite direction". 

The recoilimendations of the Conference received almost unani
mous approval by the Governm~nts of the Members of the League and 
were endorsed by the League Assembly. They had an immediate, 
though short-lived, effect. Through autonomous measures or bilateral 
agreements the upward movement of tariffs was for a. time checked. 
The Franco-German Commercial Treaty of August 1927, concluded 
under the direct influence of the Conference, laid the basis for an 
integrated European treaty system, and in the treaties that followed 
some consolidation of duties was, for a year or more, a notable 
feature. 

It became our. main task to facilitate by international action the 
general adoption of the commercial policy advocated by the Confer
ence. We accordingly set ourselves to: 

(a) codify m.f.n. treatment with a view to facilitating treaty
making along the lines recommended, and 

(b) prepare the ground for tariff reduction by concerted inter
national action, the method upon which the main hopes of achiev
ing effective results had been placed. 

(a) C odificatiol' of M.F.N. Treatment 

. Our. work on m.f.n. treatment may be noted very briefly. We pub
hshed m 1929 an agreed doctrine concerning the drafting interpreta
tion a?d application of the m.f.n. clause.• Subsequently w~ turned our 
attentiOn to other problems concerning the application of the clause-
thosel for. ~xampl~, raised by customs quotas and anti-dumping and 
countervallmg dut1es, the interpretation of the expression "like pr d-
ucts" and the question of the nationality of goods. 

0 

Had general economic conditions remained favourable a~ ~ttempt 
'~ou~d ~ave been made to bring about an international a~reement on 
t e asls of our draft~. As it was, the drafts were recommended to 
gove~nments as a basis for administrative practice and commercial 
treaties. They were wide! d b · · 

· · · Y use Y vanous countries desirous of 
mamtammg a non-discriminatory tradi . T 
to this report for reference (Annex I).ng regime. hey are annexed 

1 Recomtn~mdations of tile Economic Co .1 (Geneva, doc.C.IJ8.M.sJ.I92!).1I.), p. II. 1111111 Ice Relating to Com,.<~rcial P_olicy 
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(b) Collective Action for the Reduction of Tariffs 

In undertaking to prepare for collective action on tariffs we were 
breaking entirely fresh ground and realized th.at i,n the most favour
able circumstances much exploratory work and much lab~rious nego-· 
tiation would be required before results could be achieved. We real
ized, too, that the non-negotiable character of the tariff of the United 
States at that time, whiCh naturally rendered it difficult for that coun
try to participate in joint action, prejudiced our chances of success. 

Two possible methods were first considered: that of "maximum 
limits", i.e., the fixing by agreement of maximum limits to the duties 

· imposable by any country on each category of merchandise; and that 
of "percentage reductions", i.e., the maintaining of existing duties in 
each country as the basis and arranging for simultaneous and gradual 
percentage reductions in those duties. Each of thes~ methods, how
ever, was considered inequitable by certain countries: the first by those 
with high tariffs (because others would retain what they would lose, 
the freedom to raise duties), the second by those whose tariffs were 
not high (because they felt that they would be penalized in relation 
to others, especially countries which had inflated their tariffs ex
pressly fo!" bargaining purposes). As with national armaments some 
years later, so with national tariffs, it proved impossible at that time 
to find an acceptable general formula on which reductions by different 
States, with widely varying systems and degrees of protection, might 
be based. · · 

We then attempted another method. Encouraged by the success of 
the multilateral agreemet:~ts for the removal of certain prohibitions, 
we tried to obtain agreement for the reduction of duties on certain 
groups of commodities, starting with semi-manufactures, SU!=h as 
cement and aluminium, where there seemed at first to exist a prospect 
of achieving some results. But it became clear by the end of 1929 that 
these prospects were not likely to be fulfilled. Less developed countries 
that were building up their own industries were unwilling to relax 
protection against lower-cost producers elsewhere, especially in view 
of the steady rise in agricultural tariffs since 1926. More generally, 
collective action by groups of commodities raised difficulties of three 
types: (a) each national tariff being adapted-in theory at least-to 
the national economic structure, it could be objected that action 
restricted to one group of products tended to upset the balance of the 
tariff as a whole; (b) it was difficult to confine action to semi-manu
factures since a reduction in the protection afforded to them would 
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constitute an increase in the protection afforded to ~e finished go?ds 

d f th . d (c) the essence of international .trade bemg 
rna e rom em, an " fi d 
the exchange of different kinds of goods, it was far from easy to .n 
within a single group of commoditie~ that compen;~;ory factor which 
ultimately uflderlies every commercial ag~eement ·. · 

The preliminary investigations we have JUSt descnbed deserve care
ful consideration and some of the conclusions to which they lead are 
analyzed in Chapter II. But it must be emphasized that they were only 
preliminary investigations at a technical level. . . 

Although trade relations were far from hem~ satisfactory at the 
end of the 'twenties, considerable progress was bemg made .toward the 
recovery of international trade, and the volume of world trade was 
increasing. 'But how precarious the situation was became clear with 
the onset of the Great Depression in 1930. · 

4· The l·mpact of the Great Depression 
The decision that inter-governmental negotiations should be at

tempted was taken by the Lea,gue Assembly in the autumn of 1929, 
when the international horizon was already clouded by the deepening 
agricultural depression and the prospect of a new and still more for
midable tariff in the United States. By the time the first diplomatic 
Conference with a View to Concerted Economic Action opened, 
early in 1930, the storm liad broken. Every government was prepar
ing_ to defend its national economy against the spread of the depres
sion and desired to maintain its freedom of. action. It was no longer 
possible to discuss tariff stabilization, still less tariff reduction. 

In May 1930, the Hawley-Smoot Tariff, the highest in United 
States history, was finally passed into law. This action, taken at ~ 
time .when, with the cessation of capital exports, goods should have 
flowed to the United States in payment of debt and interest, marks 
perhaps even more directly than. the outbreak of the depression itself 
a turning point in the history of trade relationships in the int.er-war 
years. It was the first major step in the disintegration of trade rela
tionships in the 'thirties and was rapidly followed by a series of fur
ther shocks to economic stability, the .most serious being the deprecia
tion of sterling and many other currencies in the autumn of 1931. In 
March 1932, the United Kingdom abandoned its free trade policy and 
adopted a general tariff; in the following summer a general preferen
tial.system was established by the.British Commonwealth. Germany 

1 Report oft"! Economic Cons11/lalive Com1nillee; Second Session (Geneva, 1929). 
League of Nations Document C.rgaM.73· I929·II· · 
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and other weak-currency countries which attempted to maintain an 
artificial parity had recourse to rigorous exchange controls. France 
made use of import quotas on an extensive scale and developed pref
erential arrangements within her colonial empire. Throughout a large 
par.t of the world, trade was strangled and trade relationsl'lips became 
increasingly discriminatory. . 

The general negotiations on commercial policy broke down before 
the end of I930, and were replaced by a series of limited negotiations 
aimed at once at developing trade between groups of countries and 
solving some of the most pressing economic and monetary problems 
which were driving certain countries ever farther along i:he road of· 
trade restriction. These efforts and the deterioration of trade rela
tionships refe~red to above have been traced in "League publications' 
and need not be described in further detail here. 

The world's hopes of escaping from the impasse and, of finding· a 
basis on which international trade could be restored, were revived 
with the calling, at the instance of the Lausanne Reparations·Con
ference, of the London Economic and Monetary Conference in I933· 
There was unanimity as to the objectives of economic policy-the 
same objectives that had been upheld in international gatherings since 
I 9 I 9; but there was no agreement . between governments on how 
those objectives might best be achieved and fundamental difference on 
crucial issues of immediate policy. More particularly, the United 
States was unwilling to ·stabilize the dollar, and the "gold bloc" 
countries felt unable to bind themselves in regard to trade policy 
while the future of the dollar was uncertain. 

The fate of the London Conference suggests very strongly the 
unwisdom of convening ·international diplomatic conferences unless · 
some basic agreement has been reached on the broader issues of policy 
involved. The breakdown of the negotiations confirmed the trend 
towards economic nationalism and discouraged further attempts to 
salvage the world trading system through general multilateral agree
ment.• 

The emphasis in our own work was thenceforth shifted: It was 
still possible to contribute effectively to the removal of specific causes 
of trade. restriction or discrimination and to assist governments able 
and anxious to frame policies 3:imed at restoring a multilateral trad-

1 See especially Conunercial Policy in the Inter-War Period, op. cit., pages 52-6o. 
2 The Conference of American States at Montevideo later on in 1933 was an 

encouraging development, but it did not serve to dispel the general discouragement 
caused by the failure of· the London Conference. 
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. ing system. Some of this work, ind~ed_:_for example, the enquiry on 
· Clearing Agreements in 1934-35-had an importan,t influence on cer

tain national policies when recovery got under way. But it was evi
dent that a m~ltilateral trading system could only be restored if there 
was a real ~opular demand for it and that that demand would only 
arise if the average consumer was brought to· realize to what an 
extent his own standard of living was adversely affected by his inabil
ity to buy in the cheaper market. The League, therefore, concerned 
itself more and more with the general problem of how to raise living 
standards. This approach to the international problem of commercial 
policy is a heritage of the Great Depression that should not be lost. 

5· The United States Reciprocal Trade Agreements Progra.mme 

The recovery in the middle 'thirties was short-lived and its effect 
upon economic relationships in Europe limited. In the absence of in
ternational measures to overcome the depression, emergency national 
measures of restriction and discrimination were introduced and in the 
Axis countries these measures became merged in an over-all strategy 
of war preparation. In other countries threatened by these develop
ments or within the Axis orbit of influence, economic recovery was
built largely upon (a) programmes aimed at achieving the greatest 
possible degree of national economic independence, and (b) rearma
ment. Its very basis was thus incompatible with the restoration of a 
world trading system. But over a large part of the world-more par
ticularly within the sterling area, and between that area and the 
United States-not only was multilateral trade conserved but prog
ress was made toward freer trading. 

At the lowest ebb of ·international economic co-operation, there oc
curred a fundamental change in United States tariff policy-the pass
ing of the Reciprocal Trade Agreements Act of 1934. Under this 
Act, renewed in 1937, in 1940, and again in 1943, agreements based 
on the unconditional m.f.n. clause have been ·concluded with twenty
eight countries. Duties on two-thirds of the dutiable imports of the 
United States (1939 figures) have been reduced, and on 68%, by 
value, of the items affected, the reduction has amounted to the full 
so% permitted by the Act. The reciprocal concessions obtained from 
the other parties to these agreements, and generalized under the 
m.f.n. clause, have had the effect, in addition to tariff reductions of 
abating discriminatory practices and of modifying preferential ~ys
tems. A demonstration has been given of what can be accomplished 
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to counteract restrictive tendencies elsewhere, if one of the world's 
great consuming <;ountries takes the lead.1 · · 

It is encouraging that a bill has been introduced in the United States 
House of Representatives to extend the American trade-agreements 
programme for three years from June 12th, 1945. and t1> authorize 
so% reductions of customs duties in effect on January Ist of this year. 

6. Imp-roving the Legal, Fiscal and Adminis~rative Bases of Trade 

So far we have been considering phases of our experience in con
nection with the central issues of commercial policy from which use
ful lessons may be drawn. But there is, we believe, inuch to be learnt 
also from our experience with more limited problems, or problems on 
the periphery of commercial policy, on which, by and large, substantial 
positive results were achieved. Part of this work is embodied in the 
following multilateral agreements: 

1 The following table from Co111111erce Reports, February 17th, 1940, shows the 
result of the reciprocal trade agreements programme of the United States up to 
1939· 

UNITED STATES TRADE WITH TRADE-AGREEMENT COUNTRIES AND 
WITH ALL OTHER COUNTRIES, 1939 COMPARED WITH 1935, 

AND 1935-39 COMPARED WITH 1934-JS 

ltn<S 

EXPORtS, INO.UDING REE.voars 

Total, trade-agreement countries 
Total, nona;recment countries 

Total, all countries 

GENERAL IM~ 
Total, tr:a.de-agreement countries 
Total, nonagreement countries 

Total, all countries 

(Values In millions of dollors) 

Comparison of 1939 
with 1935 

Change 

1935 1939 Per
value value Value cent 

'1,758 \ '1,901 \ + 1421 + 8.11 
1,336 1,277 - 59 - 4.5 

3,094 J,l77 +KJ + 2.7 

1 l,JSS '1,357 +233 +20.1 
S06 931 +125 +15.6 

Comparison of 19JS..J9 
with 1934-JS 

1934- 1938-
35 39 Change 

a.ver- aver-
age age Per .. 

value value Value cent 

"7571·~.2321 + 475 1 +62.8 
'992 '1,306 + 314 +31.7 

2,208 J,136 +928 +-12.0 

:1774 "942 +168 +21.6 :snz 1868 + 97 +12.5 

,1,960 I 2,3181 + 3581 +18.3 ,1,8511 2,1391 + 2881 +15.6 

1 Including the 18 countries (and colonies) with which agreements were In operation during the 
greater part of the last" 12 months. Only 1 •of the agreements was In operation throughout 1935 
6 throughout 1936, J.l by the end of 1936, 16 by the end of 1937, 17 by the end of 1938 and 18 bY 
the end of 1939, Including the agreement with the United Kingdom (covering also Ne~oundland 
and the non·self·goveming British colonies). The agreement concluded with Turkey became 
provisionally effective only on Mays. 1939, and the agreement with Venezuela only on Dec 16 ·19J9 
Statistics for the.'iC countries are therefore not included in the above calculations · 1 

• 
2 'rhcse figures do not include Ecuador, the United Kingdom, Newfoundland ·and non.setf.gov. 

erning British colonies, Turkey, and Venezuela with which agreements have been concluded but 
where tlu~: period during which the agreement has been In effect is too short to justify Inclusion for 
purposes of comparison. . 

a The app:Lrent discrepancy shown by these figures in comparison with the other totals Is due to 
the nonfnclusion of trade with Ecuador and the United Kingdom and its Crown colonies. 
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Entered 

into 
force 

International Convention relating to the 
Simpii!ittltion of Customs Formalities. 
Geneva, 1923 ...................... · · · 1924 
Protocol on Arbitration Clauses. Geneva, 
1923 . . • . . . . . . . . • . . . . . . . . . . . . . . . . . . . • I924 
International Convention on the Execution 
of Foreign Arbitral Awards. Geneva, I927 I929 
Revised International Convention for the 
Protection of Industrial Property. The 
Hague, I925 . . . . . . . . . . . . . . . . . . . . . . . . . I928 

Six international Conventions for the 
Unification of Laws relating to Bills of 
Exchange, Promissory Notes and Cheques : 
Convention for the Settlement of certain 
Conflicts of Laws in connection with Bills 
of Exchange and Promissory Notes. Ge-
neva, I930 . . . . . . . . . . . . . . . . . . . . . . • . . . . I934 
Convention for the Settlement of cer
tain Conflicts of Laws in connection with 
Cheques. Geneva, 193I .. .. .. .. .. .. .. .. I934 
Convention providing a Uniform Law for 
Bills of Exchange and Promissory Notes. 
Geneva, I930 • . . . . . . . . • . . . . . . . . . . . . . . . I934 
Convention providing a Uniform Law for 
Cheques. Geneva, 193I . . . .. . . . . . . . . . .. . I934 
Convention on the Stamp Laws in connec-
tion with Bills of Exchange and Promissory 
Notes. Geneva, 1930 . . . . .. . . . . .. . . . . . . . 1934 . 
Convention on the Stamp Laws in connec-
tion with Cheques. Geneva, I931 . . • . . . . . . 1933, 

Three international Conventions concern
ing Veterinary Police Regulations: 
Convention for the Campaign against Con-
tagious Diseases of Animals. Geneva, 1935 1938 
Convention concerning the Export and Im-
port of certain Animal Products. Geneva, 
1935 ............................. ; . . 1938 
Convention concerning the Transit of Ani
mals, Meat and other Products of Animal 
Origin. Geneva, 1935 ....... ·.; . . . . . . . . . I938 

Number of 
Parties to 

Agreement 

2I 

IS 

I7 

IS 

20 

20 

s 

6 

6 
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0n the removal of double-taxation-a matter of great importance 
for foreign investment and consequently for the development of trade 
-model treaties drawn up in 1928 and revised in 1935 and again in 
1944, have provided a basis for more than 100 important bilateral 
agreements. " 

On the Treatmen~ of Foreigners and Foreign Enterprises a body 
of principles was worked out between 1923 and 1929. While an 
attempt to secure general adoption of these principles by international 
convention failed, they have been used within certain groups of coun
tries in bilateral and regional establishment arrangements. 

A Standard Customs Nomenclature, so devised as to be adaptable 
·to the needs of any country, Was worked out between 1927 and 1931 
and revise.d in the light of experience in 1937. In spite of the fact that 
the work was completed so shortly before the war, the Nomenclature 
has already been adopted in whole or in part by more· than a dozen 
countries. 

Rules drawn up in. 1937 witl1 a· view to removing ·the principal 
obstacles to the supply of raw materials, were accepted by a number 
of governments, including the United States and the principal colonial 
powers, as a basis for possible international action when circumstances 
permitted. : 

Some of the practical lessons from this body of experience, of 
whicll only the main aspects have been mentioned, are discussed in 
the next cllapter. 



CHAPTER II 

.SOME LESSONS FROM EXPERIENCE 

The·mlfin co~clu~ion~ that may be drawn from the ~perie~ce of 
the inter-war period are of two distinct types: (1) .t?ose .relatmg to 
the practicability of carrying through the sort of pohc1es that go~ern
ments collectively advocated; and (2) those relatmg.to the.machmery 
and procedure for international action. We shall bnefly d1scuss each 
of the5e .in. turn . 

. 1. Mai1~Factors Impeding Adoptiol~ of Liberal Commercial Policies 

The growth of protectionism ·in Europe after the last war was due 
to a number of factors, certain of which are likely to present them
selves again and, unless popular sep.timent can be educated, may prove 
difficult to eradicate. Others no less threatening may, we believe, be 
overcome more easily if the lessons of the past are learnt and construc
tive policies are boldly conceived and executed. 

(a) Political and Economic b~ecrtrity 

Within the first class the most important was undoubtedly the. wide
spread sense of political insecurity. This feeling of insecurity imme
diately after the last war was a natural heritage of the war itself. It 
was intensified by the impact on each nation of the rampant national
ism of others-likewise a natural effect of the fighting that had taken 
place. It was· pa:rticularly acute in certain countries which had had 
their frontiers profoundly modified or which had been newly created. 
These new or greatly changed political entities, which had still to 
constitute the most elementary machinery of governtnent and com
munal existence, were naturally and inevitably anxious and hesitant. 
They were anxious about their own political future; they were hesi
tant to embark on the high seas of a world trading system. Their 
instinct was to keep themselves shut off to the greatest possible extent 
from external forces until they had acquired greater internal cohesion. 
But even countries which did not undergo territorial changes or were 
not belligerents learned from experience how deep are the economic 
consequences of war. The feeling of economic insecurity thus became 
world-wide and influenced economic, and more particularly commer
cial, PC?Iicies everywhere. 

There is today a general hope that after the present war effective 
measures will be taken to assure political security for a long period. 
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Biit owing to .the de~truction wrought by this war, economic anxiety 
and hesitancy are likely to be widespread and in every country the 
Government will be pressed to provide employment and social secu
rity for its people on the basis of national actioJ?. without lllttch regard 
for international reactions. The development of a favourable public 
opinion in regard to international action will be of the greatest im
portance and we believe that it will largely depend on the rapidity and 
effectiveness of the measures adopted to safeguard peace and ·to 
revive economic activity. · . · : · 

(b) The Lack of a Recon.strttction Programme. 

The second most important cause of the difficulty of reviving inter
national trade after the last war....:....perhaps indeed it was the most im
portant__.:.was the failure of governments to agree upon and to imple
ment any reconstruction programme. Countries were left, as they 
will be again, with the most urgent need for every type of consumers' 
goods and with a desperate lack of raw materials, of machine parts, of 
railway rolling st~ck, etc. Almost nothing was done for two years to 
meet these needs. Inevitably every country sought to keep the little it 
had...:..to check export; to acquire by whatever means it could what it 
required from abroad, and in so doing to sacrifice its credit and to sell 
its currency for what it was worth. We need noi: attempt to repaint the 
picture again here. But the failure to secure agreement on any inter
national plan for recovery was oile of the decisive reasons why "com
mercial policy was driven from the very outset down the wrong road 
and never found another" .1 

But why were the effects of these early failures decisive? Why, 
when national incomes had been restored to or above their pre-war 
level in the later 'twenties, were European Governments still hesitant 
to bind themselves by long-term treaties and anxious to limit the 
benefit of tariff concessions to those countries that made reciprocal 
concessions? Why, even after the 1927 Conference, were tariff levels 
raised rather than lowered? ' 

The failure to devise any collective plan for tiding over the transi
tion period was decisive because, beliind every form of protective 
measures to which governments were driven to defend their markets 
and exchanges grew up a number of vested interests which resisted
and resisted successfully, in the main-any endeavour to reduce the 
barriers sheltering them. As a .result, the distortion of national econ-

•League of Nations: Europe's Overseas Needs, 1919-1920, and How They were 
Met (Series of League of Nations Publications, I94J.li.A.6.). 
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omies produced by the war were never fully correcte.d, while seri~us 
fresh maladjustments developed and w~re reflec~ed m· over-.capac1ty 
and unemployment in the older inP,ustnal countnes and. agncultural 
over-prod~tion in the predominantly agricultural countnes. The first 
became haunted by the spectre of unemployment, the second by the 
spectre of a collapse in export prices; both were reluctant to tie their 
hands by long-term tariff treaties; both consequently te_nded to seek 
greater stability by means of diversifying production, the first by 
supporting high-cost agriculture, the second by stimulating uneco
nomic industrialization programmes. 

(c) Inadequate Regard for Consumers' Interests 

The result of these circumstances was that in both industrial and 
.agricultural countries there was a large measure of popular support 
behind the intensification of trade restrictions. T.his popular support 
was in the circumstances natural, as the benefits to sectional groups 
were obvious and the consequent impoverishment of the general 
community more difficult to discern. Viewed from another angle, it 
was the outcome of the two other general causes we wish to underline, 
first the absence of the voice of the consumer in the determination of· 
policy, and secondly the failure to devise and carry out any general 
policy for maintaining a high level of employment. 

Because the consumer was so largely inarticulate, he was to a great 
extent politically ignored. In the 'thirties, as we have already men
tioned,-under the pressure of conditions which shocked the conscience 
of the world, there was a shift in policy and governments began to 
think less in terms of production only and more in terms· of consump
tion-of raising living standards. Gradually this new policy gained 
support and today it constitutes one of the most encouraging factors 
in political trends. For, once it comes to be recognized that the pur
pose of production is not simply to provide wages or profits but to 
render vitally needed goods available to all classes of·the population, 
then the need for removing obstructions between the producer and 
the consumer becomes pate!lt; then the popular demand for' the pro
vision of goods at the lowest possible· price is likely to become a 
weighty influence in the determination of policy. ' 

Unfortunately the movement in favour of improving living stand
ards developed too late to have any great influence on commercial 
policy before the outbreak of war. But it was growing constantly 
in strength and has continued to grow during the war years. ·· 
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( d) Ummpioyment atul Economic bJStabilitj 

In spite of the factors we have been discussing, there was· a grad
ual return towards a stable pattern of trade relationships in the 
'twenties and the general. increase in tariffs was temporal'tly checked 
after 1927. The evidence clearly suggests that the movement would 
have been continued and that some demobilization of tariffs might ac
tually have been achieved but for the economic depression, the dr,ying 
up of the flow of international capital and the United States tariff of 
1930. For all its uncertainty, the brief period of expansion in the 
middle 'thirties, following the depression, again brought some· im
provement in trade relationships. 

After the onset of the depression, each government, faced by con
tracting markets and growing unemployment, endeavoured to secure 
the home market to its own producers by shutting out foreign goods· 
and used every 1'-Vailable means to stimulate exports. Trade warfare 
was the inevitable consequence. The inescapable conclusion from this 
eJ;~:perience is that the maintenance of a world trading system depends 

·upon the formulation and success.ful execution of policies for main
taining a high .level of. employment, policies which to be successful 
must be internationally co-ordinated. · 

If we consider the future in the light of past experience, four es
sential economic desiderata present themselves : 

( i) the need for adequate and concerted measures to correct 
the dislocations caused by the war and to enable economic ac
tivity to be revived generally; 

·(ii) the need to maintain high and stable levels of employ
ment; 

(iii) the need ft;>r securing higher living standards; 
(iv) the need for a great expansion of multilateral trade as 

one of the most important means of providing both employment 
and higher living standards . 

. . These four needs are inte~locked and policies must be formulated 
which take account of all of them. The importance of securing the 

. adoption of such policies is, we believe, generally recognized today. 
Adequate plans, national and internationa,l, for ec~nomic reconstruc
tion along sound lines' should lay the foundation for an expanding 
world economy; the determination of governments to maintain high 

t See the proposals put forward by the Delegation on Economic Depressions in 
The Tra11silion from War lo Peace EcoiiOIIIJI (League of Nations, Geneva, doc. C.6. 
M.6.I943.II.A.) and Eco1101nic Stability in lht Post-War World (League of Nations, 
Geneva, doc.C.x;M.t.I94S·II.A.). . 
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levels of economic activity and employment should assure minimum 
living standards, above pre-war levels, and create an. a!mo~phere 
favourable to the reduction of trade barriers and the ehmmatwn of 
trade disc~iminations;. a great expansion o! ~ultilateral trade sho~ld 
increase employment, mcrease the producbvtty of lab~u~ and capttal 
and make possible progressively higher standards of hvmg. 

2. Procedure and Machinery 

(a) Machinery for International Action 

Most of the administrative questions and the questions concerning · 
the legal aU:d fiscal bases of trade which were successfully dealt with 
had been a cause of concern to governments and the business com
munities before 1914. Several of them had been the subject of in
ternational conferences, but on none had any substantial results been 
obtained. The progress achieved in the 'twenties, under conditions 
of intensified economic nationalism and acute economic dislocation, 
is a clear demonstration of the value of a permanent international, 
machinery: (a) for joint discussion, study and negotiation between 
responsible national officials; (b) to supervise the execution of multi
lateral agreements (a function of considerable importance in view of 
the flexible character of many of the agreements concluded) and to 
further the gradual assimilation of national practices to standards 
suggested; (c) to mobilize the co-operation of-and to co-operate 
with-private international bodies working in the field of commercial 
policy. 

But for dealing with the central issues of commercial policy, the 
machinery and equipment for international action was inadequate. 
The powers of the Economic Committee were limited. The head
quarters staff at Geneva concerned with questions of commercial 
policy never exceeded half a dozen senior officials; there was there~ 
fore no question of its being able to study in detail the problems and 
policies of individual countries or to keep in constant touch, as was 
required, with national administrations throughout the world. The 
absence was felt, moreover, of any international body with power 
to mediate or arbitrate, when so requested, in connection with trade 
disputes between States. 

