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Part 1
An Overview” of the GATT"

The GATT, the acronym™ of the General Agreement on
Tariffs and Trade founded in 1947, is the only system which
provides in *legal form® a framewerk® of rules® und proce
dures™ governing international trade relaticns and embodies” le-
gal rights and obligations” among its members. Over these 40
odd™ years after its founding, a number of special agresments
were negotiated” to make the GATT more effective and pro-
ductive as a legal framework for the conduct™ of trade rela-
tions between members, a forum® for trade negotiations and
for the adaptation™ of its legal framework and also an organ™
for conciliation™ and settlement of disputes.

With a view to promoting the world trade which had been
hampered® by protectionism™ and hilateralism® of the *Great
Depression® and World War 11, the participating countries of
the GATT at the very beginning committed themselves 1o non-
discrimination® in their trade relations so that equal access to

market and reciprocity in trade concessions could be ensured,
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The GATT system was designed to bring stability and trans-
pareney™ to the conditions in which trade takes place. The aim
of the GATT is to promote progressive trade liberalization ? in
the contemporary® world, During the past forty-eight years up
to now the world has witnessed a spectacular® development in
international trade; its volume having increased more than ten-
fald. The number of its members has increased from 23 to
117, their 1rade volume exceeds 30%% of the total world trade,
and more countries are now applying for membership. The
GATT has made great contributions to the world trade and
world economy. ]

The theory of *comparative advantage® can easily explain
why the increasze of international trade can benefit the partici-
pating countries, whether they are developed or developing
countries. When the countries concentrate on what they can
produce best and exchange with others for what they need.
they will prosper®. Most enterprises recognize that the bigger
the market, the greater their potential— in terms of achieving
elficient scales of operation and having access? to larger num-
bers of customers. In other words, liberal trade policies which
allow the unrestricted flow of goods, services and productive
inputs® multiply the rewards that come with producing the
best products, with the best design and at the best price. But
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the comparative advantage in a particular category of products
can tnove from country to country when the market changes or
new technologies™ make cheaper and better products possible.
This is, in general, a gradual process.

Being aware of the benefit of apen trading system, China
applied in 1386 for the re-entry into the GA'T'T or the resiora-
tion® of its original status in the GATT, to be exact, and has
made great efforts to meet the requirements, so it is useful for
us 1o make a study of the GATT rules, functions™ and the re-
lated agreements in order to improve our work in the field of

mternational trade and economics.
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Chapter 1

History and
Significance® of the GATT

1. International Economic and Trade Background

After World War I, two vears of economic boom® en-
sued™ owing to the increased demand arising from economic re-
construction and rehabilitation® , but after that, economic cri-
sis ocurred in most industrialized countries tn 1520-1621. They
soon took a turn to economic recovery? in 1924 which contin-
ued untif 1928, thus a period of economic stabifity in the capi-
talist countries of about 5 years followed, bringing about eco-
nomic growth in the industrialized countries, Nevertheless the
living standard of the broad masses remained stagnant® on the
same level as in the pre-war years. The production surpluses”
could not find the markets that were big enough to absorb®
them, and at the same time the high tariffs prevailed® in most
of the international trade which showed very little increase over

these years, only a 30% increase between 1913 and 1929. The
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resultant over-production® led to the inevitable® cconomic de-
pression in the early 1930s.

The motivation® for maximum profits made the monopo-
listic** ¢apitalists pressure their governments to raise high tariffs
in order 1o protect their domestic market from foreign competi-
tion especially in the years of the Great Depression, In 1930
the Smoot-Hawley Act was passed in the US Congress?. Orig-
inally the bill was intended 10 ive moderate® protection 1o US
farmers who faced import competition. But following the stock
market crash® of 1929, protectionist pressure was very strong
and widespread, so much so that average tarilfs were raised to
some 53% on protected imports. This move® was ex-ensively
viewed as a beggar-thy-neighbour® attempr to export US de-
pression abroad. Tt triggered® a series of retaliation™ and trade
restrictions from other capitalist countries, especially those Eu-
ropean countries, resulting in a decline of the volume of inter-
national trade, By 1933, the volume of international trade was
down by two-thirds of that of 1929, The tariff-war actually
aggravated®™ the seriousness of the economic crisis and much
delayed the advent of economic recovery. Over these years the
volume of US exports witnessed a greater deterioration® than
that of any other industrialized countries. The US share of
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world trade fell from 16 percent to about 11 percent. Sa the
worst hit was on the USA, the then leading industrialized
country in the world. Domestically the industrial output of the
USA dropped by 55% and its foreign trade volume declined by
70%. The combined impact’ on American exports of the
Great Depression and the foreign retaliatory tariffs imposed in
reaction to the Smoot-Hawley Act was widely felt in the US e-
conomy.

In 1933 President Roosevelt’s®? Administration of the
USA came to power with a pledge? to fight 1he Depression by
increasing the exports rather than by restricting imports and
generally to pursue? a policy of world-trade liberalization. The
Reciprocal Trade Agreement Act of 1934 was enacted™, pro-
viding the legislative basis for this historical reversal™ of US
trade policy. The new legislation™ reflected a growing recogni-
tion in the USA that the beggar-thy-neighbour policy embod-
ied in the excessively high tariffs jeopardized® not only the in-
terests of other countries, byt also the interests of its own in-
dustry and agriculture. It became obvious to seek a general re-
duction in tariffs and other trade barriers throughout all trading
world would benefit the USA. It was the first time that the
US Congress delegated® to the President the authority™ 1o re-

duce tariffs and enter into other commercial commitments in
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