(b) Value a11d Advantages of M11ltilateral Conventio11S 

Study and negotiation to find the basis for international agree
ment normally culminated; in the 'twenties, in the calling of a diplo-
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matic conference "and the signature of a multilateral convention. This 
procedure has proved to possess many advantages : 

(i) it often enables some desired result to be achieved very rapidly 
-for example, the simplification of customs formalities, wh!ich would 
take many years to achieve by bilateral negotiations; · · 

(ii) there are things which no country or pair of countries would 
feel able to do unless they were done simultaneously by many others; 

(iii) it is the only practicable method of creating international 
legislation of general application; · 

(iv) a system set up by a multilateral treaty has•a greater stability 
than can be achieved even by a whole network of bilateral treaties; 

( v) whereas in a bilateral negotiation there must be an approxi
mate balance between the concessions given and received by each con
tracting party, in a multilateral agreement it is not necessary that con
cessions between any two countries should be even approximately 
equivalent so long as each party's concessions are offset by the con
cessions which it obtains from all the other parties combined. 

The advantages of the multilateral procedure were conspicuous in 
the case of many of the non-tariff problems which we considered, in 
particular those which raised no serious issues of national interest. 
The procedure also justified itself-although the results were, in the 
event, limited-in the case of the attack upon quantitative restric
tions in the 'twenties, when such restrictions were considered ·"arti
ficial" and there was a universal desire to be rid of them. In the 
matter of tariff reduction, the experience of multilateral negotiation, 
though inconclusive, was not encouraging and would suggest that a 
possible alternative form of multilateral action, if general agreement 
is not immediately practicable, might be the setting in motion of a 
series of bi- or tri- or limited pluri-lateral negotiations under some 
central co-ordination, as the first stage before their submission for 
more general adoption. On this more will be said in Chapter VII. 

(c) Diffie11lties sometimes raised by the General Multilateral Pro-
cedt~re 

In the early days of the League it was considered necessary to open 
conferences on such general questions as commercial policy to all 
States. In certain cases this procedure was found to raise a number 
of specific difficulties : 

(i) national differences in law and practice, as well as in economic 
conditions, are sometimes so great that agreement is possible only 
between a few States; 
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(ii) when universal agreement is aimed at, there' is a te~dency to 

whittle down the obligations imposed and this may result m a code· 
that falls short of the existing practice in the more advance~ States; 
moreover,0 the weakening of the obligations to secure the st~ature 
of doubtful countries may be to no purpose, since these countnes may 
fail to ratify; . . 

(iii) there is inevitable uncertainty whether signature of a multt
lateral convention laboriously prepared and negotiated will be fol
lowed by the minimum of ratifications (or the specific ratifications) 
necessary to bring.it into force. 

( ~) M ~thods of Meeting these Difficulties 
In later years attempts were made ·with ·some success to meet these 

difficulties : 
(i) Limited Convmtions: Useful results were sometimes achiev.ed 

by limiting neg9tiations to countries particularly interested in some 
specific problem. The Stresa Convention of 1932 and th,e Wheat and 
Sugar Agreements of 1933 and 1937 respectively . were cases in 
point. · 

(ii) Model Conventions for bilateral adoption: Conventions were 
framed which were intended not to be signed and ratified as multi
lateral agreements but to be used by governments as models for bi
lateral agreements. The most substantial results have been achieved 
by this ·method in connection with the work of the Fiscal Committee 
on the removal of double taxation. It may be useful to quote the con
s-idered opinion of that Committee after several years of experience 
in the matter :1 

"This procedure has the dual merit that, on the one hand, insofar as 
the model constitutes the basis of bilateral agreements, it creates auto
matically a uniformity of practice and legislation, while, on the other 
hand, in~s~uch as. it may b~ modified in any bilateral agreement 
reached, tt ts suffiCtently elastic to be adapted to the different condi
.tions obtaining in different countries or pairs of countries." 

As mentioned in Chapter I, over one hundred important double
taxation agreements have been concluded on the basis of these League 
models. 

(iii) Models for autonomous adoption: On certain matters not 
·tending themselves to formal international agreement useful results 
could often be achieved merely by drawing up inter~ational stand-

• Fiscal Committee: RePtwl to 1/u Council on the Fifth Session of the Committee 
1935 (Geneva, doc.C.:zs:z.M.t:Lj.I9JS.li.A.). . ' 
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ards either for adoption as and when changes in national legislatio~ 
or practice could conveniently be undertaken or to serve as a guide 
for the formulation of policy. • 

It is to be hoped that the changed conditions caused by ~he war
while they present many new problems-may also afford a more fa
vourable opportunity for a multilateral approach to commercial agree
ments on a broader scale. · 

(e) Desirability of Broadeni1tg the Bases of Inter11atio11al N eg'o
tiatiolls 

For reasons of convenience, it has in the past been the almost uni
versal practice to limit international negotiations to a single gro~p 
of problems. While unlikely to impede successful action on questions 
lying outside commercial policy proper and not directly involving 
national interests, this limitation may be a serious obstacle to progress 
on more central issues. We have shown in Chapter I to what an extent 
the multilateral negotiations on prohibitions and restrictions were 
affected by the development of the tariff negotiations and vice versa. 

This point of procedure d~serves to be carefully borne in mind in 
the future and we would suggest that, where the central issues of 
policy are concerned, no opportunity should be overlooked for either 
broadening the bases of a single negotiation or arranging for simul-: 
taneous and linked negotiations on particular issues, so as to· secure 
a better balance in the prospective benefits to the parties concerned. 
Clearly, too, the more closely international trade negotiations can be 
linked with measures for ensuring high and stable levels of employ· 
ment, the better their chances of success. 



CHAPTER III 

TRADE AND :TRADE PQLICY IN THE 
POST-WAR ECONOMY 

We ·have already noted that one of the major reasons why the 
removal of restrictions on trade after the last war proved so difficult 
was the lack of any generally ·agreed policy of reconstruction! the lack 
of any financial machinery. which would afford to countnes short 
of raw materials, foodstuffs, etc., tlie necessary breathing space in 
·which to restart production and to adapt their economies to the new 
conditions that gradually revealed· themselves. After this war, the 
first concern of many governments will again be the provision of 
those goods from overseas essential for reviving their economic 
activity, and the gradual adaptation of their whole economy from war 
to peace needs, from partial or almost total isolation to a world econ
omy. These problems. of reconstruction and adaptation h~ve been 
dealt with in the report of another League Committee;1 we need not 
discuss them therefore here. But we must face the fact that this 
necessary process of adaptation will take time; that we cannot expect 
the world to move suddenly from the restrictions of a war economy 
to that measure of freedom which it is the declared purpose of the 
United Nations to attain. 

How rapidly the transition can be effected and how fully those aims 
can be realized will largely depend, as we have already suggested, on 
the extent to which statesmen and the general public act on the 
realization that there is a close interdependence between greater free
dom of trade and the achieveme~t of high and stable employment of 
resources. 

1. Con~mercial Policy and Stm1dards of Living 

It is useless to advocate greater freedom of trade for the sake of 
trade itself or to pursue a coimnercial policy for the sake of com
_me~c; alone .. Commercial_policy is an integral part of the expansionist 
pobctes s~ 'Ytdely an~ so ~ustly .advocated today; it is an essential part 
of all pobctes to mamtam acttve and efficient employment · it is an 
essential part of those social policies whose purpose we epi;omize in 
the expression "a high standard of living". 

The fundamental reason why greater freedom of trade is necessar 
for securing a higher standard of living is obvious, for only by inte!-

1 Tile Transition from War to Peace Bcono111y. · 
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national trade is ·the individual consumer able to purchase what is 
produced iri the cheapest markets, only by this means can he convert 
his own work into the maximum possible amount of goods and 
services, the product of the work of others! 

2. Commercial Policy and Full Employment 

But the consumer would gain littl~ were he to find that greater free
dom of trade implied for him a reduced opportunity for employment .. 
It is only the work he ac~ually performs ,that he can convert into. the 
goods and services he wants. The League's Delegation on Economic 
Depressions has just co~pleted a comprehensive report2 on the whole· 
problem of maintaining a high ap.d stable level _of employment and of 
avoiding depressions and the misery they entail.· Unlike so many 
other reports on the subject, this ·document emphasizes the essentially 
international character of depressions and their" spread from country 
to country through a sudden contraction. of trade or of foreign in
vestment. It insists, too, on the inevitable dependence of many classes 
of countries and of the success of their employment policies on the 
level and freedom of trade. 

"We draw attention", the Delegation remarks, "to the dependence 
of many agricultural and mining countries upon foreign trade; but 
certain highly industrialized countries are scarcely less dependent. 
When capital goods constitute a large proportion of their exports, 
these industrial countries are particularly susceptible to fluctuations in 
economic activity abroad. When in addition their imports consist 
largely of indispensable foodstuffs, their balance of payments becomes 
pa~ticularly vulneral?le. Neither these countries nor certain of the 
smaller industrialized states with highly specialized export industries 
can hope to maintain a high and stable level of employment by means 
of domestic compensatory policies alone. It is therefore of vital im
portance to them, andJndeed to the whole world, if standards of living 
are to be upheld or improved, that the volume of world trade should 
be maintained and that sudden changes in either the direction or the 
composition. of that trade should be avoided. More than a mechanism 
to permit the smooth transfer of international payments is required. 
If depression and the spread of depression from market to market are 

1 The effects upon living standards of the high agricultural tariffs that developed 
in many industrial countries in the inter-war years was brought out in the final 
report of the League of Nations Mixed Committee on Nutrition: The Relatio1~ of 
Nutrition to Health, Agric~<lt~<re alld Eco11o111ic Policy (Geneva, doc.A.IJ.I937· 
II.A.), pp. 2o6-226. 

• Eco11o111ic Stability in the Post-War World. 
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to be obviated, there is need both for the will to maintain a high level 
of economic activity and income and for the will to maintain a multi
lateral system of trade in. which all are able to participate under con
ditions at once equitable and stable.'" 

The crucial importance of foreign investment and foreign trade, 
especially in crude materials, is further insisted upon by the Delega
tion. "These critical factors are neither accidents nor special manifes
tations of an individualistic organization of society; underlying them 
are the elemental facts that raw materials and agricultural resources 
are not evenly scattered over the globe in proportion to population and 
that many peoples do not have a sufficient margin between their prO..: 
duction and their minimum consumption needs to provide solely out 
of internal saving for the development which they need."" They 
terminate this section of their report with the following conclusions: 

"The ability of most countries to achieve sufficient control of 
tlteir internal situation to permit the successful application of the 
most appropriate contra-cyclical policies, in fact, require~ interna
tional understanding and in some cases international action of five 
distinct forms .... They are : 
" (I) the adoption of more liberal and dynamic commercial and 

· economic policies; 
"(2) the creation of an international mechanism for the orderly 

conduct of foreign exchange operations; 
"(3) the creation of an international institution through which 

the tendency of the flow of foreign capital to take a cyclical 
pattern may be counteracted; 

"(4) international ·action for the solution of the problems of 
primary production; and 

" ( 5) the international co-ordination of national policies for 
maintaining a high and stable level of employment."" 

We are directly concerned in this report with the first point only. 
But let us be clear that the purpose of freer trade policies is not simply 
to secure a greater international exchange of goods for its own sake. 
It is an integral part of the policies for overcoming the scourges of 
unemployment, under-employment and poverty. 

3· The Importance of a World-Wide Trading Syste~ 

Cl~a:Iy anything short of a world-wide trading system means a 
restnct10n of the advantages to be derived from international ex-
•E~onomic Stability in the Post-War World, p. 242. 
2 I b1d., p. 279. a Ibid., p. 28o. 



-33-

change. But the re-establishment of effective multilateral trading is 
important for other reasons. To quote from a recent study by the 
League of Nations Secretariat :1 

"Modern civilization is based on a w~rld economy whicij functions 
through a system of multilateral trade of a specific pattern that em
braces the whole world. The present war, and particularly the reduc
tion of British overseas investments, is likely to modify that pattern 
in the future. But the need for a world pattern of multilateral trade 
will remain as long as climates and geological deposits continue to vary 
from one area to another, as long as the factors of production are 
unevenly distributed over the face of the globe." 

Countries whose exports are largely concentrated on one or a few 
commodities are not likely to require the particular products of other 
countries in exactly the proportions in which these countries require 
their products. The same is true of trade between countries with a 
more diversified trade; it is only less obvious. 

It is essential therefore that multilateral trading, which was severely 
restricted in the 'thirties; should be restored. It is indeed only under 
conditions offeririg ample scope for such trading that countries can 
satisfy their diverse needs and-in the words of the Atlantic Charter 
-that "all nations, great and small" can enjoy "access •.. on equal 
terms, to the trade and to the raw materials of the world needed for 
their economic development". 

Moreover, any widespread recourse to "bilateralism" or other 
forms of trading relationships involving discrimination against third 
parties would involve not only the immediate danger of engendering 
trade warfare but also_ the ultimate risk of sapping the bases of politi
cal co-operation between peoples and consequently of world peace. 

A world-wide trading system must naturally be one that embraces 
all countries irrespective of the manner in which their economy is 
organized. All countries in fact have an interest in the development 
of active multilateral trading and there is none that cannot contribute 
to that development. The existence of a general trading monopoly in 
any country does not preclude it from following an expansive rather 
than a restrictive policy in regard to imports or from promoting in
ternational economic integration-the action required of it in order 
to fulfil the general principle of reducing trade barriers. But .the 
growth of State and State-controlled trading has raised technical 
problems of considerable difficulty in connection with guarantees of 

1 The. Network of World Trade (Series of League of Nations Publications, 1942. 
II.A.J.), p. IO. 
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non-disc~imination. We shall briefly consider these problems in Chap-· 
terV. 

4: The Central Principles of Post-War Policy 

The twb main principles of· ·agreed action. in regard. to post-war 
commercial policy to which marly of the United Nations have pledged 
themselves are "the reduction of tariffs and other trade barriers" and 
"the elimination of all forms of discriminatory treatment 'in interna
tional commerce". We shall discuss· these principles separately, but it 
must. be clearly J.!nderstood that they are interdependent; Traqe restr~c
tioris are often imposed in retaliation for, or as a defence against, dis
crimination. More important, discriminatory treatment exists largely 
because of the trade barriers of ·certain countries; its 'removaJ.and the 
reduction of those barriers must thus proceed pari passu. 

For the same reason, the application of these principles does not 
necessarily imply equivalent action by all countries. What is· required 
is a gen,eral co-operative effort towards which all countries will make 
their appropriate contribution. In view of the differences not only in 
the degree and types of restriction and discrimination found in dif
ferent countries· but also in their balance of payments situations, the 
nature and .extent of the appropriate nation;1l contributions will in 
f11ct vary widely.' Moreover, upon any country in a strong creditor 
positio,n will fall the responsibility of taking the lead. 

The key position of the United States in this respect has been well 
brought out in the following official statement :1 

"Many countries will feel that they cannot venture to commit them~ 
· s·elves to the kind of int~rnational economic policy envisaged in Article 
: VII unless they can be reasonably certain that the United States can 
· be' counted oil to give these principles full support. They look .for 

l H~n. Dean Acheson, United States Assistant Secretary of State: Department 
of State Bulleti•~ December 3rd, 1944-

The pohit has been argued from another angle by the United States Under Sec
retary of Commerce, Hon. Wayne C. Taylor: . . 

"A world econoinic structure organized on the basis of equal treatment and with 
large scope for free enterprise cannot be maintained in the face of such reductions 
in the supply of dollars as have occurred in our international transactions. in the past. 
Unless. th~ ~upply of doll_ar~ is more :'-de~uate to meet foreign requirements, other 
countnes wdl assuredly ms1st on the1r nghts to exercise a close selective control 
over the use of the amounts available and to promote more intensive relations with 
other countries under preferential trading arrangement. Unless dollars are made 
available with greater regularity than in the past, it would be both unjust and 
unwise to demand the removal of restraints and controls largely designed to pro
tect .the i~temal econ~mies of other countries against external shock and pressure." 
(The Untied Stales tn the World Economy, United States Department of Com
merce, 1943, Introduction, p, vi.) 
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some assurance that this "country will stand ready through the processes 
of trade and investmept to make available to them goods that they 
will need; that we will maintain a high level of prosperity in this 
country and reduce our own obstacles to trade, so that they may have 
prospects of making repayment for the goods we sell to ~em. If we 
give this assurance and join with them in the maintenance of stability 
in the foreign exchanges, essential to bqth .investment and trade, then 
there is every prospect that they will be willing to. join with us in these 
meas.ures upon which depend the prospects of an increasing ansJ. stable 
prosperity throughout the world." 



CHAPTER IV 

THE REDUCTION OF TRADE BARRIERS 

I. Adapt~tion to Changes in Intenwtional Fi11a11cial Structure 

It was argued in the last chapter that, as part of the co-ordinatc:d 
drive towards securing higher living standards and greater economic 
security, commercial policies require to be not only liberal but also 
dynamic. The first condition of a dynamic commercial policy is that 
it should adapt itself to fundamental changes in the structure of bal
ances of payments. As. a result of the war, great changes have occurred 
in the international structure of claims and indebtedness. Several 
countries which have lost or are in process of losing foreign assets 
and other sources of income and have incurred foreign debts will be 
obliged to raise the level of their exports permanently and very sub
stantially above the pre-war level if they are to avoid a drastic curtail
ment in their imports. In the case of the United Kingdom, the increase 
in exports above the pre-war level which will be required to maintain 
the pre-war level of imports is understood to be about so% at pre-war 
prices. How rapidly and how successfully this adjustment can be ef
fected will depend in part upon the ability of these countries to com
pete effectively in foreign markets; it will depend still more upon the 
degree in which those markets can be expanded. 

The deterioration in their financial position has its counterpart in 
the strengthening of the capital balances of other countries, which 
will be able to import more goods at any given level of exports after 
the war than they did before. If these other countries substantially in
crease their imports, they will facilit;tte the maintenance of imports
and of liberal commercial policies--elsewhere. If they do not, strains 
will be caused ~hich will very seriously impede the development of 
a stable and liberal system of trade relationships. 

An increase in their imports, to quote again the Delegation on 
Economic Depressions, 1 

"will not . . . ~use any contraction of business opportunities at 
ho~e compare? w1~h what they were before the change in the inter
national debt situatiOn. In fact, the national income of these countries 
has been benefited to the extent of the change in debt services · some 
consumers' incomes have been raised; if this increase in their i~come 
is spent abroad they will not on that account have less to spend at 
home than they had. On the contrary, if foreign goods are not allowed 

1 Tile Tra1JSitio" fronJ War to Peace Eco110my, pp. 101_102• 
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to enter in greater quantities, it may prove impossible to maintain ex
ports in the long run and the whole domestic economy, directly dis
torted by the war, will be further distorted by failure to adapt to these 
international changes likewise caused by the war." 

Strong creditor countries will need to maintain a high le~el of for
eign investment to effect an orderly transition from war to peace 
economy and to prevent a drastic curtailment of employment in their 
export industries. This will also help in the restoration of world trade 
and will serve to mitigate payment difficulties in the countries whose 

. contribution to the war has weakened their financial position. But 
since it will tend further to strengthen the creditor position of the· 
lenders and increase the liabilities of the bor.rowers, foreign invest
ment represents no permanent solution of those difficulties. Indeed not 
only are capital exports no substitute for a courageous reduction of 
trade barriers by the creditor countries but they actually postulate 
such action in the long run. However remunerative the purposes to 
which the loans are put, the necessary transfer on· service account 
can only be effected if the creditors permit their debtors to pay by 
accepting an equivalent increase in imports from them. The conclu
sion as regards Uni~ed States policy has been drawn as follows in a 
recent study issued by the United States Department of Commerce :1 

"A further reduction in the United States tariff structure beyond 
that already achieved under the reciprocal trade agreements program 
. . . is not an alternative but a natural corollary to new investment 
of American capital abroad in the years of peace ahead." 

2. Quantitative Restrictions and Exchange Controls 

During the period of transition, we shall be faced with a world 
in which almost all countries impose quantitative restrictions both on 
imports and exports and employ exchange controls to check not only 
movements of capital but also movements of goods. , 

Most countries faced with a serious scarcity of many essential 
goods will find it necessary for a time to continue rationing, price con
trols and export restrictions. But goods which a country normally 
exports are not likely to remain scarce in the country concerned, and · 
it may be hoped that export restrictions on such goods will not last 
long after reconversion has taken place. Quantitative restrictions on 
imports and import licensing systems, imposed in part to prevent a 
glut of imports at depreciated prices but applied also as a safeguard 
to the currency, have been most important in the past. In the current 

1 Tile United States in tile World Ecollotlly, op. cit., p. 21. 
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conditions of scarcity, however, such instru~ents of.tr~de restriction 
are not likely to be as important as financial restnctlons, operated 
through measures of exchange con~rol. . . 

We recognize that many countnes suffenng under the 1m pact of 
the war will have to continue for a period to control the transfer of 
frozen funds and of capital; but we are concerned about t~e continu
ance of the application of exchange control to co~m.erc1al transac
tions. Under the Bretton Woods proposals these restnct1ons on current 
transactions are to be withdrawn as· soon as possible by progres
sive stages. We fully approve of this provision since exchange control 
applied to transfers on current account, however equitaqly it is ap
plied, is scarcely reconcilable with a multilateral non-discriminatory 
trading system. Experience has shown that both quantitative restric
tions and exchange controls applicable to current transactions involve 
a number of disadvantages and dangers \vhich may be summarized 
as follows: 

(i) they insi.date national prices and consequently prevent the 
operation of the world price mechanism in respect to the goods they 
cover; 

( ii) they lend themselves more effectively than ordinary import 
duties to the application of arbitrary methods of controlling foreign· 
trade; 

(iii) they introduce administrative complexities which tend to 
reduce the total volume of trade; 

(iv) being subject to change at administrative discretion, they are 
an element of instability in trade relationships; 

(v) as they cannot be satisfactorily reconciled over a long period 
with the principle of m. f.n. treatment, they involve the danger of rais
ing i~ternational 'economic rivalries and conflicts to the political level ; 

(v1) because of the relative disadvantage in which countries '\vith
out ~ d~rect system of trade con~rol are often placed, .or as a result of 
retahabon for abuse of the arbitrary power they afford, they tend 
to ~pread and thus.finally to react upon the trade of the countryap
plymg them, reducmg the aggregate proceeds of its exports. 
• Nat~~ally, the general effects of quotas and exchange controls on 
mterna,t10nal trad~ a~ compare~ with those of tariffs depend upon 
th_e degree of ~estnctlon or the hberality with whiCh these alternative 
instruments of trade regulation a~e applied. Certain countries have 
recently devised methods to meet some of the most serious dis~d
vantages ~ssociated with exchange control in the past. But for the 
reasons g1ven above, there ca~ be little doubt that the first object of 
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the commercial policy of countries anxious to foster free individ~al 
trading and a world price economy should be to reduce substantfally 
the scope of quantitative restrictions and exchange control as soon as 
the maladjustments caused. by the war have been overcome. Special 
grounds will continue to exist for the permanent retention tf certain· 
specific state controls (e.g. on narcotic drugs) and such controls.may 
be needed in connection with inter-governmental commodity arrange
ments. But, with the progress of economic reconstruction and the de
velopment of world economic activity, the post-war need for any 
widespread system of state trading or any extensive. quota system 
should diminish. The restoration of an international monetary sys
·tem and the establishment of adequate credit arrangements should 
help to make possible the abandonment of exchange control in respect 
of commercial transactions. · 

So far as quantitative restrictions and exchange controls continue 
to be employed (for instance, to protect balances of payments) the 
aim should clearly be to make their application as liberal and non
discriminatory as possible. We deal with certain aspects of this prob
lem in the next chapter. 

Where quantitative restrictions-and especially quotas-serve to 
protect national industries,. and are not imposed simply- to prevent or 
check the purchase of unessential goods, some alternative form of 
protection may be considered necessary when these restrictions are 
removed. But if quantitative restrictions are merely to be replaced by 
increased tariffs which have an equally restrictive effect, little if any 
advantage will be gained. How can this danger be avoided? 

3· The Risk of the Replacement of Qum1titative Controls by High 
Tariffs · 

What happened after the last war was that many European coun
tries, uncertain of their power to compete in world markets, and hav
ing few commercial treaties and still fewer, if any, long-term treaties, 
substituted very high tariffs for their quantitative re~trictions. Of 
these high tariffs some were ·due simply to fear, some to the short
sighted conviction that a high tariff afforded a 'stronger bargaining 
position when commercial treaties were being negotiated .. High.tadffs 
bred high tariffs. Europe entered upon a phase of "tarifs de combat". 

A number of conditions will; we believe, determine the possibility. 
of overcoming the danger we have in mind : · 

(a) If countries are successful in bringing about high levels of 
economic ~ctivity and employment, of _applying, that is, expansionist 
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policies, the element of fear which proved so important in the early 
'twenties will be largely removed. "It is only under conditions of ac
tive home demand and full domestic employment that countries can 
be expected to welcome imports and to regard their exports, not as a 
means ofproviding employment, but as an inevitable cost of the goods 
desired.'" But a generalized state of high economic activity through
out the world is, for the reasons we have already explained, only likely 
to be secured if there has been a substantial reduction of war-time 
obstructions to trade-a large increase, that is, in the size of the ad
mitted quotas while quantitative restrictions are still in force. 

(b) Much will depend upon ,the degree in which the "unique op
portunity . . . for choosing those lines of production that can stand 
on their own feet without heavy tariff protection ~r subsidies"" can 
be seized in connection with the post-war reconversion and recon
struction of industry. Moreover, now and for some time after the 
war there will be a scarcity of goods in most countries and the im
mediate need will be to eliminate protective tariffs or. quantitative 
restrictions which impede necessary imports, subject to such measures 
of exchange control as are needed to safeguard the balance of pay
ments. This situation should give governments an opportunity, which 
will not recur, to adopt more liberal trade policies. Some governments 
have already taken steps in that direction. • 

(c) It is much to be hoped that these national programmes of re
adaptation will not be left to be worked out by each government in
dependently. The revival of trade activity will be greatly assisted if 
some procedure can be developed for international consultation and 
plann.ing, not as regards commercial policies only, but also as far as 
practicable as regards the adaptation of production in the reconstruc
tion period. 

(d) The necessary adaptation may be seriously impeded unless 
steps are taken to prevent vested interests in the maintenance of im
port cont;~ls, tari.ffs ~nd other trade barriers from developing during 
the trans1t1on penod, as they did after the last war. We discussed in 
ou.r last r~port• the methods by which the danger of abnormal profits 
bemg denved by traders fro'tn the granting of licences for import or 

1 ~gue o~ N:'-tions: International Currency Experimce (Series of League of 
Nations Pubhcallons, I944.II.A.4.), p. 208. 

• Hon. Cordell Hull, Unit~~ States Department of State B 11lletin, Volume X, 
No. 256, May 20th, 1944. 

1 for example, France has entirely suspended her import duties and Belgium part 
of hers. · 

• Eco~omic an~ Financial Committees: Report to the Council 011 the Work of the 
1943 Jomt Sess1on (Geneva, doc.C+M.I.I944·II.A.). 



-41-

export might be overcome. The problem of preventing the growth 
of vested interests among producers is more serious since the invest
ment of additional capital in fixed plant (a consideration of great 
importance in view of the scarcity of capital in many countries) and 
the training and employment of additional workers are in;olved; it 
also presents greater difficulties. A memorandum on the subject by 
the Economic, Financial ·and Transit Department is annexed. (An
nex II.) 

These are the four major conditions, we believe, for avoiding the 
danger of quantitative controls being succeeded by no less restrictive 
tariffs. Two complementary routes t~wards the goal of freer trading 
present themselves, namely, autonomous and contractual action. 

4· Autouomou.s aud Contractual Action' 

The need, which we discussed at the beginning of this chapter, for 
adapting commercial policy to the great structural changes produced 
by the war can only be met by radical and courageous measures, in 
which the countries whose creditor position has been strengthened 
must be prepared to take the lead. It would be a mistake to accept the 
view that modifications in trade positions can only be effected as the 
result of a contractual bargain. Much can be done by spontaneous 
action by individual countries-action which might be encouraged 
were guiding principles such as the following generally accepted, 
subject to such exceptions as might be considered indispensable: 

(a) that protective duties which do not protect any existing 
industry should be removed and that protection should be with
drawn• from any industry which supplies an insignificant propor
tion of the national consumption of its product; 

(b) that in respect of any industry with tariff (or equivalent) 
protection above a given level-which would vary according to the 
general scale of the country's tariff-(i) reports should be pub
lished by the national tariff authorities at regular intervals upon the 

·measures taken by the industry to reduce prices and costs (which 
should, however, not involve wage reductions -out of line with the 
general level of wages in "the country) and to improve the quality 
of its products; (ii) the protection to be accorded should be peri
odically reconsidered on the basis of these. reports. 

But the main hope of securing a general demobilization of tar~ffs 

• See Eugene Staley: World Economic Development, International Labour Office, 
Montreal, 1944-
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will clearly lie in the conclusion of trade agreements, bilateral or 
muitilateral under which immediate risks attending upon .the removal 
of a given' trade "defence" are offset by immediate openings for 
exports." 

The United States Trade Agreement programme may well remain 
one of the principal instruments of such action. That programme itself 
has, moreover, mitigated the objection sometimes raised by other 
States to tariff reduction by contractual action, namely, the reluctance 
to make .concessions which would automatically be extended to high
tariff countries that refused to make concessions themselves. 

We believe that the tempo of bilateral negotiations should-and 
could-be more rapid than in the past. Much will depend; naturally, 
upon the adequacy of international and national administrative ma
c~inery; but certain developments in procedure may contribute. A 
programme of linked negotiations under the guidance of an interna
tional body has been suggested in Chapter II. 

It will be more difficult than in the past to deal separately with 
tariffs and quantitative restrictions; as a rule both will no doubt have 
to be considered together. Moreover, while the immediate objective 

· should be to secure international agreement there will be scope for 
agreement between those countries that are ready to agree or between 
"key" countries upon whose action that of the rest of the world will 
largely depend. 

5· The Impact of the Industrialization of Ut1developed Ar~as1 

·We have said above that the goal.of a more satisfactory trading 
.system is not likely to be reached rapidly, and we must remember that 
the trade within that system will be constantly shifting and changing 
in composition. We must think in terms of a dynamic world, in which 
all countries will increase their productive capacity. The less developed 
countries wi~l ?e anxi?u~ to _raise their standards of living by pushing 

· forward thetr mdustrtabzatton as rapidly as possible. The importance 
of these changes to the under-developed countries themselves and to 
world security and economic stabili~y have been discussed in the 
report of the Delegation on Economic ·Depressions.~ · · 

It is clearly in the interests of both the older industrial countries 
and those anxious to industrialize and diversify their economies ( 1) 

1 A detailed analysis of the effect f • d • r . . . 
since the 187o's has been und rt k b IR ustrJa 1zat1on upon mternattonal trade 
partnient of the League. We ~s~: Y ~e Eco~omi~, Financial and '!ransit De

s Economic Stability in lht Post-fV~~W :':r~~ysis wdl shortly be ~ubbs~ed. 
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that th~ latter countries proceed with due referenc~ to local resources 
and compa~ativ:e cost advantages; ( 2) that there should be some inter
national <;onsultation in regard to the effects of these developments on 
commercial poliCies. . . • 

As has been said in another recent League report,' when discussing 
the fact that the expansion of industries in backward areas may be so 
rapid as to render adaptation in other countries to changing competi
tive conditions extremely difficult and painful: 

''There is no single simple solution of this problem. It will present 
itself in different forms at different times and to different countries. 
Some cushion against the incidence of too rapid change may be. re
quired; But there would, we believe, be a very real advantage if, in- · 
stead of leaving this problem to be settled when it arises by unilateral 
action, it could be discussed by an international body which would 
review it in all its aspects and tender advice to governments." 

.Such a body would, of course, serve a much wider purpose than 
that of helping in the solution of this particular problem, and its value 
would not be confined to the two types of count.ries we have been 
considering. 

6. Ad!~i11istrative a11d Legal Barriers 

Apart from tariffs, subsidies and quantitative restrictions, there are 
innumerable varieties of administrative and legal measures which act 
as potent barriers to trade. The evils of some.,.-for example, excessive 
customs formalities and double taxation-lie in the uncertainties, the 
vexations and the burdens they impose on .traders and foreign enter-

. pdses. Our experience has shown that. international action to remove 
or reduce such barriers can count on much general support, and more 
important, little opposition; and a basis for further action exists in 
the work accomplished through the Leagu~. 

More difficult to counter are measures of "administrative" or "in
direct" protection which grew considerably .in importance in the 
'thirties. Many countries have introduced, for example, sanitary re
strictions on the importation of animals, meat and plants, statutes and 
regulations designed to protect b).lsiness ag~inst "unfair" competition, 
against' abuse of patents and copyrights, etc., which can be, and 
frequently are, used as instruments of economic protection. Protection 
by such means is the more dangerous because it is concealed from the 
public and subject to administrative discretion. We believe that the 
most promising international approach is to devise rules for general 

1 The Tra11Silion from War lo Peace Economy, p. 107. 
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adoption embodying the' maximum guarantees which importing coun
tries are justified in requiring from exporters. Irrespective of inter

. national action, national action with a view to limiting sanitary and 
other reg~ lations of. the kind .we have been discussing to their legiti-
mate purposes is, however, obviously desirable. · 

7· Custom.s Practices 
There are a -number of measures concerning tariff practice and 

techniq11e-that would be likely to facilitate commercial operations or 
the conclusion of commercial treaties. 

(a) The first pf these is the standardization and simplification of 
Customs Nomenclature. As we have mentioned in Chapter I, a draft 
Standard Nomenclatllre prepared by the "League is in existence and 
has already been !lPPiied. by many. countries. 

(b) The second is the replacement, so far as practicable, of specific 
by ad valorem tariffs. Specific tariffs have the dual disadvantage ( 1) 
of not taking account of changes in relative prices and values and 
hence tending to encourage higher duties as a precaution against a rise 
in unit values, and (2) of increasing the incidence of the tariff in 
periods of falling prices.• 

(c) Non-negotiable tariffs, or narrow legislative limits to the per
centage cut in duties that can be offered in return for reciprocal con
cessions, stand in the way of agreements for tariff reduction. We 
would favour the replacement of such non-negotiable tariffs as remain 
by negotiable tariffs and the granting of the greatest possible freedom 
for tariff reduction by contractual methods. 

(d) In many countries, owing to administrative and legislative sur
vivals, responsibility for the formulation and application of commer
cial policy is divided and producer interests are allowed to exercise an 
undue influence upon such policy. It would seem very desirable that 
responsibility for commercial policy should be centralized and the 
responsible authority so constituted that divergences between commer
cial and general economic policy may be avoided. 

1 On the business-cycle aspects of this question, see Economic Stability in tile 
Post-War World. 



CHAPTER V 

NON-DISCRIMINATION· 

I. The bnporta11ce of M.F.N. Treatmmt 

For the development of a stable peace-time system of trade relation
ships, the restoration·of conditions ensuring effective equality of treat
ment for the commerce of all nations is as essential as the reduction of 
trade barriers. In the long run, countries will be no more willing in the . 
future than they have been in the past to submit to measures' in other 
countries.which they consider to be directed specifically against their 
exports or traders, which arbitretrily accord to the.~ports or traders 
of other countries special advat}tages that their own. do not enjoy, or 
which cause them to pay more for· their jmports ~han others are re
quired to pay. The aim should be to.secure; together' with .. "the reduc
tion of tariffs and other trade barriers": 

(a) the fullest and widest application of the unconditional m.f.n. 
clause in customs matters as well as in the treatment of foreign 
nationals and fir'ms ;1 · 

(b) the removal of preferences or the application of preferential 
systems only in accordance with agreed principles of policy; 

(c) the abandonment of discriminatory currency measures, ex
cept as and when permitted by international authority; · 

(d) effective equality of treatment in the application of internal 
fiscal or other regulations affecting imports or exports; 

(e) the allocation of quotas (including foreign exchange quotas, 
where adopted) on as equitable a basis as possible between foreign 
countries; 

(f) the operation of state trading monopolies according to non
discriminatory principles; 

(g) the removal of discriminatory tariff classifications; 
(h) the suppression so far as possible of "unfair competition" 

and discriminatory practices by private cartels or monopolies. 

All these objectives are of importance, for where any form of dis
crimination exists, justification can be found for discrimination in 
other countries on grounds of retaliation or self-defence. A period of 
transition may be required for the removal of certain discriminatory 
measures pending the easing of strains on national balances of pay-

• See, however, Section 5 below concerning the question of a "low tariff club". 
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ments and the general expansion in the world consumption and ex
change 'of goods. None the less, every effort should be made to secure 
the maximum equality of treatment possible. 

The movement in this direction would be expedited and facilitated 
and much ).!bssible controversy avoided if there were general agree
ment on principles. Our recommendations on the form, the field of ap
plication and the interpretation of the m.f.n. clause in Customs matters 
drawn up between 1927 and 1931, might form a basis for such an 
agreed doctrine. As mentioned in Chapter I, .they are attached to this 
report for reference. But they do not cover the entire field of relation
ships in which equality of treatment should be ensurM; and they' will 
no doubt require amendment and expansion to meet problems that 
have since come to the fore-in particular those arising from the rela
tionships between free-market and controlled econo'mies. 

At this stage we shall confine ourselves to making soine suggestions 
concerning individual problems. Let us first consider how 'the danger 
of discriminatory treatment through the application of quotas and 
monopolies may be reduced. 

2. M.F.N. Treatment and Quotas 

As we pointed out in a report issued in 1936,1 "no system has been 
discovered by which quotas can be allocated without injuring the 
interests of countries entitled to benefit under the most-favoured
nation clause." We added that the proportional method-that is, allo
cation between supplying countries in proportion to the.imports re
ceived from them in a "represel)-tative period"-was "the only one 
which. can ensure as equitable an allocation as the existence of quotas 
allows". 

Allocation of quotas or foreign exchange on the basis of imports 
in a representative period naturally tends to freeze an obsolescent and 
increasingly arbitrary status quo and prevent changes in competitive 
conditions from working themselves out in the currents of. trade. 
After the war, the changes in competitive conditions will be so vast 
that it .is very doubtful whl!ther any pre-war year or period of years 
could serve as a basis. Allocations will have to be negotiated and the 
danger of discrimination will be at a maximt_tm. In these negotiations 
we suggest that rules along the folJowing lines, proposed in a recent 
League of Nations publication,• might usefully be made standard 

• Equality of Treatment in the Present State of International Econotnic Relations: 
The Most-Favo11red-Nation Cla~~.sc (Geneva, doc.C.379.M.2S0.1936.II.B.), p. 14-

1 Trade Relations between Free-Market and Controlled Economies by Professor 
Jacob Viner (Geneva, 1943), pp. 68-69. · ' 
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practice to ~upplement the "representative period" formula as applied· 
to quotas:. 

"(a) there should be no secret quotas; 
"(b) the basis upon which quotas have been allocated should be 

made public at the same time as the quotas are a:nnoun&d; 
"(c) the allotment of quotas as between countries should be re

tained as a governmental function and should not be delegated or be 
permitted to· be exercised by any non-official agency such as a cartel 
or trade association; .. 

. " (d) whatever basis is used in allotment of quotas to any country 
in accordance.·with ·the 'representative period' formula should not :be 
inherently ·incapable of extension to at .least all. the major foreign 
sources of supply of the particular commodity involved; 

"(e) in trade agreements countries should agree not only not to 
discriminate against each other in their own quotas, but also not to seek 
preferential quotas in third countries for commodities in which the 
other country also is interested as an exporter." 

This last point is of course of great importance. Discrimination 
was promoted in the 1930's by countries which, wi:J.ile preserving 
equality of treatment in their own import practice, negotiated conces
.sions from other cc;>Untries that could only be granted at the expense of 
third parties. · 

3· M.F.N. and State Trading Monopolies 

Most of the above rules. embody objective criteria and their observ
ance or non-observance can be checked, if not immediately, at least 
after a period of time. State trading monopolies present the special 
problem that no formulae embodying such criteria appear to be avail
able. It has been a common practice to give and exact pledges, of fair 
and equitable treatment by trading monopolies. The following are 
among the provisions that have been used in this connection by the 
United States: 

"In the event that (either Government) establishes or maintains an · 
official monopoly or centralized agency for the importation of or trade 
in a particular commodity the Government establishing or maintaining 
such monopoly or centralized agency will give sympathetic considera
tion to all representations that the other Government may make with 
respect to alleged discriminations against its commerce in coqnection 
with purchases by. such monopoly or centralized agency. 

"In case of a Government monopoly for import, production or sale 
· · ... the Government ... agrees that in respect of the foreign purchases 
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of such monopoly or agency the commerce of the other country shall 
receive fair and equitable treatment. 

"To this end it is agreed that in making its foreign purchases of 
any product such monopoly or agency will be influenced solely by 
those coneiderations, such as price, quality, marketability, and terms 
of sale, which would ordinarily be tl!keiJ. into account by a private 
commercial enterprise interested solely in purchasing such product on 
the most favorable terms."1 

In case of differences of opinion as to the carrying out of such pledges, 
the existence·of an international machinery providing for (a) consul
tation, (b) objective appraisal of.the facts and (c) mediation, or if 
necessary, arbitration, should be helpful. 

4· Non-discrimination in Certain Other Fields 

Exchange Control: Where exchange control continues to be en
forced in respect to commercial transactions, it would seem desirable 
that regard should be had, so far as possible, to past distribution of 
trade. The same safeguards in connection with the representative 
period formula as were suggested in the case of quotas might usefully 
be adopted 11~1ttatis nmta11dis. 

It is, however, often the very purpose of exchange control to limit 
allocation of particular foreign currencies which are in short supply. 
·The contingency of a particular currency becoming generally scarce 
has been provided for under the Articles of Agreement relating to the 
International Monetary Fund (Article VI, Section 3) whereby any 
member country is expressly authorized "after consultation with the 
Fund, temporarily to impose limitations on the freedom of exchange 
operations" in a currency which the Fund has formally declared to 
be a scarce currency. It is to be hoped that international equilibrium 
will be well enough maintained to obviate the need for recourse to 
such measures; but should it be necessary, the provision embodied in 
the Bretton Woods proposals that action must depend. upon decision 
by the Fund-in which the country against whose currency the action 
is directed would parti<;ipate-is clearly of great importance. 

These measures do not of course meet the case of a country finding 
itself short of a currency which is not generally scarce. Such a case 
may arise so long as currencies are not generally interchangeable. It 
is, however, the object of the Bretton Woods proposals to create con
ditions permitting such general interchangeability. 

1 Trade Relations between Free-Market and Controlled Economies, op. cit., 
pages 79-Bo. 
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Administration Regulations: Discrimination in the application of 
administrative or legal rules affecting imports, designed to protect con
sumers or patentees or imposed on sanitary grounds, may be met by 
the methods we suggested for 3:voiding concealed protectioi to domes
tic·producers through such rules. The aim in most cases is to re~der 
specific the pledges in su~h matters normally extended under them. f.n. 
clause in commercial treaties. . 

Treatment of Foreign Nationals and Firms: M.f.n. pledges con
cerning the treatment of foreign citizens and firms of different.na
tionalities are of great importance toJhe development of co-operative 
economic relationships. It is very desirable that governments should 
refrain from seeking special advantages in foreign markets for their 
nationals and firms. But they can scarcely be expected to do so unless 
the rights and status to be enjoyed under a system of equal treatment 
are adequate. 

The most favourable treatment accorded by some countries involves 
serious discrimination against all foreigners and foreign firms, or 
exposes them at any moment, at the discretion of the authorities, to 
the loss of whatever rights they may enjoy. Apart from other evils, 
such a situation is an effective bar to foreign investment, and it is 
frequently found precisely in those areas most· in need of foreign 
capital for their economic development. Wherever practicable, the 
aim should be to obtain for all foreigners a status approximating to 
"national treatment", and specific guarantees such as are indicated in 
the Draft International Convention on the subject which we put 
forward in 1929.• 

S· M.F.N. and the Reduction of Trade Barriers 

So far we have been discussing how national measures affecting 
the trade or traders of other countries may be applied in a non-dis
criminatory manner. Let us now look at the problem of non-discrim
ination a little more broadly with reference to other major objectives 
of post-war economic policy. 

Clearly an over-rigid insistence on the m.f.n. principle should not 
be allowed to stand in the way of a reduction of trade barriers. As we 
observed in 1929." if there are to be collec~ive trade agreements for 
the latter purpose "of a general character and aiming at the improve-

• International Conference on tile Treatment of Foreigners. Preparatory Docu
ments (Geneva, doc.C.J6.M.:n.Ig:zg.II.). · 

• Recommendations of tile Economic Committee Relating to Co1n11wrcial Policy, 
op. cit., p. 13. 
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ment of economic relations between peoples", those ~tates· which 
decide to remain outside and pursue restrictive policies cannot be 
permitted to share in the benefits mutually accorded to one another 
by the part,1es. We recommended that an exception to m.f.n. treatment 
should be admitted in favour of such agreements, and a so-called 
"multilateral clause" based on our recommendations was in fact 
extensively used in continental European ·treaties in the fol!owing 
years. That clause is to the following effect:_ 

. "; .. ·The m.f.n. clause cannot be claimed by the High Contracting 
·: Pa"rties to obtain new rights or privileges that may in the future be 
· granted by one of them in collective conventions to which the other 

High Contracting Party is not a party, if the said conventions are 
concluded under the auspices of the League of Nations or registered 
by it and open to the accession of all States. However, such rights or 
privileges can be claimed by the High Contracting Party interested 
(i.e., the other Party), if the said rights or privileges are laid down also 
in conventions other than the collective conventions satisfying the 
above conditions, or, furi:he~, if the High Contracting Party claiming 
to enjoy them is prepared to grant reciprocity of treatment."1 

An attitude similar to our own was taken at the Seventh International 
Conference of American States held at Montevideo in 1933 and was 
embodied in the International Convention deposited in Washington in 
1934· The type of multilateral agreement whose benefits would con
stitute an exception to the m.f.~. clause, ~s defined in Article I of that 
Convention; it should : 

(a) be general in application, 
(b) include a trade area of substantial size, 
(c) have as its objective the liberalization and promotion of 

international trade or other international intercourse, and 
(d) be open to adoption by all countries. 

A proviso (Article 2) was inserted to the effect that a non-party 
State may claim m.f.n. treatment for herself if she, in fact, accords the 
benefit so claimed to all party States. 

It must be admitted, however, that general provisions of the type 
above mentioned may sometimes be difficult of interpretation and 
application in practice. For example, an agreement between a particu
lar group of countries might be beneficial to their mutual trade but 
not in the interests of international trade as a whole. In any event, it 

1 Translation from th~ French. Switzerland-Belgo-Luxemburg Treaty of August 
26th, 1929· . . 
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would seem desirable that any initiative taken for reducing barriers 
to international trade by this method should be arranged under the· 
auspices of an international economic authority and command the 
support" from the outset of a really substantial nucleus o~countries; 
otherwise there WO!Jid be a serious risk of stimulating non-adherent 
countries to adopt counter-measures rather than to associate them
selves with.the initiative .. 

We discuss in the next chapter the more difficult problem of agree
ments of a less general· character for creating freer trade withi~ spe
cific areas, as well as the manner in which certain practical problems, 
which involve the principles not only of freer but also of more equal 
trade-cartels, commodity regulation schemes anq obstacles to the 
supply of raw materials-might best be approached. 



CHAPTER VI 

SPECIAL PROBLEMS 
(I 

I. Customs Unions, Regional Agreements, etc. 

Aft~r the last war, some restricted provision was made for the 
conclusion of special Customs arrangements between certain of the 
new and truncated <;oufttries of Europe which had previously formed 
part of a single free trade area. But the matter was not pressed for 
some years and vested ipterests and nationalist sentiment within the 
countries concerned soon acquired :sufficient influence to prevent 
agreements from being reached. In the 'thirties, the creation of limited 
freer trade areas and special Customs arrangements initiated on a 
regional basis were proposed by various countries. Some such agree
ments were concluded, but others encountered opposition an.d had to 
be abandoned. The absence was felt of an agreed body of principles 
concerning admissible e;xceptions to the m.f.n. clause and of an inter
national body to which the proposals could have been referred. It 
may be hoped that if wider international action can be taken on the 
lines recommended in this report there will be less occasion for special 
regional arrangements; but insofar as special Customs arrangements 
are considered desirable in specific areas after this war, we suggest: 

(a) that they should be created at an early stage; 
(b) that the existence of ( 1) a body empowered to tender advice 

to governments upon any proposals involving a derogation from 
m. f .n. · treatment, and ( 2) agreement on safeguarding principles, 
would be valuable. We set out below some general considerations con
cerning the principles that might be appropriate. 

Customs Unions': Full Customs Unions "constitute exceptions, 
recognized by tradition, to the principle of most-favoured-nation treat
ment".' This does not mean that third parties may not oppose the 
formation of any given Union. Political consequences may be implied 
-as happened in the case of the proposed Austro-German Customs 
Union of 1931-which give rise to apprehensions abroad. Further
more, even assuming that the Union tariff does not average higher 
than the existing tariffs of the parties, a change in the tariff schedule 
of any party likely seriously to harm the trade of particular countries 

1 For countries contemplating a customs union, special problems in connection 
with the avoidance of the growth of vested interests behind quantitative restrictions 
present themselves. These problems are briefly discussed in Annex II (Note by the 
Secretariat), pp. IIS-II7. 

1 Recommendations of the Ec0110111ic Co11•millcc Rclali11g to Com111crcial Policy, 
op. cit., p. n. 
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may well provoke opposition.to the Union. But where such political 
or economic objections are absent or elm be overcome and where the 
adoption of a common tariff promises a real economlc advantage to 
the countries concerned, it would seem altogether desirable that Cus
toms Unions should be fostered.' 

The cases in which a Customs Union could be brought about at one 
stroke are bound to be very limited. In most cases the parties would 
have to proceed by stages in order to soften the impact of the changes 
on their economy. While the Union was in process of formati!Jn, 
therefore, there would exist a preferential regime between the parties 
to it conflicting with their m.f.rt. obligations. But in spite of this fact, 
it is, we ·believe, widely held that ·a temporary waiver of m. f.n. rights 
by third parties to permit the.gr!ldual formation of a Customs Union 
unobjectionable on political and economic grounds would be justified 
where the parties can show: 

(a) .that the Union is genuinely intended, and 
(b) that appropriate steps are being taken to realize it within a 

specified and relatively short period of time. 
If an jnternational economic authority is set up, ·it would appear 

particularly appropriate that all proposals of this kind should be sub
mitted to it for consideration. 

Regional Preferential Arrangements: A number of "regional" ex
ceptions to the m.f.n. clause-for example, the Iberian clause, the 
Baltic clause, the Scandinavian clause, the Central American clause, 
etc.-have been widely conceded on the ground of the special ethnic, 
historic, geographic or other ties uniting the countries concerned. 'vVe 
feel however that the question of extending the number or scope of 
such exceptions or of recognizing new permanent regional preferential 
arrangements should be approached with caution. 

Recommendations on the subject were made by various interna
tional bodies in the 'thirties, when the hopes of general tariff reduc
tion had been frustrated and the multilateral system of settlements 
had largely broken down. Thus in·1931 the Sub-Committee of Eco
nomic Experts of the Commission of Enquiry for European Union 
recommended the conclusion of limited group agreements subject to 
the following conditions :• · 

1 In exceptional cases, reciprocal free trade in indigenous products may be con
sidered between neighbouring countries. As an example of such arrangements may 
be ·mentioned those reached between certain Central American countries in the 
inter-war years. These agreements come within the Central American exception to 
m.f.n. treatment. . . 

• Commissio11 of E11qr<iry for Europcall Umo11, 1931, Fourth Sess10n, League of 
Nations Document (C.68r.M.287.I9JI.Vll.). Annex 2, p. 42· 
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"(a) The groups of countries which •. they affect should be such as 

to e~sure that they are in conformity 'with the general interest and 
contribute to the general progre:;s of Europe; 

"(b) Tpey must not injure the interest of other countries, but 
must,. oq ~e contrary, tend to enco'urage economic intercour~e with 
ili~; 1 

"(c) They must as far as possible include the free movemen~ of 
individuals,' goods and capital, and indeed all forms of economic ac
tivity, so that a fair balance· may be established between sacrifices and 
advantages; 
·"(d) If they lead to treaties or agreements different from the 

ordinary tommercial treaties: 
(I) These must be open to accession by all countries prepared 

to conform to ilie obligations which such treaties or agreements 
entail;' 

(2) They must provide for the granting of the stipulated ad
vantages to non-signatory countries which accord equivalent advan
tages, whether by treaty or by virtue of their own autonomous 
policy." · · 

The Preparatory Committee for the International Monetary and 
Economic Conference of 1933 suggested that, if multilateral tariff 
agreements were impracticable, agreements among a group of coun
tries should be attempted and an exception to m.f.n. treatment admit
ted in respect of such agreements, ·provided that they conformed to 

. certain conditions, e.g. that they did not involve "new hindrances to 
international trade vis-a-vis countries having most-favoured-~ation 
r~ghts" .1 A similar recommendation was made by M. van Zeeland in 
his report to the British and ·French Governments in January 1938.2 

Acting upon a recommendation by the Montevideo Conference of 
1933,·the Inter-American Financial and Economic Advisory Com
mittee worked out a formula in September 1941 under which arrange
ments of this kind might be permitted .within the framework of the 
general m.f.n.·principle, and approved the following recommendations 
(Resolution XXIII): 

"That any such tariff-preferences, in order to be an instrument for 
• sotind promotion of trade, should be made effective through trade 

aw.eements embodying tariff reductions or exemptions; 
"That the parties to such agreements should reserve the right to .. 

reduce or eliminate the. customs duties on like imports from other 
countries ; 

"And that any such region:U tariff preferences should not be per-

1 Draft Annotated Agentkl. of the M onelary and Economic Conference (League of 
Nations Document C.48 [I].M.I8 [1]. I93J.III.). 

• Cmd. s648. ' 
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mitte~ to ~tand !n the way,of any broad· program of economic recon
st~u~tiO~ .mvolvm? the redu!=tion of tariffs and the scaling down or 
ehmmatiOn .of tanff and other trade-preferences with a view to the· 
fullest ??Ss1ble develo~ment of international trade on i1 multilateral 
unconditiOnal most-favored-nation basis." · 

This formul~ would naturally requi~e to be supplemented by safe
guards concermng preferences by means other than tariffs. No for
mula, however, can cover all cases that might arise. Governments will 
be chary of renouncing their rights to determine their attitude toward 
any specific proposal on its merits.-Hence the importance of objective 
scrutiny and report by an international body, as suggested above. 

2. Private Trade Restrictions · 

The condemnation of discriminating monopoly and of' restrictions 
upon international trade which cut across the rational and orderly 
development of the world's productive resources applies not only to 
action by States but a fortiori to action by private cartels, which has 
the added disadvantage that it is not only conceived in a sectional 
interest but escapes control in the public interest. 

Outright prohibition of international cartels might in some cases 
require a far-reaching system of State control over the operation of 
industry which would tend to defeat the aim in view; and there is 
reason to believe that such prohibition would be largely ineffective so 
long as world markets are .disorganized and the regulation of compe
.tition remains a condition of avoiding serious unemployment in cer
tain national industries. Governments have frequently ·used measures 
of commercial policy to strengthen the position of national industries 
in international cartels. A general renunciation of this practice should 
clearly be aimed at; but this again is an objective that could scarcely 
be realized until the urgent problems of maladjustment which give 
rise to such intervention are overcome. A programme of the follow
ing type might,· however, be considered: 

(a) compulsory and public registration in every country of all such 
private international agreements in which national producers partici
'Pate, the information to 'be supplied covering membership, prospective 
duration, geographical scope and main stipulations of the agreements; 

{b) the information concerning international cartel arrangements 
thus made available to be· communicated regularly to an international 
,body and published by it; this body should be empower~d to follow ' 
and report on the development and operations of cartels, with par-. 
ticular reference to their effects upon international trade, technical 
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progress, production, conditions of labour, prices and the supply sit
uation of individual countries; . 

(c) a common code of rules and standards to be drawn up for 
internationa~ acceptance with a view to preventing abuses; 

(d) an international authority should be available to hear com
plaints from Governments of violations of this code and to facilitate 
settlement and propose corrective measures, if necessary. 

3· Inter-Governnlental Commodity Regulation 
Elimination of violent movements in prices of raw products such as 

were characteristic of the i~ter;.war period necessarily forms part of 
the general economic programme of t.he United Nations and it.is a 
condition of avoiding a resurgence of trade restriction. We consider 
that measures to reduce fluctuations in the prices of primary products 
are very desirable and that their successful application would tend to 
maintain the incomes of producers and hence the purchasing power of 
countries largely dependent upon the export of primary products. This 
would make easier the adoption of liberal economic policies by such 
aountries and diminish the risk that "productive capacity which is 
again vitally requisite during a boom may be destroyed during a 
depression" .1 

In regard to the means which should be adopted for this purpose, 
the Delegation on Economic Depressions has drawn attention to the 
desirability of creating an international buffer stock agency with the 
function of purchasing certain crude products when prices tend to fall 
and selling them when prices tend to rise. • If such an international 
scheme can be set up it should diminish the need for international 
measures to regulate production and trade ; but, as the Delegation 
itself has recognized, the problems of surpluses in certain commodi
ties, especially commodities whose production in some countries has 
been vastly increased to meet war requirements, may well be so serious 
after the war as to require direct measures of control. 

The main evils of commodity control schemes in the past have lain 
in the fact that these schemes have attempted to remedy a situation 
of surplus production and of depressed prices through restriction of 
output in a way which tended to preserve rather than eliminate high 
cost producers and to prevent a desirable transfer of excess capacity 
and resources into other uses. Furthermore, when schemes have been 
operated exclusively by producing countries, they have given rise to 

1 Economic Stability in the Post-War World, p. 273· 
•Ibid., pp. 265-271, 313-314-
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apprehensions-and frequently to specific complaints-on the part of 
consumers. 

It is important that. in any future inter-governmental commodity 
arrangements these evils should be avoided. If commodi\y regulation 
were to assume the character of monopolistic exploitation, not only 
would the prospects of raising world Hying standards be jeopardized 
but the terms of trade of consuming countries-especially those 
highly dependent on imports of the controlled commodities-would be 
'seriously affected, while other countries producing raw materials and 
foodstuffs not covered by regulation sche~es might legitimately com-
plain of inequitable treatment. · · 

On the basis of the Report ~f the.League.of Nations Committee 
for the Study of the Problem of Raw Materials, we made the fol
lowing proposals in 1937:1 

"International regulation schemes should be so framed as to admit 
effective association of consuming interests with their administration, 
and to make available adequate information regarding their operation. 
They should be administered in such a way as to ,provide consumers 
with adequate supplies of the regulated material, to prevent, so far as 
possible, the price of the regulated material from rising to an excessive 
height and to keep that price reasonably stable. 

"In so far as Governments are themselves parties to a scheme, they 
will of course be responsible for seeing that the scheme is framed and 
administered in accordance with these principles. 

"In so far as Governments are not themselves parties to a scheine, 
they should be ready, so far as circumstances permit; to use their in
fluence to secure the application of these principles by their nationals 
parties to the scheme. 

"In either event, they should be ready to take all possible steps to 
ensure the investigation of complaints by other countries in regard to 
the operation of the scheme." 
Certain further desirable safeguards have more recently been put 

forward in official quarters :2 
• • • 

(a) The regulation schemes shou!d run for a.hm1~ed ~enod only, 
and be subject to revision after rev1ew of the Situation m the com
modity market concerned. 

(b) Provisions for the regulation of trade and production should 

1 Economic Committee: Report to the Co1mcil oil the Work of its 4711• Session 
(Geneva, doc.C.S77.M.4II.I937·II.B.). . ·. 

2 See e.g. International Labour Office: ]!ltcrgO'IJcrlltllc!'tal Co11n~wd•t:v Colll~ol 
Agrecmc!lts, Montreal, 1943, and statement on U.S. pohcy regardmg. commod1ty 
agreements, by Bernard F. Haley, Director of the Offi~e of I?ternabonal Trade 
Policy, Department of State (Department of State Bllllehll, April 8th, 1945). 
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be combined with programmes of (i) technical research with a view 
to Q.!!veloping·the uses to which_the commodity may be put and (ii) · 
the. el.imination of highest cost producers. ' 

. (c)" Regu\;ltion schemes should be closely co-ordinated with other 
measures of anti-depression policy . 
.. (d) Wherever existing labour conditions are unsatisfactory, there 

should be arrangements to ensure fair remuneration and other con
ditions of employment and adequate social security protection to 
labour employed on the production of controlled commodities. 

(e) A body of principles, to which every commodity regulation 
scheme should be required to conform, should be drawn up for inter-
national agreement. • 

(f) Overall international supervision of the operation of commod
it:X schemes and co-ordination of their policies should be provided for. 

(g) For the purposes indicated above, a suitable machinery for 
international action should be created. 

4· Obstacles to the Supply of Raw Materials 

As we and other League bodies have frequently emphasized/ the 
problem of commercial access to raw materials in peace-time is essen
tially a problem of payments and its only general and permanent solu
tion lies iri the restoration of international exchange on the widest 
possible basis. Nevertheless the removal of obstacles or potential 
obstacles to the supply of raw materials is very desirable. Upon re
quest by the League Council, we drew up, in 1937, a series of princi
ples to which it ~as suggested that "Governments should conform, so 
far as possible, both in their metropolitan territories and in the 
Colonies, Protectorates and other territories over which they exer
cise effective authority."• 

The principles proposed that related to international commodity 
regulation schemes have been-mentioned in tile last secti.on; the others 
were as follows : · 

A. Prohibitions; Restrictions and Duties on the Exports of Raw 
Materials 

I. Raw materials should not be subjected to any' export prohibition 
or restriction except in pursuance "of an ·international regulation 

1 Cf. Provisional Economic and Financial Committee: Report on Certain Aspects 
of the Raw Material Proble•n (Geneva. doc.C.st.M.I8.I922.II.), p. 67; Report of the 
Committee for the Study of the Problem of Raw Materials (Geneva, doc.A.27.1937· 
11.8.). 

• ~onomic Committee: Report to the Cotmcil on the Work of its 47th Session, 

~- . 
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scheme, which is being op~rated in accordance with the principles set 

· out · : . · be~ow, o~ some other international agreement between 
exportmg and 1mportmg countries. · · . · · · . 

2: R~w materi~ls sho~ld not be subjected to any export,duties.except ' 
dub~s 1mposed at a um~orm rate irrespective of the country to which 
the goods are exported either (a) for .revenue purposes, or (b) in order 
to fina~~e arrangements for improving the production, utilisation or 
marketmg of the raw material in question. · · 

B. Development of Nal!tral Resources 

Foreigners should have the same rights and facilities as nationals 
for developing the natural resources both of sovereign countries and 
of colonial territories, subject to their obeying the laws and regulations 
of the countries concerned. · 

This principle should be introduced by degrees where it is not al- . 
ready in force, and applied .as fully as possible. 

It is recognised, however, that provisions may be necessary to 
regtilate the conditions of admission and settlement of foreigners and 
also, in colonial territories, to safeguard the interests of the native 
inhabitants; but such provisions should not be applied in such a way 
as to neutralize the possibility of foreign participation nor, in colonial 
territories, to place nationals of the metropolitan country in a privi
leged position. 

To these principles we added certain riders: that exporting countries 
could scarcely pursue a liberal policy if the importing countries pur
sued policies detrimental to their interests, "particularly in such mat
ters as the uneconomic production of substitutes"; that exporting 
countries could not reasonably be expected to place no export duties 
on raw materials if the importing countries placed l:iigh duties or even 
prohibitions on the import of processed materials and thereby ad
versely affected the processing industry of the producing country; 
that if a country produced only a small quantity of a particular raw 
material as compared with its requirements, it would not be unrea
sonable if it felt unable to allow export. 

Comments on these proposals were received from ten Governments 
before the outbreak of war including the United States of America, 
the United Kingdom, France, the Netherlands, Belgium, and one of 
the countries that had complained most of difficulties in obtaining raw 
materials, Poland. While certain additions and modifications were 
suggested, in principle all these comments were favourable-the 
United States, for example, stating that it was "prepared to give the 
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most sympathetic consideration to whatever action is proposed" and 
being of the opinion that "action in this field should be as far-reach
ing and as effective as proves to b.e possible." But the view was gener
ally held that the time was·inappropriate for international action. Now, 
however, th~ time for such action is clearly at hand and it is hoped 
that these proposals may be useful as a basis for international dis-
cussion. · 



CHAPTER VII 

SUGGESTIONS REGARDING INTERNATIONAL ACTION 

1. The Present Opporttmity 

As we have stated in the Introduction, conditions will be far more 
catastrophic after this war than they were at the end of the last war 
and the ?i~culties of restoring p~oduction in many countries or of· 
re-estabhshmg a smooth working system of international trade in the 
world will prove to be of appalling proportions. The problem of the 
transition from war to peace economy has been considered in another 
League report, 1 and we wish to turn our attention here to long-term 
policies. The present moment, indeed,' affords an opportunity for the 
formulation and adoption of constructive long-term policies which is 
unlikely to recur for years to come. 

First, in view of the great dislocations in the structure of industrial 
and agricultural production caused by the war, a vast programme of 
adaptation to peace-time conditions will in any case be necessary. 
Through appropriate government policies it should prove possible to 
effect this process of adaptation in such a way as to integrate national 
economies into one another and to effect a more economical interna
tional division of labour and of productive equipment than in the past. 
In this connection it is interesting to note that the consultative agree
ment concluded on March 2oth, 1945, by Belgium, France, Luxem
burg and the Netherlands stipulates that the objects of the consulta
tions proposed will be especially "to harmonize existing production, 
bearing in mind the traditional flow of trade between these four 
countries."" 

Secondly, most countries are suffering from a scarcity of goods; 
imports are urgently required, and it should be possible to reduce 
obstructions to trade without giving rise to opposition from those 
who in other circumstances might dread foreign competition. There 
is today, a much stronger desire for imports than is characteristic of 

· normal peace-time conditions; indeed the revival of econo~ic activity 
in many parts of the world is inevitably dependent on an increasing 
inflow of goods from abroad. · 

Thirdly, at the present time in most countries labour is fully em
ployed, or the unemployment that exists is caused by shortages of 

1 See The Transition from War to Peace Ecollo"'l'· 
• "L'hannonisation des productions existantes, compte tcnu des courants com

mcrciaux traditionnels entre les quatre pays." 
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equipment, of raw materials and of transportation, and not by f.oreign 
competition. In. the past, fear of unemployment has be.e':" an Imp?r-· 
tant factor hindering the adoption of liberal tra~e ~ohc1es. T~e ~~
creasing recognition by governments of the obligatiOn to mamtam 
a high level of employment may again r~sult in eco~omic .nationalism 
unless the opportunity-is seized when employment IS at h1gh levels to 
put liberal policies into effect. Only by such policies can the national 
pursuit of high employment an4 the most pr?ducti~e use of the 
world's economic resources be rendered compatible with each other. 

Finally, at the present time there is among the United Nation!! an 
experience of co-operation for war purposes and a will to co-operate 
which, if continued for peace-time purposes,_ would provide a dynamic 
force moving the world in the direction of liberal economic policies. 

In the past, governments have too often approved recommendations 
in favour of liberal policies in principle, and in practice raised higher 
and higher barriers to trade, owing to the pressure of. vested interests 
or to balance of payments difficulties. They have only too frequently 
exemplified the Latin saying: "M eliora probo; deteriora seqttor''! 
The present situation demands an effort ~o break from this unfruitful 
past and gives an opportunity for putting accepted -principles into 
general practice. 

2. Objectiv~s of Policy 

. Experience has· shown that commercial policies do not a1,1tomatically 
become ~ore liberal when conditions permit them to do so. Direct and 
det~rmined action is essential to secure the reduction of trade barriers 
and the promotion of greater equality of treatment; and, as we have 
argued, it is urgent because this is the time when the whole course of 
policy is likely to be determined for better or for worse for at least 
a generation. · ·· · 

"W_he~ we say: it is urgent, we do not mean to imply that quantitative 
restnctions or other forms of government control over imports can 
.or should be swept away before the. maladjustments. caused by the 
war have been corrected and t~1e strams on national balances of pay
ments eased_. But the form~.dat1on of general objectives of policy and 
of a general plan for reachmg those obJ' ectives is a m tt f 
A h b

. . a er o urgency. 
mong t ese o Jectives, our experience from the past has suggested: 

(i~ :!he progressive removal, as rapidly as possible, of quantitative 
restrictiOns on trade and of exchange control tions; over current transac-

1 I approve the better, but follow the wors~. 
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(ii) a substantial lowering of tariffs and the preventfon of tariff 
increases ; · 

(iii) a reduction of administrative barriers to trade; 
(iv) a limitation of the use of subsidies affecting international 

trade; 
(v) an adaptation of national financial and economic policies to 

changes in the pattern of international indebtedness; 
(vi) the elimination of trade discriminations through the widest 

possible application of the m.f.n. clause in its unrestricted and uncon
ditional form; 

(vii). the establishment of a satisfactory basis for trading relations 
between free-market and controlled economies; 

(viii) guarantees against discriminatory action by international 
cartels; · . 

(ix) agreement on a code of principles for inter-governmental 
commodity agreements; 

(x.) guarantees of fair and equal treatment of foreigners and 
foreign firms; 

(xi) the establishment of appropriate international machinery, 
with such powers as may be agreed, to promote the above objectives 
and in" general to facilitate good commercial relations. 

A programme of this kind can only be realized through concerted 
international action; unless concerted action can· be arranged to 
liberalize trade policies it will be difficult for any Governmenfto move 
independently in the tight direction. 

J. Proposed C~nference 011 Trade a11d E,mploymel~t 

During the war years there have been many discussions, some 
formal and others informal; among various members of the United 
Nations concerning economic and social questions. The most impor
tant declarations arising from these discussions have been clauses 4 
and ··s of the Atlantic Charter and Article VII of the Mutual Aid 
Agi:eements. · 

The Atlantic Charter declares : 
"FOURTH, they will endeavour, with due respect for their existing 

obligations, tp further the enjoyment by all States, great or· small, 
victor or vanquished, of access, on equal terms, to the trade and to the 
raw materials of the world which are needed for their economic 
prosperity; 

"FIFTH, they desire to bring about the fullest collaboration be
tween all nations in the economic ·field with the object of securing, for 
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all, improved labour standards, economic adjustments and social 
security." 

This Charter has been adopted by all the United Nat~ons. • 
In Article VII of the Mutual Aid Agreements the s1gnatory nat1ons 

are pledged to : . 
"agreed action ... , open to participation by ~ll o!her co~ntries of 

like mind, directed to the expansion, by approprtate mternattonal and 
domestic measures, of production, employment! and the e~change and 
consumption of goods, which are the mat.er~al ~oundatlo?s of the 
liberty and welfare of all peoples; to the ehmmat10n of all forms of 
discriminatory treatment in international commerce, and to the reduc
tion of tariffs and other trade barriers; and, in general, to the attain
ment of all the economic objectives set forth in tlie Joint Declaration, 
made on the 12th August 1941, by the President of the United States 
of America and the Prime Minister of the United Kingdom." · 

This agreement has been adhered to by over twenty nations. 
As we have emphasized i'n Chapter II, we are strongly of the opin

ion that the direct association of commercial policies with policies 
designed to secure an expansion of production and consumption and 
the maintenance of high and stable levels of employment is an essen
tial prerequisite to progress towards international economic co-opera
tion. The failure in the inter-war years to emphasize the essential 
interdependence of these issues was indeed one of the reasons for the 
lack of success that was then experienced. We believe that in present 
circumstances the most hopeful method of securing progress would 
be a general conference to deal jointly with commercial policy and the 
international aspects of employment policy. The United States Secre
tary of State has stated1 the intention of his Government to arrange 
for the convocation of a conference of the principal trading nations 
of the world within the next year. We trust that if such a conference 
is convened it will deal with these two related subjects. 

If general and comprehensive agreement could be reached at such 
a conference it. would pres~nt very obvious advantages. First, the fact 
that trade .barners were ?~mg red~ced simultaneously by a large group 
of countr1es would facd1tate act10n in each one af them, for each 
would be able to balance the effect on its domestic industries of the 
~eduction. of its own r~trictions by the gains for its export industries 
mvolved m the red~ctlon of restrictions in other countries. Secondly, 
as we have emphas1zed more than once it is important th t f 'bl h · ' a , so ar as 
poss1 e, t e vanous aspects of restriction and discrimination should 

1 U.S. Dept. of State B111/ctin, Vol XII No 302 Ap 'I 8th 
• ' • ' fl ' 1945· 



-65-
be considered together. Thirdly, a speedy re-establishment of "an 
international framework within which traders and investors· in all 
countries can develop their legitimate activities"1 is of the utmost im
portance for reviving economic activity and securing a high level of 
employment. 

We recognize that it may not be easy to secure the immediate 
adoption of a comprehensive multilateral agreement by every one of 
the United Nations, and we therefore attach much importance to 
adequate preparations being undertaken before the conference. We 
believe that the procedure most likely to secure results might, be for a 
detailed draft agreement, or at any rate a detailed statement of prin
ciples, to be approved in advance by as many governments of the 
United Nations as possible. 

In order that the discussions at the conference should not be 
prejudiced in advance it is naturally important that countries should 
not raise their tariffs or impose new trade restrictions or denounce 
existing commercial treaties and agreements before or during the 
period of the conference. We suggest that a general understanding 
along these lines should be reached as soon as possible. 

4· lt1ten1ational Machinery 

On every subject with which we have dealt in this Report the vital 
role of adequate international machinery has been made apparent. 
International machinery is obviously necessary for the preparation of 
multilateral agreements and of models for use autonomously or in 
commercial agreements ; it is no less obviously necessary in order to 
plot the course of desired international policies and to bring about a 
co-ordination of national action through consultation. But it could 
assist governments in three other ways which have been set out .as 
follows by the Delegation on Economic Depressions :• · 

"(a) by studying and analyzing the facts concerning the develop
ment of trade, the interdependence of 'different trading areas, the 
trade in different groups of commodities, the movements in prices, 
and the changes in the terms of trade; . 

"(b) by giving advice about means for promoting trade, for clearing 
blocked channels of trade, about the difficulties arising from sudden 
changes in production or in the competitive power of different areas, 
etc.; possibly, in the execution of its advisory functions, participating 
in trade negotiation,s between governments in order to watch the 

1 World Trade a11tl Employmmt, Report from the Advisory Committee on Eco-
nomics to the Committee on International Economic Policy, New York, 1944, page 8. 

• The Tra11sitio11 jro111 War to Peace Ecollollly, pages 107-108. 
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effects of proposals submitt~d during such negotiations on the whole 
body of trading nations and on the general development of trade; 

" (c) by mediating,· when so requested, in connection with both direct 
disputes between states, and on such wider issues as the formation of 

. Customs unions." · 

Such international machinery naturaiiy cannot stand alone. It can 
only function successfully as· a par.t of. a system of international co
operation in political and social, no less thim in economic, matters. 
Commercial policy is an integral part of general economic and social 
policy, which demands a system. of economic relationships among 
peoples designed to ensure stability, prosperity and rising standards 
of living. Such a system is possible only in a world freed from the 
threat of war. On the other hand, economic co-operation is of im
portance not only because of the material benefits it affords but 
also as an indispensable foundation for a durable system of security. 
Thus, economic and social progress and political security are essen
tially interdependent objectives; and on the success of governments 
in securing their joint attainment depend the prospects of rebuilding 
a better world. 



·ANNEX I 

DOCTRINE OF THE ECONOMIC COMMITTEE RELAT
ING TO MOST-FAVOURED-NATION TREATMENT 
(Extract from Document E. 805, i933). 

"(a) GRANTING OF MosT-FAVOURED-NATION TREATMENT. 

"In fact, different conceptions regarding tariffs and contractual 
methods appear to be generally associated with different ideas 
reg;trding m.f.n. treatment. While the States which refuse to 
negotiate in tariff matters claim m.f.n. treatment as a prelimi
nary condition of any treaty and as a right which is beyond dis
cussion, on the other hand, those States which have conceived 
their tariffs with a view to negoti01-tion and who attach more 
value to tariff agreements than to the juridical guarantee con
stituted by the m.f.n. clause when it is not accompanied by tariff 
advantages consider the grant of the m.f.n. clause as subordinate 
to agreement on tariffs. 

"The Committee was of opinion that the Economic Conference 
. of 1927 had not embraced the doctrine which considers equality 
of treatment as a right above question. It has borne in mind 
that the resolutions of the Conference declare that each State 
must judge in what cases and to what extent this fundamental 
guarantee should be embodied in any particular Treaty. But it 
has taken care, on the other hand, not to misunderstand that the 
doctrine clearly affirmed by the Conference was in favour of the 
reciprocal grant of m.f.n. treatment and in favour of the widest 
possible extension of its scope and o£ a liberalism as enlightened 
as possible in its application. 

"In this matter, as in that of tariff and contractual syste~, 
the Committee has inclinei:l towards a compromise of fact rather 
than to a choice between opposing doctrines. It is convinced 
that, whereas those States which claim m.f.n. treatment by right 
before any negotiation nevertheless reserve the power to re-yise it 
if they run against prohibition duties or unjust discrimination, 
the States which regard m.f.n. treatment as the price of a favour
able tariff agreement nevertheless admit, in general theory, that 
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h. t ld not be arrived at without the grant of m.f.n. t IS agreemen cou 
treatment. · · ld 

"The Committee has noted, therefo~e, that unammlty cou 
undoubtedly be reached on a doctrine which. declared that the 
grant of m.f.n. treatment ought to be the ~ormal, an.d that the 
refusal of this guarantee or the co~respond1~g estabhshmel'}t of 
a differential regime ought not to anse unless m the case of Sta~es 
which refuse an equitable tariff policy or have recourse to dis
criminatory practices." 

"(b) THE MosT-FAVOUR-ED-NATION CuusE IN CusToMs 
MATIERS. 

"The International Economic Conference of 1927 expressed it
self in favour of the widest possible application of the most
favoured-nation clause, and recommended: 

"(a) That the scope and form of the most-favoured-nation 
clause should be of the widest and most liberal character, and 

· that it should not be weakened or narrowed either by express 
provisions or by interpretation; 

" (b) The establishment of clearly defined and uniform prin
ciples as to the interpretation and scope of the most-favoured
nation clause in regard to Customs duties and other charges. 
"The Economic Consultative Committee, at its first session in 

May 1928, emphasised the importance of having a precise doc
trine concerning the interpretation and application of the uncon
ditional most-favoured-nation clause laid down as early as pos
sible, and then confirmed and accepted by an international 
agreement. 

"To give effect to these resolutions, it is essential that the main 
principles, which are ah::eady implicit in the conception of most
favoured-nation treatment; should be stated in the clearest pos
sible terms. We should indeed gain little by inducing countries 
to use a clause of this description as the foundation of their Cus
toms conventions if the interpretation and consequences of the 
clause were left open to dispute. It is indeed no exaggeration to 
say that serious difficulties between countries have sometimes 
arisen from the different forms and constructions which have 
been given to this very clause. 

"That being so, it is desirable to be. very clear as to the s~ope 
ofthis clause in Customs questions, not only so as to arrive at a 
more exact definition of Customs questions, but also to ascertain 
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what cases in this field are fit subjects for the application of the 
clause. 

"When the fundamental principles and their field of application 
have thus been determined, we can proceed to the elaboration 
of standards for the interpretation and application of the clause, 
and finally to the drafting of a model clause for the use of Gov
ernments in bilateral conventions. 

I. Fundamental Principles. 

"The most-favoured-nation clause implies the right to demand 
and the obligation to concede all reductions of duti~s and taxes 
and all privileges of every kind accorded 'to the most favoured 
nation, no matter whether such reductions and privileges are 
granted autonomously or in virtue of conventions with third 
parties. 

"Regarded in this way, the clause confers a whole body of 
advantages, the extent of which· actually depends on the extent 
of the concessions granted to other countries, whether autono
mously or in virtue of conventions. At the same time, it con
stitutes a guarantee, in the sense that it provides completely 
and, so to speak automatically, for full and entire equality of 
treatment with the country which is most favoured in the mat-
ter in question. · 

"However, in order that the clause may_produce these results, 
it must be· understood to mean that a Government which has 
granted most-favoured-nation treatment is bound to concede to 
the other contracting party every advantage which has been 
granted to any third country, immediately and as a matter of 
right, without the other party being required to give anything 
by way of compensation. In other words, the clause must be 
unconditional. 

"As is generally known, conditional most-favoured-nation 
clauses have in some cases been inserted in treaties, while in 
other cases existing most-favoured-nation clauses have been con
strued in a conditional sense, with the effect that a reduction of 
duties granted to a given country in exchange for a given con
cession may not be accorded to a third country, except in ex
change for the like or equivalent .concessions. This opinion is 
based on the conception that a country which has not, in some 
given respect, made the same concessions as another is not en-
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titled to obtain, in ·this respect, the same advantages, even if it 
has made wider concessions in other respects. It cannot, how
ever, be too often repeated that a conditional clause of this kind 
-in justification. of which it is argued that, if it does not grant 
equality of tariffs, it offers at any rate equality of opportunity
has nothing whatever in common with the sort of clause which 
the International Economic Conference and the Economic Con
sultative Committee recommended for the widest possible adop
tion. 

"It is in fact the negation of such a clause, for the very es
sence of the most-favoured-nation clause lies in its exclusion of 
every sort of discrimination, whereas the conditional clause con
stitutes, by its very nature, a method of discrimination; it does 
not offer any of the advantages of the most-favoured-nation 
clause proper, which seeks to eliminate economic conflicts, to 
simplify international trade and to establish it on firmer founda
tions. Moreover, it is open to the very grave objection of being 
unfair to countries which have very few, or very low, duties, and 
which are thus less favourably situated for negotiating than 
those which possess heavy or numerous duties. The arguments 
in support of a conditional most-favoured-nation clause tend in 
reality to favour the maintenance of high tariffs, and place coun
tries which have low tariffs in a position of inferiority; the result 
must be to create or foster tendencies in direct opposition to the 
recommendations of the Economic Conference. This does not 
mean, as will be shown below, that certain exceptions of a gen
eral character to the rule of most-favoured-nation treatment 
cannot be admitted-provided that there are special circum
stances to justify them. 

"We may therefore conclude that the first fundamental, prin
ciple, implicit in the conception of most-favoured-nation treat-· 
ment, is that this treatment must be unconditional. 

• • • 
. ':Moreov~r, in order to allow for the free play of competition 
m mternatiOnal trade and to prevent the reintroduction of dis
crimination, the clause needs to be, not only unconditional but 
also unrestricted; in other words, it must apply to the wh~le of 
the tariffs of the contracting countries. 

"If the clause is made not to apply to a large number of 
~rticles or even to a single article which plays an important part 

. m the trade between two countries, it ceases to provide equality 
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of treatment with any third State and, on ~he contrary, results 
in actual discrimination as between the country which is thus 
excluded fr9m certain advantages in respect o( particular goods 
and the country or countries which receive such advantages. 

"Such discrimination may, in a certain sense, be regarded as 
legitimate, if it has been agreed to by the c.ountry which it 
affects. But this in no way avoids the restrictive effect which 
such a practice produces, not only on trade between the con
tracting parties, but also on the normal d~velopment of inter
national trade. 

"Moreover, the discrimination which is implicit in the re
stricted clause can manifestly produce no other effect than to 
afford special protection· to internal producers against the com
petition of certain producing countries, or to grant certain for
eign countries a preferential position. 

"In either case, such a restriction could only be accepted with 
reluctance, and consequently an agreement based on the re
stricted clause could merely be regarded by the contracting party 
who is the chief sufferer by the restrictions as a lesser evil than 
the absence of any agreement whatsoever in regulation of trade. 

"No doubt it may sometimes happen that these restrictions 
affect both parties to the same extent; but in such a case the 
agreement based on the granting of limited, though ostensibly 
equivalent, advantages only constitutes a very imperfect applica
tion of the most-favoured-nation treatment. 

"In view of the above considerations, we may conclude that 
the clause must be, not only unconditional, but also unrestricted; 
in other words, that it must apply to all the goods which two 
countries exchange or may exchange with one another. 

• • • 
"If the clause fulfils these two fundamental conditions-in 

other words, if it is unconditional and unrestricted-it assures 
the best treatment which two countries can possibly grant one 
another in Customs questions. . 

"In other fields, the most-favoured-nation clause, even if un
conditional and unrestricted, only represents on the contrary a 
minimum of the privileges and safeguards which two countries 
can grant one another; we would instance as examples: the 
treatment of nationals permitted to engage in business in a 
foreign country (the right of establishment), the payment of 
direct and indirect taxes on the exercise of any com~ 
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tivity, the payment of internal taxes on the manufacture, dis
tribution and consumption of goods, and also on navigation (not 
including coastal traffic). 

"Without going further into these questions, we may observe 
that it is generally admitted-either in theory or in international 
practice-that, in regard to the points we haye just mentioned, 
national treatment is as a rule an indispensable condition for 
the free and productive growth of co-operation between peoples; 
in consequence, the most-favoured-nation clause can in such cases 
only offer an additional safeguard supplementing those already . 
provided by national treatment. 

"On the other hand, it must be admitted that, in regard to 
certain questions, the treatment provided by the clause is too 
wide in its scope and that these questions can only be properly 
regulated on a reciprocal basis. This applies, for example, to 
double taxation. 

"But in Cu!ltoms questions, it must be repeated, the clause 
represents the maximum of advantages and safeguards, and must 
be recommended as the fundamental stipulation on which inter
national commercial relations sh<?uld be based-provided always 
that it 'fulfils the two above-mentioned pre-requisites, i.e., that it 
is unconditional and unrestricted. · 

"It will be seen that the Economic Conference had sound rea
sons, in the resolutions quoted at the beginning of this report, 
for restricting the study of the problem to Customs questions. 

II. Field of Application. 

"What is to be understood by Customs questions for our pres
ent purposes? 

"According to the general practice in commercial treaties, the 
term 'Customs questions' includes the scales of Customs duties 
and the method of levying them-i.e., import and export duties 
supercharge co-efficients, where ~hey exist, and subsidiary 
charges of every sort levied on imports or exports. The term 
also covers all the rules, formalities and charges inseparable 
from Customs operations of every description (including, for 
instance, the regulations for the treatment of passengers' lug
gage or commercial travellers' samples; the procedure and time 
limits for appeals to administrative, judicial or arbitral authori
ties against Customs decisions relating to the application of 
tariffs). 
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"There are, however, two highly controversial questions which 

it i.s necessary to consider; namely, whether the clause applies 
to tmpo~ or export prohibitions, and whether it applies to tem
porary tmports and exports, including finishing trade. 

{1) Import and Export Prokibitions. 

"As regards import and export prohibitions, that question is 
governed in many treaties by the most-favoured.-nation clause, 
whereas in others prohibitions are regulated by special clauses 
in which the contracting parties undertake only to enforce them 
in the recognised exceptional cases (reasons of health, public 
safety, protection of Government monopolies, etc.) or in cases 
of extraordinary economic necessity that might arise, with a view 
to 'protecting the vital interests of the country. · 

"As you are aware, the principle universally recognised prior 
to the war was that of freedom of trade; in other words, prohibi
tions on economic grounds were non-existent. There was there
fore no occasion to demand the most-favoured-nation clause in 
questions of this sort. 

"The war made it necessary to close the markets wholly or in 
part to a number of articles, indeed in some cases to goods of 
all kinds. The abnormal economic situation in the period imme
diately after the peace induced many Governments to make 
considerable use of prohibitions. During this period (and in this 
connection), the application of most-favoured-nation treatment 
was frequently refused, and any exceptions granted were solely 
on a basis of strict reciprocity-in most cases in virtue of special 
so-called countervailing agreements, and within the limits of 
specified quotas, what might perhaps be called a mixed system 
was adopted in some countries: in cases where all or most of the 
prohibitions had already been abolished in trade with a given 
country, the same concession was extended to other countries 
who could show that they did not make use of prohibitions them
selves and who demanded their abolition in virtue of most-fa
voured-nation clauses in treaties in force between the parties. 

"As the situation gradually became more normal again, the 
principle of most-favoured-nation treatment gained ground and 
was expressly stipulated in a number of treaties, some of which 
also provided that such· concessions should. be limited to quotas. 

"One question continued to be a subJect. of keen debate: 
whether, in cases where the most-favoured-natton clause was not 
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expressly extended to the import and export system, regarded in 
the above sense, prohibitions should nevertheless be deemed _to 
come under the clause, as falling within the general boundanes 
of Customs questions; or whether, on the contrary, they should 
be governed by the principle of reciprocity? -

"It must be admitted that the extent to which a Government 
is ~ble to concede exceptions in the matter of prohibitions to 
another country is dependent, not o~ly on the system in force 
in that country, but also on the relative situation and importance 
of industry and markets. If the clause is held to apply narrowly 
in such matters, this might be held to involve an obligation to 
extend facilities which have been granted to a given country in 
view of certain conditions peculiar to that country to other coun
tries where the same conditions do not obtain. Such a result 
would, in a sense, be in conflict with the very principle of equality 
underlying the clause. 

"Moreover, if a country is to allow all countries admitted to 
most-favoured-nation treatment the same quota which it feels 
able to concede to a given country, the prohibitions would in 
practice cease to have any effect. ' . 

"For these reasons, we should, in principle, conclude that the 
· standard most-favoured-nation clause herein suggested does not, 
unless otherwise expressly stipulated in commercial treaties, 
apply to prohibitions. But we must not forget that this solu
tion does ·not entirely meet the present situation. Although pro
hibitions have in the main been abolished, some still exist, and, 

. as long as this continues to be the case, it would be desirable that 
the interpretation adopted during and after the war, to the effect 
that the clause should apply as far as possible to prohibitions, 
should still be adhered to. 

"Fortunately, the Geneva Convention of November 8th, 1927, 
has reaffirmed the principle of freedom of trade in regard to 
imports and exports. When that Convention has come into 
force, the questions we have just been discussing will have lost 
much of their practical interest. 

"It may be appropriately pointed out, in this connection, that 
the Protocol of that Convention contains a declaration to the 
effect that an equitable allocation of quotas is one of the essen
tial conditions of the equitable treatment of international com
merce. 
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(2) C1tstoms Quotas.-Tke Vario1ts Classes of Quota.-Ways in 

whick they are applied.-Are they compatible with the Un
conditional and Unrestricted Most-favoured-nation Clause? 

"When we consider the various cases of Customs quotas estab
lished by the general (autonomous) tariffs of certain countries or 
fixed by bilateral agreements, we are bound to admit that there 
is no common measure applicable to them all, and that, according 
to their economic importance and their object, they must be 
divided into four classes. 

"(a) Certain Customs quotas have no other object than to 
regulate the traffic in certain goods between neighbouring zones 
in adjacent countries. This. is not frontier traffic in the strict 
sense, because the range of 10 or IS kilometres is greatly ex
ceeded; nor, on the other hand, is it a traffic that concerns the 
entire territory of the two adjacent States. Still less is it likely 
to be of any interest to third countries. It is perfectly clear 
therefore that these quotas have. not been established with the 
object of limiting the possible imports of third countries benefit
ing by the most-favoured-nation clause, and it would not appear 
that the question whether they are compatible with the clause 
can anse. 

"The cases which might be placed in this class are fairly nu
merous. Some of them seem to bear a very close resemblance 
to frontier traffic (e.g., the quotas established in the commercial 
treaty between Austria and Switzerland of January 6th, 1926); 
others are subject to conditions such as to limit the traffic in the 
goods in question to certain parts of the territory, whereas, if 
no such conditions existed, the local traffic would probably de
velop into a much more. extensive traffic (e.g., the quota for 
mirabelles and strawberries in the commercial agreement be
tween Belgium and France of February 23rd, 1926). 

"(b) Other quotas are designed to limit the importation of 
a commodity which the importing country does not produce, in 
order to make it more difficult for that commodity to compete 
with similar goods manufactured in the importing country. In 
the case of these quotas, there is no idea of restricting imports 
of the commodity in question from third countries, seeing that 
it is a special product of one particular country and is not, gen-
erally speaking, produced in any other country.. . 

"We may say, indeed, that since the quota m q~es~tOn has 
the effect of making it ~ore difficult for the commodity m ques-
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tion to compete with similar goods produced i~ the importing 
country or in other countries, it may be benefi.ctal t? the latter. 

"Such is the case of the Customs quota estabhshed m the halo
German Treaty of October 31st, 1925.' for maraschino spiri~, and 
in other treaties concluded by Italy m respect of maraschmo. 

"Seeing that other countries do not produce that liqueur but 
do supply the importing country with other lique~rs, it seems 
clear that the quota .in question may be more to thetr advantage 
than to their detriment, and so the question of the compatibility 
of the quota with the clause cannot arise. 

"(c) From these two classes of quota, which are of very little 
importance in international trade, and which do not seem likely 
to give rise to any dispute, ·we pass to a third class-that of 
quotas established rather to regulate than to limit the importa
tion of a given commodity. 

"It may chance that the industry in the importing country 
is passing through a period of temporary difficulties and might 
be destroyed or seriously prejudiced by excessive imports. 

"On "the other hand, it may also chance that the commodity 
in question is a raw material for another industry in the same 
country, so that its importation cannot be limited without fa
vouring one industry at the expense of another. 

"The result of this situation has been the establishment with 
the various importing countries--not with only one of them
of Customs quotas proportionate to the importing capacities of 
the different countries and corresponding in their aggregate to 
the normal aggregate imports. 

"Such is the case of the quotas established by Germany for 
imports of cotton yarns, in the treaties she concluded after the 
war with various European countries. 

"In this case, we have not a single quota established with one 
particular coun~ry and applied to others equally or proportion
ately on the basts of the most-favoured-nation clause, but several 
quotas established with the various countries concerned which 
by accepting them, implicitly admit that they answer ~o thei; 
needs. 

"If, now, there is a country which is also interested in the im
portation of the commodity in question but with which no quota 
has been established, that country will undoubtedly be entitled 
to demand that the same be done in its case unless it is content 
to require, on the basis of the clause, th~ application of the 
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highest quota or of a proportionate quota, according to whether 
the system of equal quotas or that of proportionate quotas has 
been adopted. 

"This third class of quota is undoubtedly of importance in 
international trade; but as such quotas are generally designed to 
regulate rather than to limit imports, and as the various quotas 
are established in agreement'with the principal countries affected, 
there seems no reason why disputes should arise. 

"(d) The case is quite different when a Customs quota is 
established in a commercial agreement between two countries 
and is then applied equally or proportionately to other countries 
in virtue of the clause. 

"If, as frequently happens, the quota is established with the 
country least interested in the exportation of the commodity in 
question, and if, as is also often the case, the Customs duty on 
additional quantities is too high, the inevitable result is that 
the aggregate imports are restricted at the expense of all the 
exporting countries, except possibly the country with which the 
quota was originally arranged; and this restriction is prejudicial 
to the various countries concerned in direct proportion to their 
exporting capacity. · 

"Whereas with freedom of importation every country has a 
right to import enough goods to meet its demand, the quota up
sets this situation, and transforms that right into the right to 
import a fixed quantity of goods (equal quota) or a quantity of 
goods proportionate to that which each country .would be entitled 
to import; (proportionate quota). 

"Whereas the most-favoured-nation clause places all countries 
on the same footing-;-which is to say, on equal terms in interna
tional commercial competition-the quota upsets this situation 
by applying a common measure to all countries, .irrespective of 
their output and their competitive ·strength. 

"This fourth class includes certain quotas recently established; 
and. it is in connection with these quotas that the question of 
compatibility with the most-favoured-nation clause arises. 

"The quotas we have attempted to divide into a number of 
main classes according to their object lend themselves to numer
ous distinctions according to the ways in which they are applied. 

"Quotas can be distinguis~ed according to the period f~r .which 
they are established; accordmg to whether they are exphc1tly or 
tactily renewable; according to the conditions imposed on the 
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importation of the quota quantities; according to the Customs 
treatment they receive, and so forth. 

"These details do not alter the legal character of the quotas, 
and do not seem to have any influence on the question of their 
compatibility with the clause. 

"On the other hand, they are of great practical im~ortance, 
because they show that Customs quotas are always a hmdrance 
to trade, varying in its gravity according to the nature of. t?e 
conditions laid down for the importation of the quota quantities 
(e.g., the obligation to import through certain specified Customs 
houses or within a specified time, and the like). !Hdeed, the 
conditions are sometimes so difficult to fulfil, especially for cer
tain countries, that there seems some reason to ask whether
quite apart from the fact that they encroach upon the rights 
conferred by the most-favoured-nation clause-they do not offer 
the characteristics of an actual indirect protectionism, amounting 
to an intrinsically unjustifiable discrimination. 

"We shall not therefore dwell upon the methods of application, 
which, generally speaking, ·do not seem very important to the . 
solution of the question; but we do think it necessary to call 
attention to the difference in the character of Customs quotas 
according as they are established by a bilateral commercial agree
ment or by an alteration introduced in the general tariff of a 
country by an autonomous act; 

"If the quota is established by a bilateral tariff agreement and 
is subsequently applied to third countries in virtue of the clause, 
then the question does arise. . 

"If, on the other hand, it is established autonomously by an 
alteration in the tariff, it' is open to doubt whether the question 
does or does not arise, and in what case. · 

"If the ·quota is established as an aggregate, all countries may 
share in it according to their competitive strength. The condi
tion of equality guaranteed by the clause is not infringed. The 
aggregate quota may injure the position of all third countries 
but it would not constitute a breach of the most-favoured-natio~ 
clause. 

"The loss inflicted on exporting countries arises in this case 
from the limitation of imports which is a feature of the aggre
gate quota. But if the country which has fixed such a quota 
had the right to restrict the importation of the goods under con-
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sideration, it seems that there can be no question of any breach 
of the rights of third States. 
· "It should, however, be noted that instances of aggregate quo

t~s ar~ extremely rare, on account of the difficulties to which they 
give nse. For all exporting countries will endeavour to arrive 
first in the race for importation. Consequently, if at the moment 
the aggregate quota comes into force there happens to be already 
at the frontier a quantity of goods-of varying countries of 
origin-greater than the aggregate quota, the country which has 
fixed the quota will be obliged to admit the whole quantity 
(which may be contrary to its own interests), or it will have to 
establish some allotment among the various exporting countries; 
in which case the quota will cease to be an aggregate quota. 

"But if, instead, the quota fixed by an autonomous act is 
established to allow equal quantities for all countries or quanti
ties proportionate to their exporting capacity, then the question 
arises of the compatibility of equal or proportionate quotas with 
the clause. 

"Actually, the most-favoured-nation clause gives the right to 
share in all concessions made, not only by commercial treaty, but 
also by autonomous act. 

"Consequently, any conclusion arrived at with respect to the 
compatibility with the clause of quotas fixed by commercial 
treaty is equally valid for quotas fixed by autonom·ous act. 

"It should, moreov:er, be noticed from a practical standpoint 
that, if Customs quotas fixed by autonomous act were not gov
erned by the most-favoured-nation clause, any country wishing 
to avoid obligations arising out of the clause would merely have 
to avoid fixing a quota by commercial treaty. 

"Thus, if we admitted that Customs quotas fixed by autono
mous act were not governed by the most-favoured-nation clause, 
it would be equivalent to admitting that a country having by 
commercial treaty granted some specific Customs concession and 
received its equivalent might arbitrarily limit this, even to the 
point of rendering it illusory, by fixing by autonom?us act an 
equal or proportional quota, as a consequence of which the ex
porting capacity of the contracting country might be reduced · 
or even disappear entirely . 

• • • • 

"After these considerations, the primary object of which was 
.to .define the true scope of the problem, we can now consider 
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the question of the compatibility of Customs quotas with the 
clause. 

"In the first place, it should be pointed out that the most
favoured-nation clause has two objects: (a) to secure to the 
country enjoying its benefits a total o~ ~dvantages represen~ed 
by all the Customs concessions and pnvdeges granted to third 
countries and by all the concessions made by autonomous ~ct, 
and (b) to ensure absolute equality of treatment by guaranteemg 
to all countries which enjoy its benefits equal terms in all mat
ters covered by commercial treaties and, as a result, the free 
development of their economic aspects. . 

"The total advantages assured by the clause are not fixed or 
immutable. They may be increased if the State that grants the 
most-favoured-nation treatment concludes new commercial 
treaties making new or greater concessions in favour of other 
States or grants fresh privileges or advantages by autonomous 

· act. They may decrease if one of the former commercial agree
ments becomes null and void, or if one of the privileges granted 
by autonomous act is withdrawn. For that reason, a State which 
in virtue of the clause has had .the right to import an unlimited 
amount of certain goods at a given Customs duty cannot claim 
that the clause has been violated merely because the duty in 
question has been raised later by means of an autonomous pro
vision and it'only continues to benefit from the former duty for 
quantities corresponding to a Customs quota. 

"But, if a State is not entitled to preserve unchanged the origi
nal advantages of the clause, it certainly has the right of insisting 
that the principle of equality of treatment which is assured by 
the clause, and which consists in guaranteeing every country 
equal conditions where international commercial competition is 
concerned, should not be departed from. 

"If the question is considered from this point of view, it is clear 
that Customs quotas might be contrary to the clause, if they 
mean that all countries shall be granted the right to 'import an 
equal quantity of goods at a favoured tariff. A country is not an 
abstract entity, but a concrete reality. The constituent elements 
of this reality are a country's population, territory, state of civ
il.isati~n, agricultural and industrial development, geographical 
situatiOn, etc. Each country differs from other countries in so 
far as it has more or less of each of these elements or of their 
sum; and each country asserts itself before other countries as a 
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concrete ~ntity which strives to develop its powers and resources 
to a maximum. 

"The most-favoured-nation clause cannot therefore ignore the 
facts and attempt to destroy the special commercial position of 
a State in relation to other States. 

"On the contrary, the object of the clause is to preserve these 
respective positions intact, by treating all countries on tke same 
footing, which is quite a different thing from treating all coun
tries in a mechanically equal way. While the clause does not 
prevent the country granting it from taking all measures which 
depend on its own sovereignty, even if these render the treatment 
originally granted less favourable, it certainly forbids the adop
tion of any provision likely to modify the situation of a State 
in relation to the other States in so far as commercial competi
tion in a given market is concerned. 

"Now, if Customs quotas are applied in such a way as to give 
all States, whatever their power of competition, the right to im
port an equal quantity of goods at a reduced duty, all countries 
would be brought to the same level, and the relation of one coun .... 
try to another might b~ seriously upset. If this disturbance of 
equality in international competition is to be avoided, we must, 
as a general rule, either give up the idea of equal quotas or at 
least fix them in such a way as not to injure third countries. 

"Our conclusion concerning equal, quotas cannot be applied 
in identical terms to proportional quotas. 

"If, in fixing proportional quotas, account could be taken of 
the respective powers of competition of the various States, so 
as not to vary in the least degree the relations of a State to 
other States so far as commercial competition in a given market 
is concerned, then such quotas should be recognised as in keeping 
with the most-favoured-nation treatment. 

"But this is purely theoretical. In practice, it is found impos
sible for a country to fix proportional quotas so as not to inter
fere with the free play of international commerce. 

"On what basis is ·the exporting capacity of individual coun
tries to be decided? Statistics of international trade can only 

. provide an approximate figure, seeing not merely. that produc

. tion, particularly in agriculture, may vary cons1derabl~ from 
year to year, but particularly ~hat th; trend .of trade IS co?
tinually changing and that a shrmkage m any g1';en m~r~et a~s
ing from a natural .fall in demand or from some art1fic1al hm-
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drance (high tariffs, import prohibitions, etc.) has, as its natural 
consequence, a reflux of larger quantities of goods to other 
markets. 

"On the other hand, if proportional quotas were established 
so as to maintain intact the exporting capacity of every country, 
then these quotas would hardly fulfil their purpose, which is 
always to reg~date importation, more or less artificially, and fre
quently to limit it. 

~'Actually, in practice, we see that a proportional quota is some
times fixed in the first instance for a country which, having only 
a very slight interest in the export of the product in question and 
perhaps finding compensation elsewhere, is quite prepared to 
accept a relatively low percentage. The same percentage is then 
applied to those ·other countries which enjoy most-favoured-na
tion treatment. The result is that all, especially those countries 
more particularly interested, find their interest severely preju
diced, sometimes to an even greater degree than would have been 
the case if the quotas had been fixed at an equal quantity for all, 
allowing some latitude. 

"Moreover, proportional quotas are very rare in practice. 
"In fact, except in the above-mentioned case of veritable col

lusion between two States to the detriment of a third, it is diffi
cult for a State to be content with a low percentage; and, in 
that case, the Customs quota cannot succeed in its aim of re
ducing the normal exports of all States to an appreciable degree. 

"On the other hand, equal quotas may be fixed on the basis of 
the total exports of a given country, which will doubtless find no 
difficulty in consenting to that. If the same quota is then ap
plied to other States, the desired result will be easily and surely 
attained. · 

"Consequently, it seems possible to conclude that proportional 
quotas are less dangerous than equal quotas, because it is more 
difficult to fix them in such a way as seriously to disturb the 
existing position . 

. "Bu.t even these quotas are an obstacle to commerce, and may 
g1ve nse to arrangements that seriously prejudice the interests 
of third States. 

"They are therefore not to be recommended, and it would even 
be best, in the higher interests of commerce, to. avoid them care
fully. 

• •• • 



-83-

"From the foregoing considerations it might appear that Cus
toms quotas, whether equal or proportional, are all to be con
demned, although in varying degrees. 
"H~wever, to com~ to such a conclusion would perhaps be 

excessive. It would Ignore the arguments of irrefutable value, 
used by those who support the system of quotas-namely, that 
quotas are frequently used as a weapon of moderation in Cus
toms warfare, and as a means of conciliating the opposed interests 
of national producers and importing States. 

"It is argued that, if it were impossible to have recourse to 
· Customs quotas, the increase of duties would cover the total 

quantity of goods imported, and in the case of a large increase 
the harm suffered by exporting countries would be much more 
senous. 

"This consideration is true, but its importance should not be 
exaggerated. 

"First, if the increase of duties were to cover all imports, it 
would raise such opposition and protests from those inside the 
country who were .hit by it, that there would certainly be a 
strong tendency towards greater Customs moderation. On the 
other hand, Customs quotas make it possible to conciliate di
vergent interests at home, and thereby make it easier to raise 
duties. 

"Secondly, it is doubtful whether the system of Customs quotac 
is better for exporting countries than the system of unlimited 
exports for all countries at equal, although high, rates. If we 
put ourselves in the position of a country whose exporters have 
spent enormous sums on advertisement and commercial organi
sation in order to obtain a particular market, and who may find 
themselves at any moment compelled by a Customs quota to 
export so limited a quantity of goods that they would have to 
look on all their past expenses as. lost, and find it impossible to 
support the cost of maint.aining the organisation t?ey have ~uilt 
up all of which would be to the advantage of their competitors, 
who would thereafter have the same position in the market as 
themselves, it may well. be wondered whether these exporters 
would not prefer a higher duty, instead of any quota. . . 

"The argument is a fair one, but it goes ~o.o fa!, for 1t 1s not 
true that Customs quotas improve the posltlon m every case; 
on the contrary, they often make the position more intolerable. 

"It may be said, in general, that Customs quotas can be con-
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sidered not harmful when their purpose is, not to upset the 
positions exporting States have obtained in a certain market, 
but to systematise and regulate them. There are Customs quotas 
which have helped to settle notable difficulties without prejudice 
to third States. 

"This is the case, for example, with the cotton yarn quota 
agreed upon by Germany with the principal exporting co~ntries, 
with the wine quota conceded by Austria to Italy, and With the 
cement quota conceded by Italy to Austria. 

"Such examples could be multiplied. No complaint has ever 
been raised against quotas of this kind, because they were de
vised in such a way that they did not harm the interests of 
third parties. 

"It would therefore be unjust to condemn quotas without dis
tinction by renouncing the advantages they sometimes offer. 

"The regulation of commercial relations between' States so 
bristles with difficulties because of unbridled protectionism that 
no means of arriving at a satisfactory conciliation of the diverg
ing interests without harming the rights of third parties should 
be neglected. · 

"But how can the rights of third parties be safeguarded in 
agreements in which they cannot participate and the conse
quences of which are automatically extended to them by reason 
of the most-favoured-nation clause? 

"It appears that the best solution is to decide that quotas 
should be fixed by agreement with the country which occupies 
the first rank among the countries importing the goods in ques
tion. 

"In this case, the quota is. fixed by agreement with the country 
whose interest it is to obtain the largest amount. It is hardly 
probable that such a quota should totally, or in a great part, 
satisfy countries which have smaller exports. 

"Certainly, there may be drawbacks and abuses even in this 
procedure. For example, it may happen that the country whose 
exports are the highest may be unable for various unforeseen 
reasons to assert its interests with the necessary energy and may 
content itself with a quota insufficient for the needs of a country 
whose exports are smaller than its own. 

"But those are exceptional cases which should not distract us 
from the main issue. A country which exports the greatest 
quantity of a given merchandise ought o~dinarily to be defending 
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so vital an .interest that it is in a position to put up a much 
stronger resistance than the other parties concerned. 
. "How~ver that may be, the ~ost important thing to be noted 
IS that, If the Customs quota IS agreed upon with the country 
most directly interested, there is less risk of displacement of com
mercial . positions, which is the real weak point of quotas, and 
the mam reason why they are incompatible with the most
favoured-nation clause. 

"As a conclusion it may be stated that Customs quotas, which 
are a consequence of excessive protectionism, nearly always tend 
to increase this protectionism. 

"Not content with having put up a first barrier by means of 
high tariffs, countries erect a second by fixing quotas so as to 
limit imports to an even greater extent than was· possible by 
high tariffs. 

·"And in order to make more certain of achieving their object, 
they endeavour particularly to hinder exportation from those 
countries which have the greatest penetrative power. 

"Thus, it is inevitable that quotas should disturb the freedom 
of competition between the various countries interested, so that 
they develop into a violation of the most-favoured-nation clause. 

"As a general rule, therefore, they are to be condemned and 
avoided. 

"If, however, their tendency is to regulate the import trade by 
helping to tide over periods of temporary difficulty, in such cases 
they must be so fixed as to cause a minimum of injury to the 
interests of third ·countries. 

"Any country desiring to adopt Customs quotas must bear 
in mind that the most-favoured-nation treatment which it has 
conceded to .other countries imposes on it the obligation not to 
impair the equality of conditions in international commercial 
competition; therefore, quotas must be fixed so as to safeguard, as 
far as possible, the position of the countrie~ inter.ested .. ~e~her 
this is done by fixing the first Customs quota with the prmc1pal 
exporting country, or by negotiations conducted wit~ each of the 
various interested countries in turn, is not a matter of essential 
importance. 

"What is of importance is that the interests of the various coun
tries enjoying most-favoured-nation treatment should be con-
sidered and respected. . 

"It is only in this way that Customs quotas, the expedient of 
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a period of excessive protectionism, can be regarded as admissible 
and, at the same time, attain the desired end without aggravat
ing a situation already far from satisfactory. 

(3) Temporary Imports and Exports. 

"As regards the second question we mentioned, a distinction 
must be drawn between temporary imports and exports in toe 
true sense of the term and the so-called finishing trade. 

"In regard to the former, the clause applies to all concessions 
which, being solely designed to facilitate international trade, 
relate only to goods which are not intended to undergo any fur
ther transformation (for instance, containers, imported empty 
and re-exported full, implements and apparatus intended for the 
erection of ·plant and re-exported on completion of the work; 
goods sent to fairs or exhibitions and re-exported because they 
have not been sold). 

"On the other hand, the special cases of temporary imports and 
exports which come under the description of finishing trade give 
rise to the following considerations: 

"A distinction must be drawn between 'active' finishing trade 
and 'passive' finishing trade. 

"The term 'active' finishing trade is employed when a Govern
ment authorises the importation free of duty, or at a reduced 
rate, of foreign goods (usually raw materials or semi-finished 
articles) on condition that such goods are transformed into fin
ished articles of a specified character intended solely for export. 

"'Active' finishing trade is authorised solely in the interests 
of the importing country. The latter permits the goods to enter 
duty-free to the extent that it desires to place raw materials 
or half-wrought articles, which its manufacturers require in order 
to make finished products for export, at the disposal of its indus
tries at lower prices than those obtaining in the home market. 
The loss in revenue represented by the exemption from duty is 
offset by·the economic gain resulting from increased sales abroad. 
For these reasons, the measures under which such exemption is 
granted are of an autonomous character and are scarcely ever· . 
the subject of negotiations or conventions with foreign countries· 
the latter cannot, indeed, fail to benefit by measures exemptin~ 
goods which would otherwise be dutiable. There is therefore no 
clash of interests and consequently no ground whatever for dis
cussions or negotiations. 
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. "Never~hel~ss; al~ho~gh the measures relating to temporary 
Imports ( active fin~shmg trade) are, by their very nature, solely 
?epend.ent on the wdl of the country applying them, it would be 
Impossible to understand or to defend a restriction under which 
goods imported from particular countries would alone be admit-
ted free of duty. . 

"The importing country seeks in one way or another to attain 
a certain result, which is solely in its own interest no matter 
from what foreign country the goods may be imp~rted . 
. "<?onsequently, .a measure restricting the exemption to goods 

commg from particular countries could only he designed to es
tablish an unfair discrimination at the expense of the countries 
debarred from this privilege. Any such restriction must there
fore be condemned. 

"Moreover, it would be in flagrant contradiction with the prin
ciple of equality of treatment, implicit in the most-favoured
nation clause, if a country to which this treatment had ·been 
granted in Customs questions were to be debarred from the 
privilege of exemption. 

"The most-favoured-nation clause must therefore be applicable 
to 'active' finishing trade, it being understood,. however, that, 
when the laws of a country make this trade dependent on an 
administrative decision, the right of the competent authorities 
to take a decision in each particular case is in no way affected 
thereby. · 

"The Economic Committee arrived at a somewhat different 
conclusion in regard to 'passive' finishing trade. 

"'Passive' finishing trade arises when a country authorises the 
temporary export of certain goods, and readmits them free of 
duty when they return to the country after being finished abroad. 

"The goods concerned in 'passive' finishing trade are, as ~ rule, 
articles already partly finished, or almost completely fimshed, 
which merely have to undergo a final _process (as, for e:cample, 
fabrics which have to be dyed, embroidered, etc.). Th1s trade 
cannot therefore take place without the consent of two parties: 
the exporting State, which. prom.ises to read'?it the finished 
article free of duty, and the 1mporti~g. State, wh1~h offers e~emp
tion from duty for the article when 1t IS brought m to ~e fi~1shed. 

"The consent of these two parties may find expression m two 
different and autonomous sets of measures; each of which is com-
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plementary to the other; or it may be embodied in a bilateral 
agreement in which the intentions of both sides are harmonised 
and defined for the better realisation of their common object. 

"But, in whichever of these two forms the consent of the parties 
finds expression, tile fact remains that 'passive' finishing trade 
is usually to be accounted for by the special situation which the 
producing industry of one country occupies in relation to the 
finishing industry of another country. 

"Consequently, the origin of the few existing cases of 'passive' 
finishing trade and the reason for their continued occurrence 
must be sought in the special economic, industrial and historical 
relationships between certain countries. 

"Nevertheless, among the countries which follow an autono
mous ·policy in regard to temporary exports, a certain number 
apply the most-favoured-nation clause to the 'passive' finishing 
trade. These countries, it is true, reserve the right to decide, 
independently and of their own free will, whether or not they will 
allow temporary exports, but having made their decision they 
will allow goods to be exported in this way to any of the coun
tries entitled to most-favoured-nation treatment. 

"Other countries, on the contrary, deny that 'passive' finishing 
trade can be governed by the most-favoured-natiQn clause, argu- · 
ing that a concession which could be defended in regard to one 
country might have no justification in regard to another. 

"Having regard to the diversity of opinions and systems, the 
Economic Committee did not feel able to advocate the applica
tion of most-favoured-nation treatment to 'passive' finishing 
trade. It did, however, express the opinion that_a country would 
only be justified in refusing, .under the most-favoured-nation 
clause, to extend to others the concessions already granted to 
one country, if the other country demanding them were quite 
differently situated-in regard to the circumstances in view of 
which the concessions were allowed-from the country to which 
they had originally been granted. . 

"It follows that the discrimination must be founded on objec
tive considerations and not on arbitrary views or preferential 
tendencies. In the absence of such justification, discrimination 
could not be regarded as compatible with the attitude which 
c~untries m_ust ?bserve in their ~ealings with one another if they 
w1sh to mamtam normal and fnendly relations. 
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II~; Essential C~~racteristics of Goods benefiting by tke Clause. 
After determmmg the scope of application of the clause one 

mus~ be clear as to the conditions which goods must fulfil to 
quahfy for most-favoured-nation treatment. 

"The two essential conditions are as follows; 
"The goods mus~ kave tkeir origin in the country which enjoys 

~ost-favoured-natJOn treatment, and they must be like products, 
m the sense that they must possess the characteristics which 
entitle certain goods to a given Customs treatment. · 

"(I) According to the systems adopted in different countries 
most-favoured-nation treatment is granted, either to goods i~ 
provenance from the country which claims the benefit of the 
clause or to goods originating in that country or again to goods 
which both originate in and are in provenanc; from the country 
entitled to most-favoured-nation treatment. 

"The rule of provenance, as a sole condition, may be disre
garded, not only because it is so rarely used, but also because 
it is designed to favour direct traffic between the contracting 
countries aqd hence to discourage the despatch of goods through 
a third State-thereby deflecting the trade from its natural chan
nels. The rule of origin, on the other hand, must be regarded as 
an essential condition, since the aim of commercial treaties is to 
encourage the contracting parties to exchange their respective 
native products. 

"The rule of provenance may, however, be regarded as a sup
plementary factor in cases where additional safeguards· have to 
be sought, when, owing to special circumstances, a differential 
regime is in force in regard to one or more countries. 

"But, having noted that. the essential condition must be the 
origin of the goods, we have still to ascertain, in the interests of 
precision, when an article has its origin in a given country. This 
problem-which is simply that of the nationality of the goods
is easy to solve in the case of natural products--i.e., of products 
of the soil and of the sub-soil. All States are in agreement in . 
regarding as the country of origin of these pr~duct~ the country 
in which they have been harvested, or obtamed m any other 
way. On the other hand, the problem beco~es on~ of th~ most 
complicated and difficult points in commercial pohcy owmg to. 
the increasing complexity of industrial _produ~tion and of ·the 
constantly closer i!'ltemational. co-operation which results there
from when we come to deal with mam4actured products. 
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"For though a certain number of articles are made from native 

raw materials of a single country and have been through all the 
processes of manufacture in that country, there are others which 
contain a greater or less proportion of raw materials originating 
in other countries, or on which in ·varying degrees work has been 
expended in other countries, and we find even extreme cases of 
articles which have only undergone the last finishing process in 
the country in question. It is very difficult to determine at 
what point the manufacturing process performed in other coun
tries must prevail over the work done on the "article in the coun
try itself. The problem is further complicated by the diversity of 
systems and standards adopted in this respect by the different 
legislations. In some States, the country of origin of a manufac
tured product is that in which it has been worked 1tp or manu
factured,· in others, that in .which the product has been manu
factured or transformed, with the proviso, however, that the 
value of home raw materials and home labour must represent 
a given percentage of its total val1te (sometimes 25 and some
times 50 up to 75 per cent). Other States confine themselves to 
requiring that the manufactured product should contain a con
siderable proportion of home labour, or that the product should 
have undergone in the country an important transformation, or 
its last industrial transformation, or that the finishing should 
have been done by home labour, etc. In addition, some States 
have laid down that the raw or semi-manufactured materials 
which h.ave been worked up or manufactured in the country in 
question must have paid import duty, whereas other countries 
allow that the work should be done on goods introduced under 
the system of temporary importation. 

"The system of percentual increa~es in the value, which may 
appear theoretically sound, breaks down altogether in practice 
in face of the great difficulty for the importers of furnishing work
able evidence of the increase of value, and the virtual impossi
bility for the Customs of obtaining positive information on the 
point. Moreover, past experience in regard to this formula is 
sufficient to show its extremely unreliable character. 

"On the other hand, a formula such as the country of origin 
of ~nufactured products shall be taken to be the country in 
wh~ch such products have undergone important transformation 
would seem at first sight satisfactory. But some definition of the 
term important transformation should be given. An exact and 



-91-· 

precise d~finition of this term of a nature to rule out any arbi
trary action on the part of the Customs administration is how
ever, impos~ib!e. It is possible, for example, to treat as i~port
ant any ~mshmg process the consequence of which is to bring a 
product m the country of definition under a different tariff 
specific~tion from th~t which w.ould otherwise have been applic
able to 1t, or-followmg up the same idea-any finishing process 
the consequence of which is to make the product liable to higher 
tariff rates dian those to which it would otherwise have been 
subject. This criterion might, however, prove inadequate in 
practice on account of the differences of tariff specifications in 
different countries, as a result of which the effect of the formula 
would not be the same in all countries. 

"If, leaving on one side the question of a formal definition of 
important transformation, it was desired to follow the method of 
giving an idea of what was to be meant by this express.ion by 
quoting as examples some of the operations which should be 
regarded as important, or vice versa some of the operations which 
should not be regarded as important, other difficulties would be 
encountered. Lists of this kind, which would necessarily be 
illustrative and not exhaustive, and would consequently be very 
incomplete, would raise a great many doubts, and would i~deed 
obscure the question instead of clearing it up. 

"In conclusion, and setting out from the fact that treaty pro
visions have sufficiently' brought into line the divergent stand
ards adopted in the different countries, and from the axiom that 
in the interests of international trade the problem should be set
tled in a liberal spirit, it seems advisable to adopt the following 
principles: . . . . 

"The basis taken for the purpose of determmmg the nat1onahty 
of a product shall be its origin. The origin de~lared at th~ ~us
toms shall be accepted, provided that such ev1dence of ongm or 
consignments as the legislation of the impo~ing country ~ay 
require is produced, and provided ~hat ther.e _IS no presumption 
of the incorrectness of the declaratiOn of ongm. 

"The country of origin in the case of nat1tral products shall 
be taken to be the country in which such products have ~een 
grown, harvested, extracted or in any oth~r manner ~btamed, 
or, in other words, the products of the so1l or sub-soil of the 
country in question. 

"The country of origin of manufact1tred products shall be 
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taken to be the country in which such products have been fin
ished. No account shall be taken of the origin of the raw ma
terials or of the raw, semi-manufactured or manufactured prod
ucts which have entered into the composition of a product, or of 
the fact that the work of manufacturing or finishing took place 
in free circulation or under Customs supervision, except, how
ever, in the case in which finishing is only aimed at evading pay
ment of a higher duty. 

"This reservation in regard to operations which a're carried out 
with no other object than to evade higher duties applicable to 
the products if imported direct from the country of origin is a 
necessary precaution if the Customs are not to be left defence
less in the presence of fraudulent proceedings. . 

"After laying down the conditions of origin of goods, it seems 
necessary to consider the conditions in which the goods must 

·be con.signed and transported in order to retain their origin. 
Although the great majority of States accept the principle that 
goods retain the origin of the country of production or manufac
ture even if they reach the country of destination after having 
gone through other countries, remained in warehouses and under
gone therein the handling necessary for their preservation or a 
change in their packing, there are, none the less, countries which 
require that goods should reach them direct (en. droiture) in 
order to be entitled to preferential duties, this term, 'en. droiture', 
being interpreted in a more or less wide sense. 

"But here, too, commercial treaties have brought the different 
conceptions closer together, and the most liberal doctrine has 
become increasingly prevalent. We may therefore lay down the 
principle that the following operations. undergone by a consign
ment on its journey will be CO!lsidered not to affect its origin
viz., unloading and reloading, changes in the mode of transport, 
bonding in Customs warehouses, free ports or free zones, exter
nal alterations in the putting up of the goods, division into lots 
or sorting, provided always that the origin appears clearly from 
the accompanying papers and that the above operations· have 
taken place under official supervision and are attested in a satis
factory manner (by the Customs authority or the management 
of the bonded warehouses or free ports, etc.). 

"One last point remains to be examined: so far we have con
sidered goods originating in, or the national goods of a given 
country. We have defined what is to be understood by the 
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origin or nationality of these goods to what conditions this 
origin is subject and the influence which the conditions of con
signment or transport may exercise over it. But there is also 
t?e c~se o~ goods imported into a State after having been na
t~onalr.red m. an~ther country--i.e., after having complied with 
Customs obhgat1ons an·d having entered into free circulation in 
that country. The legal provisions in this connection are not 
entirely concordant. Some States assimilate goods which have 
been nationalised in a country to goods originating in that coun
try; others, while adopting the same assimilation, make it sub
ject to certain reservations; others, on the contrary, still base· 
themselves, although sub conditione, on the first origin ·of na-
tionalised goods. . · 

"Two considerations demand attention in this connection. In 
the first place, goods originating in a country not entitled to the 
most-favoured-nation clause should not be"able to enjoy prefer
ential duties by the devious method of previous importation into 
a ·country admitted to most-favoured-nation treatment. Sec
ondly, we must consider the case in which goods originating in a 
country entitled to the clause, instead of being imported direct 
from the place of origin, first enter into free circulation in another 
country not entitled to the said clause. But, as has been stated 
above, the nationality of a product is determined by its origin, 
and this origin must be declared and, if necessary, proved. 

"As regards consignments which do not proceed direct from 
the country of origin to the country of destination, it has been 
explained above what operations undergone on the journey are 
to be regarded as exercising no influence on the origin of the 
goods. But introducing the goods into the free market of a third 
countr:jr is not one· of the operations authorised and should not be 
regarded as such, in view of the fact that the guarantees pro
posed (supervision and attestation by the official authorities) are 
not compatible with introduction to free traffi~. . 

"The following principle therefore seems qu1te equ.1table: 
"'Goods which have entered the free traffic of a th1rd country 

have the right to receive most-favoured-nation treatme~t if the 
country of origin and the third country are both admitted to 
the said treatment.' 

"(2) Coming next to the question of ~hat conditions, .as re
gards their nature, the goods mu~t fulfil m order to quahfy for 
most-favoured-nation treatment, It may be observed that these 
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c~nditions are usually expressed by the words 'like' or 'similar' 
and sometimes by 'identical'. If these expressions are held to 
imply different standards,' it must be admitted t~at .~he ":'or~ 
'like' is far preferable to the others, the express1on 1dent1cal 
being the least desirable of the three, since the condition of iden
tity may in practice involve a too restricted application of the 
clause, and is moreover· too· difficult to determine. However, 
the problem will not be solved merely by the use of one or other 
of these expressions. '·if we adopt the word 'like', we have still 
to decide what in practice is meant by 'like products'. 

"The q.uestion has become extremely complicated and diffi
cult, especially since the war; under the influence of protectionist 
tendencies, different co.untries have been endeavouring, in bilat
eral treaties concluded with each other, to create discriminations 
which are often of doubtful legitimacy. · 

"But here again it is difficult to determine without a thorough 
examination of all the facts how far these discriminations are 
justified by the actual nature of the goods, and how far they 
may be recognised, in the interests indeed of international traffic, 
since they sometimes offer a very valuable means of enabling the 
products of a given country to obtain reductions of duties or 
Customs facilities which could not be granted if they had to be 
extended to larger categories of goods. 

"However, we may hope that the difficulties inherent in this ·· 
question will be diminished with the introduction of the uniform 
Customs nomenclature on which the Economic Committee and 
the Committee of Experts have been engaged for so long. 

"But what we are most concerned to declare is that, no matter 
what standards may be used to determine, in the case of a given 
category of goods, that these goods are 'like products•, these 
standards must be applied in the same manner to all products of 
that category having their origin in any of the countries entitled 
to the benefit of the clause. 

"In this connection, the following stipulations are clearly in
compatible with the clause: 

"(a) Provis.ions which restrict Customs privileges to prod
uc~s. of a. part1cular country or district simply because they 
ongmate m that country or district, thus ruling, a priori, that · 
no other country can produce products like to those which it is· 
sought to favour; 

" (b) Provisions which make similarity depend on entirely 
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external-characteristics or conditions which, by the very na
ture of things, only the products of given countries can pos
sess or fulfil. 

. "For instance, when a country grants another country a re
duction of Customs duties in respect of a given product, provided 
the product in q1testion is accomf!anied by an analysis certificate 
issued by a given authority in th"e country to which the conces
sion has been granted, but refuses to m;tke the same concession 
to a third State on the ground that the latter cannot issue a 
certificate given by the authority indi~ated in the treaty, al
though equally qualified authorities might issue similar certifi
cates, this would not be in keeping with the clause. 

"When a 'country grants, in a bilateral treaty, some benefit to 
a product of the other contracting party, provided this product 
is submitted to a given C1utoms office, but refuses to accord this 
benefit to a third State whose products of the same kind cannot 
pass through the Customs office indicated in the treaty, though 
they might be submitted at other Customs offices equally com
petent to deal with the matter and to pass those goods through 
the Customs, this would also be contrary to the rule given in (b). 

"It is understood, of course ,that these examples are not in
tended to throw doubt on the right of the various countries to 
require, in certain cases, the submission of analysis certificates, 
or to stipulate in other cases that goods should pass through a 
given Customs office. 

"Our only object in quoting these examples is to draw atten
tion to the fact that the underlying principles of the clause dis
tinctly prohibit the utilisation of such requirements for the pur
poses of unfair discrimination." 

"N. B.-11~ tk1ts expressing its view on "like prod1tcts", the Eco
nomic Committee felt that it was neither possible nor desirable 
to go too muck into detail, owing to the wide variety of cases that 
actually arise. As the Governments of certain cottntries again 
raised the question of like products in the eleventh Assembly, the 
Committee thmtgkt that the best method to follow in reconsider
ing the questio~ and deciding whether the opinion it had pre
viously expressed reqttired any modificatiot~ would be to ask. the 
Govert~ments concerned for partic1tlars of the specific cases it~ 
connection with which disptttes or dif!ic1tlties had arisen." 

"The Governments of Denmark, Estonia, Finland, Latvia, the 
Netherlands, Norway, Sweden and Switzerland, to which it had 
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applied, showed by their reJ?lies that di~putes with. regar? to the 
interpretation of the term 'hke products were not m reahty very 
numerous and that these cases added no new elements to those 
already ~ithin the Economic Committee's ~nowledge, on the 
basis of which it had drafted its above-mentiOned commentary . 

. All the ~ases quoted by the Governments as having given rise ~o 
• difficulties were covered by the rules formulated by the Economic 

Committee in 1929. Hence the latter did not consider it neces
sary to modify in any wa/ the conclusions which it reached at 
that time. 

"In the Committee's opinion, there can be no doubt th.at any 
dispute which may arise in this domain can be solved-at any 
rate, from the theoretical point of view, which is the only one 
that the Committee ·can adopt in dealing with this question-by 
applying the rule that it has laid down. A dispute-might always 
arise as to the existence or absence of the intrinsic characteris
tics differentiating goods; but, as these characteristics naturally 
vary from one product to another, any endeavour .to find a more 
precise formula than the Committee's and one which could be 
applied to all individual cases appears to be Utopian; and only 
expert examinations in each particular case could be decisive. 
Once the principle in question had been accepted by the differ
ent countries, it would be for the bodies provided for in commer- .. 
cia! agreements for the settlement of disputes to which the clauses 
of these agreements might give rise to take a decision on the 
cases submitted to them for examination. 

IV. Exceptions to tke Clause. 

"Having now s~ated the essential principles im~lied by the 
~os~-favour.ed-n~t10n cl~use, its field of application and· the ob
JeCtive quahficat1ons wh1ch goods must possess to be entitled to 
most-:fa~oured-na~ion tr.eatment, w_e must observe that the clause, 
even m ~ts unr~stn~ted ~nterpretat10n, cannot be made applicable 
to certal;fl spec1al SituatiOns, suc.h as those resulting from a Cus
to~s umon. betwe~n two countnes, or from traffic frontier zones . 

. The stnct D?a1~tenance of a Customs barrier between two 
ahdJafcent .coudn~ne.s IS ~o clearly hampering to the inhabitants of 
t e ront1er 1stncts, m r~gions where ~he frontier is not repre
sented b~ s1~me. almost Impassable physical obstacle, and an 
agrehell'!'dent af ohwmg fr~ed~m of trade within a restricted zone on 
eac Sl e o t e frontier IS so manifestly J·ust'fi hi h 1 a e, t at an ex-
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ception in favour of such traffic is something to which a third 
party, entitled in other respects to most-favoured-nation treat
ment! could ':lot reasonably object. Accordingly, in most com
mercial treaties, allowance is made for the special situation in 
these districts by excepting the Customs facilities granted to 
frontier traffic from the most-favoured-nation regime. 

"The clause is drawn up in different ways: latterly, there has · 
bee.n a very marked tendency to define the reservation more pre- ·· 
cisely. For instance, some recent treaties allow a contiguous State · 
certain favours with a view to facilitating trade in particular 
frontier districts, not extending as a rule beyond 15 kilometres 
on either side of the frontier, be~ides granting privileges for the 
inhabitants of these districts. 

"In one case-and indeed in several-the words for the in
habitants of these districts have been omitted, and we can quote 
at least one treaty where the zone in which facilities are granted 
to 'minor' frontier traffic is extended to 25 kilometres in certain 
exceptional cases. The following text is an example of less pre
cise wording: · 

"' ... tariff concessions granted to neighbouring States solely 
with a view to facilitating frontier traffic in a limited zone on 
either side of the frontier.' 

"In a certain number of treaties, including some of the most 
recent, the reservation does not appear at all. · 

"In short, the reservation, where it is employed, is of a more 
or less elastic character. 

"In any case, it must be admitted that the exception concern
ing frontier traffic. is rendered necessary, not merely by long
standing tradition, but by the very nature of things, and that 
it would be impossible, owing to differences in the circumstances, 
to lay down precisely the width of frontier zone which should 
enjoy a special regime. Hence we must be content to state that 
this exception is only legitimate and admissible if it is restricted 
to such limits as are essential to the attainment of its purpose
i.e., to facilitating trade and in some cases also to rendering ex
istence practicable for the inhabitants on either side of the fron
tier. 

"The most-favoured-nation clause frequently includes a provi
sion allowing for the possibility of each of the parties concluding 
a complete Customs uniori with a third Power. In such a case, 
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the ~conomic unit becomes in practice something different from 
the political unit, and the Customs union may be regarde~ ra~h~r 
as the abolition of a Customs frontier than as a form of disCrimi-
nation between competing foreign purveyors. : · · . 

"In such cases the exception to the most-favoured-natiOn 
clause takes the form of a reservation covering the privileges 
accorded to a third Power in virtue of a Customs union which 
has been or may hereafter be concluded. The clause may be 
drawn up in different ways, but the variations. do not invo!ve 
substantial differences. It appears· in a large number of treaties. 

"In regard to this point, it is sufficient to declare that Customs 
unions constitute exceptions, recognised by tradition, to the prin
ciple of most-favoured-nation treatment; but we do .I}Ot propose 
in this paper to offer an opinion on the more controversial topic 
of their formation. 

"Apart from Customs unions, it is necessary to consider the 
case of concessions which some countries grant one another on 
account of the special ethnic, historical, geographical or other 
ties which unite them (e.g., the Iberian Clause, the Baltic Clause, 
the Scandinavian Clause, the South-American Clause, etc., and 
the special regime between Switzerland and certain zones of 
French territory). 

"The exceptions falling within these categories could not be.;. 
accepted as implicit by a mere reference; they must be expressly-' 
stated and their meaning and scope must be agreed to by the 
parties concerned. 

''We should also bear in mind certain special arrangements 
under international treaties between countries or zones having 
particular economic interests in common, concluded to meet a 
provisional state of affairs (as, for instance, the present arrange
ment in German and Polish Upper Silesia and the Customs re
lations between Germany and the Saar Basin). 

"As regards the question of preferential treatment granted to 
or by colonies, or to or by countries members of the same em
pire-a point appearing in various treaties-the Committee has 
re~ained from ~nvestigatin~_it i~ view· of its political implications. 

But there IS one questiOn m regard to the colonies which 
might be usefully examined, apart from that of the preferential 
regime to which we have just referred. 

"This question is as follows: Suppose that two countries have 
taken the most-favoured-nation clause as the basis of their rela-
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tions in Customs questions, are native products of the colonies 
of one of these countries entitled to most-favoured-nation treat
ment when imported into the other country? In other words, 
does the clause ~pply also to products originating in the col
onies? 

"And conversely, are native products of one of the contracting 
countries entitled, oil importation into the colonies of the other 
country, to the privileges accorded to the products of any third 
country (assuming, of course, that the latter is entitled to most .. 
favoured-nation treatment)? In other words, does the clause 
also extend tci goods imported into the colonies? 

"In this connection, it should be observed that the provisions 
of comm~r.cial treaties, except where specially provided other
wise, are generally deemed to apply solely to the home country 
and that, when the above questions are answered in an affirmative 
sense, they are dealt with by special provisions in virtue of which 
the most-favoured-nation clause is given th~ necessary extension. 

V. Wording pf tke Clause. 

"The general considerations set forth above concerning the 
main principles of the clause, its field of application and the ex
ceptions to it, enable .us to put forward a standard form of clause 
which might be communicated to Governments, by way of ex
.ample, for use in their bilateral conventions. But it is first 
necessary to offer a few observations regarding the selection of a 
standard form of clause. · 
· "A study of the numerous examples which might be quoted 

would show that the most-favoured-nation clause takes the most 
varied forms in different treaties. When all allowance is made 
for the diversity of subjects which have to be regulated by this 
clause in bilateral conventions, it is seen that, even when the 
governing idea is substantially the same, the clause is worded in 
very different fashions. In some cases it is given a positive form 
(all advantages accorded to a third St11te are to be accorded to 
the other party); in other cases, it has a negative form (the 
other party is not to be subjected to less favourable treatment 
than that which is accorded to any third country). In other 
cases, again, it is fashioned syntkeiically, and again in other 
cases analytically and in detail; in some treaties there is a ref
erence in general terms to most-favoured-nation treatment or 
to treatment on the basis of the most-favoured nation; finally, 
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in other treaties we read that the favours, privileges, immuni
ties, tariff reduc;ions, etc., granted to any third Power are to be 
extended to the other party. . . 

"These differences and a vast number of others which might 
be quoted cannot f~il in the long run to work to the prejudice 
of interna~ional trade which-more particularly in this field
needs rules which are' clear, unequivocal, simple and intelligible 
to all. 

"The elaboration of a single form of clause for Customs mat
ters appears in these circumstances to be a work of the greatest 
utility. · 

"The question then arises whether it will be best to be content 
with an extremely simple and purely synthetic form of words 
merely declaring the intention of the contracting parties to grant 
each other most-favoured-nation treatment (leaving the actual 
scope of this guarantee to be elucidated in accordance with the 
rules for interpretation), or to adopt a rather more explicit style, 
stating the substantial provisions of the clause in direct terms 
in accordance with the principles we wish to see" universally ac-
cepted. · 

"The former method, that of an extremely simple clause (such, 
for instance, as the following: 'The two CQntracting Parties un
dertake to grant each other most-favoured-nation treatment in 
all Customs questions') would perhaps make it easier for every-·, 
one to adopt the clause. But it would have the objection of 
leaving open all questions connected with the scope of the most
favoured-nation clause and of making the positive value of the 
clause wkolly and exclusively dependent on the rules for inter
pretation. 

"For these reasons, we have thought it better to adopt the 
second method, which, though not obviating the need for com
mon rules for interpretation, nevertheless makes it possible to 
find the solution of the above questions in the terms of the clause 
itself, leaving only a few special points to be elucidated by the 
rules of interpretation. 

"The outcome of these considerations is the following formula, 
the terms of which are appreciably more explicit than those given 
above as an example. This formula is worded in general terms 
which may be adapted to meet special circumstances: 

"'The High Contracting Parties agree to grant each other 
unconditional and unrestricted most-favoured-nation treat: 
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ment. in all matters concerning Customs duties and subsidiary 
duties of every kind and in the method of levying duties, and, 
further, in all matters concerning the rules, formalities and 
charges imposed in connection with the clearing of goods 
through the Customs. · 

"'Accordingly, natural or manufactured products having 
their origin in either of the contracting countries shall in no 
case be subject, in regard to the matters referred to above, .to 
any duties, taxes or charges other or higher, or to any rules 
and formalities other or more burdensome, than those to which 
the like products having their origin in any third country are 
or may hereafter be subject. 

"'Similarly, natural or manufactured products exported from 
the territories of either Contracting Party a·nd consigned to 
the territories of the other Party shall in no case be subject, 
in regard to the above-mentioned matters, to any duties, taxes 
or charges other or higher, or to <thy rules and formalities other 
or more burdensome, than those''.to which the like products 
when consigned to the territories of any other country are or 
may hereafter be subject. 

"'All the advantages, favours, privileges and immunities 
which have been or may hereafter be granted by either Con
tracting Party, in regard to the above-mentioned matters, to 
natural or manufactured products originating in any other 
country or consigned to the territories of any other country 
shall be accorded immediately and without compensation to 
the like products originating from the other Contracting Party 
or to products consigned to the territories of that Party.· 

"'Nevertheless, the advantages now accorded or which may 
hereafter be accorded to other adjacent countries in order to 
facilitate frontier traffic, and advantages resulting from a Cus
toms union already concluded or hereafter to be concluded by 
either Contracting Party, shall be excepted from the operation 
of this article.'" 

(c) RELATIONS BETWEEN BILATERAL AGREEMENTS BASED ON THE 

· Mos.T-FAVOURED-NATION CLAUSE AND EcoNoMIC PLURI

LATERAL CoNVENTIONS. 

"During the Diplomatic Conference held at Geneva to draw up 
an International Convention on the Abolition of Import and Ex-
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port Prohibitions and Restrictions, the question arose whether 
States not parties to that Convention could, by virtue of bilateral 
agreements based on the most-favoured-nation clause, claim the 
benefit of any advantages mutually conceded by the signatories 
of the International Convention. In deference to this considera
tion, it was even proposed to include a clause to that ~ffect in 
the Convention. It was soon realised, however, that th1s ques
tion could not be answered in the Convention, which could not 
affect the contents of bilateral agreements based on the most
favoured-nation clause. The Conference realised the great im
portance of the problem, both for the general economic work of 
the League and for the conclusion of future economic agreements 
under the League's auspices, and the nature and field of appli
cation of such agreements. It was urged at the Conference that 
the conclusion of plurilateral conventions would be hindered if 
countries, while not acceding to such agreements, could still, 
without giving any counter-engagements, avail themselves of 
the engagements undertaken by the signatory States of such 
conventions. · 

"The Economic Committee of the League was asked to make · 
an exhaus~ive study of the most-favoured-nation Clause in com
mercial treaties and to put forward proposals regulating it in as 
comprehensive and as uniform a manner as possible, and it has 
carefully considered the question, which is the subject of the~ 
present report. It took the view that the World Economic Con
ference of Geneva,· when it recommended the conclusion of pluri
lateral economic conventions with the object of improving the 
world economic situation and the application of the most
favoured-nation clause in the widest and most unconditional 
form, probably did not quite realise that-up to a point-these 
two recommendations might clash. One argument-and a very 
sound one-brought up in the Economic Committee was that in 
certain cases countries would have little or no interest in ac
ceding to a plurilateral economic convention or in undertaking 
the commitments it entailed if, by invoking the most-favoured
nation clause, as embodied in bilateral agreements, they could 
claim as of right and without incurring corresponding obligations 
that the obligations contracted by the signatory States of th~ 
plurilateral convention should apply to themselves. It was 
strongly urged, indeed, that such possibility might seriously im
pair the whole future economic work of the League, and that the 
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only means of averting the danger would be to. adopt a 'provi
sion whereby the most-favoured-nation clause embodied in bi
lateral commercial treaties would not, as a rule affect pluri-
lateral economic conventions. ' 

"It was objected, however, that a clause of this kind, instead 
of leading, as the World Economic Conference recommended, to 
the unlimited application of the most-favoured-nation clause, 
would actually check it, and that, more especially in countries 
where the unlimited application of this clause is the basis of com
mercial relations with foreign countries, such a reservation would 
probably be misunderstood and might give rise to a hostile at
titude towards the League's economic work. It was further 
argued that a State might quite conceivably, on wholly serious 
and genuine grounds, be unable to undertake the commitments 
involved by an international economic convention; that the final 
decision whether it could so so or not would lie with the State 
itself; and that it could hardly be asked, .as a result of a most
favoured-nation clause drafted ad koc in bilateral commercial 
treaties to give up the right in cases of this kind to refuse to ac
cept differential treatment on the part of one or· more other 
States. 

"The arguments advanced on both sides are so cogent that 
.the Economic Committee has not found it possible at this 
moment to find a general and final solution for this difficult 
problem. 

"It is unanimously of opinion, however, that, although this 
reservation in plurilateral conventions may appear in some cases 
legitimate, it can only be justified in the case of plurilateral con
ventions of a general character and aiming at the improvement 
of economic relations between peoples, and not in the case of 
conventions concluded by certain countries to attain particular 
ends the benefits of which those countries would, by such a pro
cedure, be refusing to other States when the latter might, by 
invoking most-favoured-nation treatment, derive legitimate· ad
vantages. 

"The said reservation should also be expressly stipulated and 
should not deprive a State not a party to the plurilateral con
vention of advantages it enjoys either under the national laws 
of the participating State or under a bilateral agreement con
cluded by the Ia.tter with a third State itself not a party to the 
said plurilateral Convention. 
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"Finally, this reservation sh~mld not be admitted in cases in 
which the State claiming the advantages arising under the pluri
lateral convention, though not acceding to it, would be prepared 
to grant full reciprocity in the matter. 

"The Economic Committee expresses the view that countries 
which, with reference to the terms of plurilateral economic con
ventions, agreed to embody in their bilateral agreements based 
on the most-favoured-nation clause a reservation defined in· ac
cordance with the principles set forth above would not be acting 
contrary to the recommendations of the World Economic Con
ference of Geneva, and consequently will not be acting in a man
ner inconsistent with the objects which the League has set itself 
to attain." 



ANNEX II 

MEASURES TO PREVENT THE GROWTH OF VESTED 
INTERESTS BEHIND QUANTITATIVE TRADE CON
TROLS DURING THE POST-WAR TRANSITIONAL 
PERIOD OF GENERAL SHORTAGE. 

Note by tire Secretariat 

1. The purpose of this note is to consider what measures might be 
adopted by governments to prevent the growth of vested interests in 
the maintenance of quantitative restrictions on trade during the post
war transition period! During the war the trade of practically all 
countries has been subjected to quantitative restrictions and exchange 
controls. The trade of many has been subject to the restrictions im
posed by blockade. There is little probability that many countries will 
be in a position to change suddenly from this condition of restriction 
and regulation to one of a simple price economy. On the contrary, 
most countries will be anxious to husband their foreign exchange 
resources and; cjuring the period of scarcity both of foreign exchange 
and of goods, to give preference to the import of those goods which 
are most essential for the revival of peace-time economic life and least 
easily produced at home. We must anticipate, therefore, that quantita
tive restrictions of one sort or another will remain in operation for 
some time, the length of which will vary from country to country. 

But, if it is the desire of governments to develop a free-price econ
omy and expand multilateral trade later, then it is important that 
vested interests in the maintenance of quantitative controls should not 
be allowed to develop during the transition period. Such vested inter
ests may take the form (a) of the assumed right to an abnormal rate 
of profit, such as that which a merchant may reap from the receipt of 
a quota when the total quota for any commodity is so small that there 
is a wide discrepancy between the price at which he can purchase that 
commodity abroad and the priCe at which he can sell it at home. Such 
abnormal profit expectations may in certain cases lead to the issue of 
additional shares by a benefiting company. 

The vested interests may furthermore lead to (b) the investment 
of additional capital in fixed plant and the training and employment 
of additional workers when, owing to the import restrictions, domes-

• The note is not concerned with abnormal profits arising out of cartel and similar 
private agreements, even though these agre~ments may be facili!ated b! quantitative 
restrictions. The control of such profits ra1ses problems of qu1te a different order 
from those considered here. 
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tic firms find that their home demand outruns their prod1:1ctive capac
ity. Whatever form they take, these vested interests will render it 
more difficult for governments to remove the quantitative restrictions. 

2. In considering this problem it is well to distinguish between the 
vested interests of merchants, which can only take form (a) above, 
and those of producers, which may take either form. (a) or form (b). 

3· The Economic and Financial Committees, at a meeting held in 
Decembc:;r 1943, made the following recommendations with refer
ence to the prevention of undue profits by merchants:' 

"It is ... of the great importance that while controls are in force, 
vested interests in their maintenance should be prevented from grow
ing up. If such vested interests are allowed to develop and the trad
ing community is placed in a situation under which its profits will be 
reduced by an expansion of trade or by the abandonment of direct 
controls, then the chances of realizing this second objective of the 
Atlantic Charter and the Mutual Aid Agreements will be seriously 
jeopardized.• Any system of restricting imports by means of licenses 
involves the danger of the recipient of the license making an abnormal 
profit on the goods he is allowed to place on the home market. After · · 
the last war, as we have seen, the problem was not solved; the vested • 
interests were created and tariffs were raised in order to equalize the 
effect of quantitative controls when they were removed. It would be 
in flagrant contradiction with Article 7 of the Mutual Aid Agree
ments if action to raise tariffs in this way were to be taken after the 
present war. 

·"There are three main methods by which this difficulty may be over~ 
come. The first is to create or retain _government monopolies which 
would in fact eliminate private trading profits. The second is to re
move abnormal profits by taxation or other means. The third is to 
maintain domestic price control over all licensed goods. 

"The first of these methods requires but brief comment. The trader 
would under a state monopoly become in effect the agent of the gov
ernment and occasion for abnormal profit would be effectively elimi-

. 1 Report to the Collncil 011 the tuork of the 1943 Joint Session. (Doc.C.I.M.I.I944-
II.A.). 

• 2 It is of interest to note, in this connection, the following resolution adopted by 
the Atlantic City Conference of 1943. 

"That the government C?r recognized national authority which exercises adminis
trative authority in the area should take appropriate measures to insure that insofar 
as the distribution within a. liberated territory of relief and rehabilitation goods is 
done through private trade, the remuneration earned by private traders for their 
services is no more than is fair and reasonable." (Resolution No. 7, Relief and Re
habilitation Policies-Part II, Resolutions on Policy of the First Session of the 
Council, UNRRA.) · 
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nated. Sue? a system i~volves, however, the risk of sapping the vitality 

· of the tradmg commumty and thus rendering the reversion of functions 
to it difficult and hazardous. It involves also all those disadvantages 
and dangers to international relationships that we have just enu-
merated. · 

"The ~econd is theoretically attractive and has in fact been applied in 
th: past m a numbe'r of countries. In practice, however, it is difficult to 
adJUSt the tax or fees so as to absorb all the abnormal profit that may 
be made. . 

"It may be rendered unnecessary if the third method can be applied
that is to say, if domestic prices are through control kept aligned to 
c.i.f. prices port of arrival; and when this is not the case but domestic 
prices are controlled at some level above those abroad, the determina
tion of the correct license fee is of course greatly facilitated. 

"No system is likely to prove perfect in practice; but we would urge 
that on the one hand every endeavour should be made to prevent the 
accrual of abnormal profits to the recipients of import or export 
licenses and pn the other that governments should refrain from in
creasing their tariffs as the counterpart to relaxing trade controls. 
Only if sui:Jt restraint is exercised and time afforded to formulate 
long-term commercial and tariff policies in the light of the post-war 
situation can we hope for the early realization of the agreed ob
jectives." 

4· The problem of the growth of vested interests amongst producers 
presents greater difficulties. It will be necessary to consider industry 
and agriculture separately, and to take into consideration also the pos
sibility not only of import, but also of export restrictions. 

5· Should any country contemplate not only re-establishing multi
lateral trade but also an extension of its free trading area by forming 
a customs union, then additional problems present themselves. We 
revert to this rather special case of customs unions in section 9 below. 
The various proposals made below with reference to the simple case 
of the restriction of multilateral trade under a free price economy 
would apply to them, though require possibly to be supplemented by 
other measures. 

6. Four classes of measures arise for consideration in all cases. 
First, those relating to commercial policy; secondly, fiscal measures; 
thirdly, government control of prices, either by price fixation or by 
government monopoly ofsale and purchase, and, fourthly, control9f 
investment. 

7· We shall consider commercial policy first. . 
It would seem obviously desirable that governments should, imme-
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diately on the cessation ~f hostilities, make a declaration of their 
policy with reference to tariffs-that, for instance,. they do not intend 
to increase or that they intend to decrease the existing rates as soon as 
conditions permit. 

Can they go farther or act earlier? vVould it be useful, as was sug
gested at Atlantic City, to conclude a convention before the end of 
hostilities under which governments undertook not to increase their 
tariffs either while the quantitative controls are in force or for a 
specific period of time? Such a convention would be useful if and 
only if the breathing space it afforded were utilized for the elaboration 
of further agreements between states with reference to tariff reduc
tions or consolidations. Were this not done, then the initial convention 
is really dependent upon whether there are grounds for believing that 
governments are likely to be seriously prepared at some not too distant 
date after the termination of hostilities to adopt a more liberal com
mercial policy than they did before the war and at least a policy which 
is not less liberal than in the late 'twenties. · 

However this may be, it is certain that conventions of this charac
ter will not be sufficient to prevent the growth of vested interests dur
ing the period of the quantitative restrictions. At best, they will not 
have more than a certain deterrent effect. How important that effect 
will be will depend on the extent to which the business world believes 
that the government is genuinely bent on carrying out its intention and 
that a change of policy is not likely to follow a change in government. 
In any case, more than this is necessary. 

8. Within certain limits, both as regards the scope of operations and 
their duration, price control and the control of consumption may be 
employed to check the growth of vested interests. This question is 
dealt with in the report of the Delegation on Economic Depressions 
entitled, "The Transition from War to Peace Economy,"1 and the 
following extracts from that report are relevant: 

Co11smners' Goods 

"Direct control of consumption during the war takes various forms 
but four are of major importance: first, direct rationing of the final 
consumer; secondly, special permits granted to individual consumers 
on proof of need; thir~ly,. what is known as point rationing of the 
consumer; fourthly, rat10mng or some other form of direct control 
over the producer and distributor." 

1 League of Nations (doc.C.6.M.6.I94J.II.A.). 
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" ... the ri~ht procedur~ in the case of straight rationing is, gradu
ally and as rap1dly as poss1ble, to increase the rations as the supplies 
coming forward .increase. If the government purchases the crude prod
uct and fixes ·pnces. at all.stages up to the final retailers' price, there 
should be comparatively httle difficulty .... Granted that rations are 
not raised more rapidly than the supplies, there should be no under
lying tendenc! towards higher prices, but on the contrary, as the 
needs of one mcome group after another are satisfied, a tendency for 
prices to f~ll. As soon as prices have fallen below the fixed maxima, 
those max•ma may be abolished." 

"The permit system ... presents no spe<;ial difficulties. Permits will 
require to be more liberally granted as supplies increase and, in the 
case of goods bought by all, may, when supplies suffice to justify 
such a step, be replaced by coupon rationing. 

"Point rationing . . . is normally applied to semi-durable goods such 
as clothes, though it is being increasingly applied also to certain food
stuffs. . . . Here again . . . the right procedure is not to abolish the 
system suddenly but to increase the number or the purchasing power 
of coupons." 

"The problem of price decontrol under a point rationing system is 
somewhat, complex. . . • the government can adopt four courses: 

(a) It can change the coupon values in ~he manner widely adopted 
during the war. 

(b) It can change the fixed prices or abolish the price maxima. 
(c) It can exclude the goods in plentiful supply from rationing 

which would automatically raise the value of. the points in terms of 
the remaining rationed goods. . 

(d) It can attempt to increase the supply of the goods in great 
demand by, for instance, its allocation of raw materials or tonnage." 

lnvestme11t Goods 
". . . to fix the price of all the goods offered for sale in peacetime is 

scarcely possible. The variety of manufactured goods is s~ great that 
the administration of any such control presents almost msuperable 
difficulties. A similar difficulty presents itself with regard to the nar
rower range of products required for productive processes." 

Raw Materials 
"The quantitative raw material controls instituted during the war 

have taken four interlocking forms: (a) government purchase, (b) 
tonnage control, (c) control. of international tra~e, and (d) so~e.sys
tem of allocation to consummg firms, through d1rect quota, pnontles, 
licenses to purchase, etc. These quantitative controls are normally 
accompanied by price control. 
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"So long as the supply of tonnage or of raw materials is seriously 

short . . . the5e controls must . . • be maintained in some measure. 
This implies the maintenance of the governmen~'s preference sche~ule 
in place of the public's. But we have to recogmze that the determma
tion of that schedule in peacetime will become increasingly difficult. 
So long as the government is itself the final consumer of a very lar~e 
proportion of the raw materials it controls or so long as the pubhc 
is directly rationed, it is relatively easy to estimate the total amount of 
raw materials that each industry and finally each firm will require. 
But when the future demand for the final product will be determined 
by an as yet unexpressed consumers' choice, the risk of error is ob
viously enormously 'magnified." 

"There is . . , much to be said in favour of removing price controls 
from raw materials not mainly entering into rationed consumers' goods 
at the earliest possible moment. To fix the prices of all the infinite 
range of commodities offered to the public for sale in peacetime is .•. 
likely to prove impossible.· ..• To fix the prices of the raw materials 
alone ... gives to the manufacturer fortunate enough to secure them 
a wind-fall profit without necessarily having any great effect on the 
price of the consumers' goods." . ·· 

"In spite of these difficulties we do not believe that the immediate 
decontrol of the prices of this class of raw materials would be prac
ticable." 

"In view of all these considerations, we conclude: 
(a) That the rationing of raw materials not made into rationed 

goods may have to be maintained for some time after the cessation 
of hostilities and maximum prices on these goods retained. 

(b) That governments may frequently find it advisable to leave 
each trade to carry out the rationing of individual firms under govern
ment supervision. . . , 

(c) That as soon as there are grounds for believing that the risk 
of runaway prices is past, such controls should be abolished, com
modity by commodity." 

It will be seen from the foregoing quotati~ns that the policy of' 
price control is relatively simple when the goods consumed by the final 
consumer are simple in nature and are rationed, but that it is not a 
policy that can be universally applied, nor is it likely to be generally 
successful once rations have been abolished. It is more practicable with 
regard to food than in the case of other products. The question of 
agriculture is dealt with in section 10 below. 

Even when or where price controls are not practicable the govern
ment may exercise some influence over prices and prevent monopolists 
or quasi-monopolists from reaping undue profits by increasing the 



import quotas. While these import quotas constitute an in~trument 
which may be used on occasions, however, their utilization for this 
purpose cannot be general or the scope of its influence very wide. 

g. None of the measu~es considered so far, therefore, seem likely 
to have a general or sufficiently permanent influence. There remain for 
consideration, so far as industry is concerned, fiscal measures and 
investment control. · 

We are considering conditions under which the domestic producer 
is likely to reap an abnormal profit on account of the cutting off of 
foreign competition. This abnormal profit is likely to result in (a) a 
great unwillingness on his part (and on the part of labour) to see the 
restrictive measures to which it is due abandoned, and consequent 
political pressure to maintain the restrictive measures, and (b) an 
investment of new capital in enterprises which would not be able to 
withstand foreign competition if and when the restrictive measures 
are abandoned. Can any form of tax be devised which would prevent 
the growth of these abnormal profits and the consequences just de
scribed without unduly hindering enterprise? 

The profit arises ~n account of the difference between the prices at 
which goods can be sold on the domestic market when foreign compe
tition has been eliminated or reduced and the prices at which they can 
be produced. The quantitative restrictions are equivalent ·to a tariff, 
the height of which can be measured by the difference between the 
prices at which domestic goods are· actually sold and the prices at 
which foreign goods could be sold on the domestic market. If from 
this difference are deducted the existing tariff rates, we arrive at the 
surcharge on those rates that the quantitative restrictions represent. 
The problem is to impose a tax equivalent to this surcharge, or as 
nearly equivalent as possible without unduly hindering.ente~prise. 

The essential elements of the problem are summarized m the fol-
lowing table: 

WHEN TOTAL PRODUCTION 

AMOUNTS TO 

x x+y x+y 
I.R. C.R. 

Domestic Sales Price ... · · . · · · · · · ·. ISO 140. 140 

Foreign Price plus Domestic Tariff 100 100 100 

Abnormal Profit = Tax ....... · . · · so 40 40 

Net Sales Receipts after paying Tax 100 100 100 

Cost per Unit ........ · · · · · · · · · · · go ss go 

Profit per Unit ..... · · · · · · · · · · · · · 10 IS 10 

Note: I.R. =increasing returns; C.R. =constant returns. 
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The first column shows the various factors when total .production 
equals any initial amount, ~. The second column shows the assumed 
effect of increasing.production from~ to~+ y when the commodity 
is produced under conditions of increasing returns. It will be noted 
that the cost per unit falls from go to 85. The domestic sales price 
likewise falls on account of the greater number of the goods in ques
tion placed on the market. The third column shows the effect of 
increasing the production from ~ to ~ + y when the commodity is 
produced under conditions of constant return. In this case the cost 
per unit remains unchanged at go; but the sales price falls as in the 
previous case, and for the same reason. 

Were a tax imposed on each unit of production equivalent to the 
difference between the sales price and the foreign price plus domestic 
tariff, that is, equivalent to the surcharge which the quantitative re
strictions represent, then, 

(a) When the commodity is produced under conditions of increas
ing returns, it pays the manufacturer to increase output and reduce 
price, because his cost before the tax is reduced by an amount equiva
lent to the reduction in the sales price. A tax of ~is sort should, there
fore, always prevent a monopolist from opting in favour of a smaller 
output and higher price, rather than a )arger output and lower price, 
when such option exists. It would, moreover, permit profits to in
crease as output increased, while preventing the special profits result
ing from the quantitative restrictions from accruing to the manu
facturer. 

(b) When the commodity is produced under constant returns, how
ever, such a tax affords no special inducement towards increasing out
put. Such a tax would, therefore, be more far-reaching in its effects in 
the case of industry than in the case of agriculture. 

It should be noted that the incidence of the tax could not fall on 
the consumer, for were the tax added to the price, the tax. itself would 
be proportionately increased. 

But the elaboration of such a tax presents very considerable diffi
culties: 

(a) The sales price must be the sales price to the final consumer 
and not the price at which the manufacturer sells to a middleman. Fo; 
were the latter selected and each manufacturer taxed on the basis of 
his own books, collusion between the manufacturer and the middle
man would be difficult to prevent. Moreover, the middleman, if there 
were no collusion, would reap an undue profit. 

(b) Exact comparisons between the import price and the sales 
price will always be difficult and sometimes impossible, for the im-
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ported goods will not b~ identical with the home-produced goods. In 
some cases they may be Imported as parts or in an unfinished state 
. (c) Bot~ do~estic ~nd foreign prices will constantly change, ~nd 
mdeed d~rmg th1s penod may be _in a state of flux. Fairly frequently 
changes m the rate of the tax wdl therefore be necessary. It would 
probably ~rove simp!esf to fix the rate as a percentage of average 
1mport pnces, effectmg changes at definite intervals for instance 
every year or every six months. ' ' 

But at best, nothing more than a rough approximation to the ideal 
rate can be attained, and in view of the danger of checking enterprise 
during a very difficult time, it would clearly be wise to fix a rate rather 
too low than too high. This is the more necessary in vie\v of the great 
difficulties with which industrial entrepreneurs are likely to be faced in 
any case during the transition period. It is necessary to view such a 
tax, therefore, as a means for preventing fortuitous profit being 
reaped or bad investments being made by certain producers as a result 
of government action, and not in any way as an instrument for impos
ing additional fiscal charges on enterprise as a whole: Indeed, if pra!l
tical at all, it would seem to have most chance of succc;ss if adopted as 
a modified form of excess profits tax where such tax already exists. 

IO. A tax of the type that we have been discussing would prove to 
be somewhat less effective in the case of agriculture. Agriculture dif
fers from industry both on account of the fact that it is more likely 
to be subject to constant or decreasing than to increasing returns, and 
secondly, owing to the fact that monopoly profits are much less com
mon. As a rule, the unit of production, the farm, is small, and no in
dividual producer can, by keeping off the market, affect the market 
price. The market price, in the case of agricultural products, is likely 
to reflect much more accurately the play of demand and supply. This 
being so, the tax loses its merit as a means for forcing the producer to 
sell more at a lower, rather than less at a higher price; the producer 
will do so in any case, except where inflationary conditions obtain. 
The tax could, however, be adapted so as to allow an increased profit 
per unit as production increased, and this system could be employed 
to direct production towards those crops which the government was 
anxious to favour. ' · 

Moreover, though this tax loses some of its merits in the case of 
agriculture, it is easier to apply. Agricultural products ar; fairly uni
form in nature, and it is consequently easier to. determme both the 
import and the dol!lestic sales price. 

An alternative policy for agriculture would be for the government 
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. ~o establish a monopoly for the purchase and sale of all agricultu·ral 
products. It could then keep the price to the farmer as low as it wished. 
and the price to the consumer at a level somewhat below the farmer's 
price, if products were imported from abroad at lower prices. Agai_n, 
in the case of such a monopoly, the gover_nment could easily direct 
production in whatever manner it desired by modifying the relative 
prices that it offered for different crops. Price differentials of ·this 
character are much more effective than· acreage control. 

In fact, how~ver, the government will be faced by the inevitable 
difficulty that during the shortage period it wants to stimulate (or 
maintain) domestic production, and costs are likely to rise (or to 
have risen) as more and worse land is brought under the plough. The 
government must therefore offer a price adequate to cover this in
crease, and all owners of better land will reap larger profits. 

This difficulty could theoretically be overcome by a progressive tax 
on economic rent. But in practice, the economic rent, especially when 
the farmer owns his own land, is unascertainable. To some extent, no 
doubt, the abnormal profit could be absorbed by a progre§sive income 
tax. But such a tax is a very crude instrument for the purpose, for 
there are but small grounds for assuming that the farmer with the 
iargest income will benefit most from th·e quantitative restrictions. In 
view of this consideration, the tax proposed in section 9 above would 
seem to be more appropriate than a progressive income tax, though 
far from perfect. · 

Where agriculture has been subsidized during the war and the 
desired production during the post-war period of shortage can only 
be attained with some subsidy or as a result of quantitative restric
tions, the subsidy itself can be used as an instrument both against 
vested interests and in favour of those crops which the government 
desires to promote. By reducing the subsidy the government can 
remove part of the war-time abnormal profits. By removing it on one 
crop, wheat, for instance, and increasing it on another crop or prod
uct, milk, for instance, it can adapt agriculture gradually to the form 
which would be best fitted to meet foreign competition when multi
lateral trade is re-established. But such a policy is subject to two 
serious limitations. First, it is difficult under any subsidy system to 
prevent the farmer on the most favourably situated land from obtain
ing an abnormal profit .(rent); secondly, in all countries in which the 
national income has been greatly reduced as a result of the war, it 
will be difficult-and it may be unjustifiably extravagant-to divert 
demand from such cheaper foodstuffs as cereals, which constitute the 
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most impor~ant items iiJ. international trade, to the more expensive · 
foods such as meat or milk. · 

~I. Th.e measures that h~ve been considered up to this point are:· 
m~mly dtrected to preventmg vested interests in abnormal profits · 
from arising and thus indirectly checking any tendency towards the 
investment of new capital in enterprises which would not be able to 
compete were the quantitative restrictions removed. There is much to 
be said in favour of direct control of capital investment during the 
transition- period. Capital will be scarce, and all wasteful investment 
should be avoided. However, the desirability or undesirability of cen
tral control of private investment during the transition period must 
depend to a very large extent upon the competence of the administra
tive machinery· of the government. On the details of all projects the 
business man and the farmer are in a much better position than the 
government to form a judgment. All that the government can do is 
to prevent capital being directed towards purposes which, in the gov
ernment's view, either on account of considerations of social policy 
or in the ligqt of the government's own intention regarding economic 
policy, or in the light of the information at its disposal concerning 
private investment in different branches of industry, would not seem 
likely to prove advantageous. If the government is not perfectly clear 

• about its own intentions for the future, or if its machinery is slow 
and cumbersome, so that delays are involved, then it is very question
able whether investment control would prove beneficial. But in the 
case of a government which has committed itself to form a customs 
union, one major factor in its economic policy is known and may be 
so important as to justify investment control even when it would not 
be justified otherwise. We may turn, therefore, at this point to this 
second class of countries mentioned in the fifth paragraph of this 
memorandum, namely, those which propose to form a customs union. 

12. The danger of vested interests growing up during the period 
of quantitative restrictions is greater in the case of these countries 
until the union comes into force because the differential between the 
artificial domestic price caused by these restrictions and the prices 
which will finally rule after the formation of the union is likely to be 
greater. We may assume for purposes of presentation four hypo
thetical strata of prices: 

(a) the artificial price caused by the quantitative restrictions; 
(b) the price that would be caused by the existing tariff were it the 

operative factor; 
(c) the price that would be caused by the tariff after it has been 
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modified as a result of the conclusion of the customs union. We may 
assume that this union tariff never imposes higher average duties on 
the whole new customs area than heretofore; but the tariff of one 
member (or even more than one) may be raised. 

· (d) the'price caused by the above, and by the total abolition of the 
tariff between the country in question and the other parties to the 
customs union. 

Obviously, if price (d) is not lower than price (b) a special prob
lem only arises as regards those commodities in which the intra
union competition is likely to be serious. But as a rule (d) will be 
lower than (b) not only on account of the abolition of the tariffs 
among the members of the union but because price (c) will be lower 
than price (b). Cases may arise in which a country on entering such 
a union may raise its tariff because it is so much lower than those of 
the other members who reduce theirs that it will not prevent the new 
common tariff being lower for the whole trading area than it was 
before. But such a case must be· the exception rather than the rule if 
the customs union is to be accepted by third parties-an exception, 
moreover, which presents no special problem in this connection. We 
may confine ourselves in this consideration of broad principles, then, 
to the problem of the adaptation of price (a) to price (d). We must 
consider whether the measures already suggested are adequate to 
cover the necessary ultimate adaptation to price (d). Obviously all 
these measures are appropriate in this case; the only question is 
whether they are adequate. 

As already stated, the case for investment control becomes a strong 
one; for on the one hand, the intention of the government is known, 
and on the other, the shock to the whole system which the ultimate 
adaptation will involve is greater, and the risk of loss on account of 
ill-advised investment is likewise greater. 

But the government's intention may be either general or specific. It 
may be known that the government will have to reduce its tariff in 
order to form the union proposed, or the government may have come 
to a definite understanding as regards the reduction to be made. Obvi- . 
ously, the business man will be much better placed in deciding what 
investments he should make if the government has published the .new 
rates. This being so, there would seem to be every advantage in the 
government's concluding its agreement at the earliest possible date, 
even though the agreement may not come into force until some subse
quent date. 
· The fact that the tariff with the other parties to the union will be 
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ultimately abolished altogether, is qf course known once the union 
has b~en approved in principle. In this case, therefor~, the producer is. 
fully mformed, and the political danger of vested interest is elimi-. 
nated. T~e problem ~hat presents itself is whether the government can . 
do anythmg to cushton the shock of the ultimate adaptation of prices 
to the (d) level. 

Obviously, there are two cou~ses of action open. The first is to 
prevent the (a) price, the price resulting from the quantitative re
strictions, from becoming too high; the second is to prevent the (d) 
price, the price resulting from the abolition of the tariff, from becom
ing too low. 

The first result might be achieved by allowing the quota for the 
import of goods which the other parties to the customs union are 
likely to supply to be relatively large. This would be facilitated if a 
monetary agreement had been concluded between the two parties to 
the project~d union, each country mutually guaranteeing the' other's 
currency. 

The second result might be attained if, in the monetary agreement, 
the country which had to reduce its tariff down to or toward the level 
of the other countries' tariffs were allowed slightly to undervaluate its 
currency. 

13. Up to this point we have assumed that importers and producers 
are liable to reap a special benefit on account of exceptional quantita
tive restri!=tions on imports. The fact must not be overlooked, how
ever, that they may suffer a loss from quantitative restrictions on 
exports. When the exports of any particular commodity are restricted 
it would be difficult in fact to prove that any abnormal profit is being 
or can be reaped from an import restriction on that commodity. For 
if the import restrictions raise the domestic price of a commodity 
above the world level exports will not take place excepting on a 
dumping basis. If the situation is such that exports of that commod
ity would not take place, there is no purpose in imposing the export 
restrictions on it, and they should be abolished. If exports could take 
place by selling cheaper abroad than at home owing to the economy of 
a larger turnover, then the potential exporter does suffer from the· 
export restriction and it would be inequitable to tax him on account of 
the benefit he derived from the import ·restriction. It is true that 
theoretically the benefit from the import restriction may exceed the 
loss from the export restriction. But as the loss cannot be calculated, 
this fact is of little practical importance. 
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SHORT LIST OF IMPORTANT LEAGUE OF NATIONS 
DOCUMENTS RELATING TO TRADE AND COMMER
CIAL POLICY• 
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I. INTERNATIONAL CoNvENTIONs IN FoRCE, WITH DbcuMENTs 

RELATING THERETO 

Customs Formalitie~ · 
International Conference on Customs and other Similar Formalities, 
Geneva, October-November 1923: . 

Proceedings of the Conference, 2 vols. (C.66.M.24.1924.Il.) 
Index to the Proceedings of the Conference. (C.66(b).M.24(b). 
I924.IL) 

International Convention relating to the Simplification of Customs 
Formalities, and Protocol. (C.678.M.241.1924.1I.). ·· · · 
Application of the International Convention (Measures:taken by Gov
ernments to give effect to the provisions of the Convention) : (E.268.) · 

Nine series of Summaries Communicated by Governments in Exe
cution of Article 9, 1926-I936. (C.354·M.I27.I927.II.) (C.x8o. 
M.s6.I928.1I.) (C.I26.M.42.I929.Il.) (C.539·M.I93·1929.1I.) 
(C.I83.M.8s.I930.II.) (C.557·M.223.1930.Il.) (C.227.M.95· 
I93I.ll.B.) (C.270.M.I40.I933·Il.B.) (C.226.M.I38.I936.II.B.) 

Application of Articles 10 and II of the Convention: (C.I98.M.75· 
I929.Il.) 

Seven Series of Summaries, 1929-1937· (C.563.M.224.I930.ll.) 
( C.913.M·479·193 I .II.B.) ( C.6g8.M.335· I 932.Il.B.) ( C.32 I.M. 
I65.I935.II.B.) (C.478.M.254·I935.ll.B.) (C.I86.M.I32.I937· 
II.B.) 

Commercial Arbitration 
Protocol on Arbitration Clauses, Geneva, I923. (A.83.19~3.II.An-
n~) . 
Convention on the Execution of Foreign Arbitral Awards, Geneva, 
I927. (C.659(I).M.220(I).I927.II.) 

Export Prohibitions ond Restrictions 
International Agreement relating to the Exportation of Hides and 
Skins. (C. I x.M.8.I929.II.) 

1 An annotated and fuller list is contained in the CotcJlogue of Stltcled Publica
tioM 011 Bco11omic Gild FiMncitJl Subjecl.r issued by the League in 1943. 
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International Agreement relating to the Exportation of Bones. (C.12. 
M.9.1929.II.) · 

Bills of Exchange, Promissory Notes and Cheques 

Conv~ntion .Providin~ a Uniform Law for Bills of Exchange and 
Promissory .J:il otes ( w1th Protocol, Annexes and Final Act). ( C.346. 
M.142.I930.II.) 
Convention for the Settlement of Certain Conflicts of Laws in Con
nection with Bills of Exchange and Promissory Notes (with Pro
tocol). (C.347·M.I43·I930.I!.) 
Convention on the Stamp Laws in Connection with Bills of Exchange 
and Promissory Notes (with Protocol). (C.348.M.I44.I930.II.) 
Convention Providing a Uniform Law for Cheques (with Protocol 
and Annexes). Geneva, March I9th, 1931. (C.458.M.195·193I.II.B.) 
Convention for the Settlement of Certain Conflicts of Laws in Con
nection with Cheques (with Protocol). Geneva, March I9th, 193I. 
(C.459.M.I96.1931.Il.B.) 

· Convention on the Stamp Laws in Connection with Cheques (with 
Protocol). Geneva, March I9th, 1931. (C.46o.M.197·1931.II.B.) 

Veterinary Police Regulations 

International Convention for the Campaign Against Contagious Dis
eases of Animals~ (C.77.M·33·I93S·II.B.) 
International Convention Concerning the Transit of Animals, Meat 
and Other Products of Animal Origin. (C.78.M.34·1935·II.B.) 
International Convention Concerning the Export and Import of Ani
mal Products (Other than Meat, Meat Preparations, Fresh Animal 
Products, Milk and Milk Products). (C.79·M·35·I93S.li.B.) 

Commodity Agreemmt 
International Sugar Conference, London, I937· Text of the Agree
ment, and Proceedings and Documents of the Conference. (C.289. 
M.190.1937.II.B.) 

II. DRAFT INTERNATIONAL CoNVENTIONs AND CoNvENTIONs NoT 
IN FoRcE, wrTH DocuMENTS RELATING THERETO 

Import a11d Export Prohibitions and Restrictions 
Proceedings of the First Conference for the Abolition of Import and 
Export Prohibitions and Restrictions. (C.2I.M.12.1928.II.) 
International Convention for the Abolition of Import and Export 
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Prohibitions and Restrictions. Protocol to the International Conven
tion. Annexed Declaration. (C.I4.M.II.1929.II.) 
Proceedings ofthe Second Conference, 1928. ( C.6u .M.187.1928.II.) 
Supplementary Agreement to the Convention. (C.I3.M.xo.I929.II.) 
Proceedings of the Third Conference, I929. (C.I76.1\1-l~I.I930.II.) 

Tariffs 
International Conference for the Conclusion of a Tariff Truce. Pre
liminary Draft Convention drawn up by the Economic Committee. 
(C.5I9.M.I77·I929.II.) (C.I.T.D.I.) 
Commercial Convention, with Protocol, of March 24th, I930. (C. 
203.M.96. I 930.II.) 

Treatment of Foreigners 
Proceedings of the International Conference on the Treatment of 
Foreigners, I929. (C.97·M.23.I93o.II.) 
Preparatory Documents for the Conference (including the Draft 
International Convention prepared by the Economic Committee). 
(C.36.M.2I.1929.II.) 

Commercial Propaganda 

Draft International Agreement for the Purpose of Facilitating Com
mercial Propaganda. (E.881.) (1935.II.B.s.) 

III. MODEL BILATERAL TREATIES AND INTERNATIONAL STANDARDS 

Double Tasation and Fiscal Evasion 

Model Bilateral Conventions for the Prevention of International 
Double Taxation and Fiscal Evasion. (C.2.M.2.1945.II.A.) 

Most-Favoured-Nation Clause 

Recommendations of the Economic Committee relating to Tariff 
Policy and the Most-Favoured-Nation Clause. (E.8o5.) (I933·II· 
B.x.) (Relevant Sections Reproduced in Annex I' above) 

Proced11re fo~ Settlement of International Economic Disputes 
Memorandum relating to the Pacific Settlement of International Dis
putes concerning Economic Questions in General and Commercial 
and Customs Questions in Particular. (E.666.) (I931.II.B.I.) . 
Procedure for the Friendly Settlement of Economic Disputes between 
States, set up by a Resolution of the Council of January 28th, 19j2. 
( C.s7.M.32.1932.II.B.) 
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Tariff N ommclah"e 

Revised Draft Customs Nomenclature. 2 vols. (C M 
II.B.) . · . ·295· .I94·I937· 

Unfair Comn,tercial Practices 

~?nomic C~~mitte~: Report to the Council on the Work of its 
fhtrty-Sevel!th Sesston, I932. Appendix II. (Bribery and Unfair 
Commercial Practices) (C.74·M·39·I932.Il.B.) 

Veterinary Police Regulations 

Economic Committee: Report to the Council o~ the Work of its 
Fiftieth Session, I939· (C.I78.M.Io7.I939·II.B.) Appendices I-III: 

International Rules concerning the Export and Import of Live 
Animals. 
Provisions for an International Sanitary Convention on the Inter
national Commerce in Meat and Mea.t Preparations. 
International Rules relating to Methods for the Inspection of Meat 
intended for International Trade. 

· IV. REPORTS AND STVDIES RELATING TO TRADE Poucv 

General 
The Transition from War to Peace Economy: Report of the Delega
tion on Economic Depressions. Part I. (C.6.M.6.I943.II.A.) 
Economic Stability in the Post-War World. The Conditions of Pros
perity after the Transition from War to Peace. Report of the Delega
tion on Economic Depressions. Part II. (C.I.M.1.I945.ll.A.) 
Commercial Policy in the Interwar Period: International Proposals 
and N a tiona! Policies. (I 942.ILA.6.) 
Trade Relations between Free-Market and Controlled Economies. 
( I943·Il.A.4.) 
Observations on the Present Prospects of Commercial Policy. (C. 
I79.M. 1o8. I939.Il.B.) 
Remarks on the Present Phase of International Economic Relations 
(September 1937). (C.3s8.M.242.1937.ILB.) 
International Financial Conference, Brussels, 1920: 

Vol. I. Report of the Conference and Resolutiot:ts of the Com
missions. 

Vol. II. Verbatim Record of the Debates. 
Vol. III. Statements on the Financial Situation of the Countries 

Represented at the Conference. 
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The Recommendations and their Application. A Review after Two 
Years. (4 Vols.) 

World Economic Conference, Geneva, I927: 
Report and Proceedings of the Conference. Vol. I and Vol. II. 
(C.3s6.M.I29.1927.II.) (C.E.I.46.) : \ 

International Monetary and Economic Conference, London, I933: 
Draft Annotated Agenda of the Conference, submitted by the 
Preparatory Commission of Experts. (C.48.M.I8.I933.II.) 
Reports Approved by the Conference on July 27th, I933• and Reso
lutions Adopted by the Bureau .and the Executive Committee. 
(C.435·M.220.I933·1I.) 

Agricultural Protectionism 
Considerations on the Present Evolution of Agricultural Protection
ism. (C.I78.M.97·I935.II.B.) 

Clearing Agreements 
Enquiry into Clearing Agreements. (C.I53·M.83.1935·II.B.) 

Customs Administration 
Studies on Commercial Policy and Customs Administration. (E.726.) 

Vol. I: Methods of Application of Specific Tariffs. 
Vol. II : Customs Treatment of Samples without Value; Customs 

Treatment of Printed Matter intended for use as Adver
tisements. 

Dumping 
Memorandum on Dumping, by Prof. Jacob Viner. (C.E.C.P.36. (I).) 
(I 926.II.63.) 
Memorandum on the Legislation of Different States for the Preven
tion of Dumping, with special Reference to Exchange Dumping, by 
Dr. E. Trendelenburg. (C.E.I.7.) (1926.1!.66.) 

Exchange Control 
Report on Exchange Control. (C.232.M.I3I.1938.II.A.) 

Marks of Origin 
Economic Committee : Report to the Council on the W ark of its 
Thirty-Fifth Session, I93I. Appendix III. (C.427.M.I77.193I.Il.B.) 

M ost-Favoure&-Nation Clause 

Equality of Treatment in the Present State of International Commer
cial Relations. The Most-Favoured-Nation Clause. (C.379.M.2so. 
I936.II.B.) 
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Nutrition and Standards of Living · 

Final Re.port of the.l':fixed Committee of the League of Nations on 
the Relat1on of N utnt10n to Health, Agriculture and Economic Policy. 
(A.IJ.1937·II.A.) 
Preliminary,Investigation into Measures of a National or Interna
tional Character for Raising the Standard of Living, Memorandum 
prepared by Prof. N. F. Hall. (A.18.1938.1I.B.) 

Quotas 

Quantitative Trade Controls: Their Causes and Nature. ( I94J.Il. 
A.s.) 

Raw Materials 

Report of. the Committee for the Study of the Problem of Raw Mate
rials. (A.27.1937.II.B.) 
Report on Certain Aspects of the Raw Materials Problems (with the 
relevant documents submitted to the Committee by Professor C. 

· Gini). In 2 volumes. (C.sx.M.18.1922.II.) 

Tariffs 

Special Memoranda and Reports: 
Report of the Trade Barriers Committee of the International Cham
ber of Commerce. (C.E.I.s.) (1926.Il.26.) 
Commercial Treaties. Tariff Systems and Contractual Methods, by 
D. Serruys. (C.E.I.31.) (1927.II.26.) 
Tariff Level Indices (followed by observations with reference to the 
methods employed). (C.E.I.37.) (1927.II.34·) 
Stability of Customs Tariffs, by J. Brunet. (C.E.C.P.71(1).) 
( 1927.II.17.) . 
Discriminatory Tariff Classifications, by W. T. Page. (C.E.C.P.g6.) 
(1927.11.28.) . 
Economic Committee: Reports to the Council on the Work of its 
Thirtieth and Thirty-Third .Se~sions. (C.S31.M.I85.1929.II.) (C. 
641 .M.26o. I 930.IL) 

Tariff System.s and Contractool Methods 

Recommendations of the Economic Committee relating to Tariff 
Poli~y and the Most-Favoured-Nation Clause. (E.8os.) (1935· 
II.B.1.) 
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V. TRADE ANALYSES AND TRADE STATISTICS 

The Network of World Trade. (I942·1I.A.3.) 
Europe's Trade. (I94I.ll.A.1.) 
International Trade Statistics. (Latest edition. I939.II.A.2I.) 
Balances of Payments. (Late!it edition. I939.II.A.20.) 
International Trade in Certain· Raw Materials and Foodstuffs by 
Countries of Origin and Consumption. (Latest edition. I939.1I. 
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Raw Materials and Foodstuffs. Production by Countries, I935 and 
I9J8. ( I939.II.A.24.) . 

* * ·* 
Monthly Bulletin of Statistics . 

· Statistical Year Book of the League of Nations {I942/44 issue in 
the press). 
World Economic Survey (1942/44 edition in the press). 

* * * 
International Conference Relating to Economic Statistics: 
I. International Convention, 2. Protocol, 3· Final Act of the Confer
ence. (C.6o6(I ).M.I84( I).1928.II.) 
Minimum List of Commodities for International Trade Statistics. 
Revised edition. (C.226.M.I28.1938.II.A. Appendix III.) . 
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