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1. The Working Party held its second meeting from 13 September to 1 October
1965. It had before it, ister alia, the Australian request for a waiver (L/2443,
Corrigenda 1 and 2 and Addendum 1) and a hote on discussions held at its previous
meeting (L/2457). At the pressent meeting of the Working Party the representa- -
tive of Australia first provided further information on his Government's ,
proposal. Members of the Working Party asked for additional clarifications of
various points in the proposal. Finally, the Working Party took up the examina-
tion of the substantive issues raised by the Australian request.

Staterient by the representative of Australla .

2. The representative of Australiaz informed the Working Party that on

24 pugust 1965 two Bills had been introduced into the Australian Parliament
designed to give effect to the scheme for preferences. (The texts of these Bilie-
and of speeches made by the Australian Deputy Prime Minister when introducing
these measures are contained in L/2471.) The first of these Bills set out the
proposed scheme for prelerences. The sscond was a complementary measure

dealing mainly with rules of origin.

3. The representative o Australia emphasized that the introduction of these
Rills should not be considersd as in any way prejudging the outceme of the
deliberaticns of the Wovking Party. The proposed legislation would not become
law until it had been Jebated and passed by Parliament, and, even when enacted

as law, would not cone¢ into ¢ifect until a date to be fixed by preoclamation.

In introducing the Zills the Australian Deputy Prime Minister had recalled that
Australia's application foir & waiver was now befere the CONTRACTING PARTIES.

In reguesting th: Parliament > pass the nccessary legislation he had cxplained
that the Austrsiizn Governmment wished to be in a position to bring the prefercences
into operatio: as soon as the vaiver was granted.  The representative of
Australia weat on to point out that the decision to introduce the legislation
demonstratezd the good faith of ris Government in taking the necessary steps to
implcment its previously amnoun.cd deeision to establish preferences in favour

of less-developel countrics, ani underlincd its intention to press for the

waiver nccessary to implement th> scheme. It was also the feeling of his dele-
gation that the Bills themsclves would assist the Working Party te obtain a better
understending =7 the Australian Government's proposals. In reply to questions,
the represcnt:tive of Australia said that the text of the speeches by the
Australian D:puty Prime HMiiister which had been circulated explained in non-

legal langu-8¢ the conterts of the Bills.
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4, The representative of Australia informed the Working Party that *Hhe proposed
legislation incorporated two changes in the list of items on which preferences
were to be granted annexed to I/244%. These modifications were notified to
contracting parties in L/2443/Corr.1l. During the course of .the meeting of the
Working Party the representative of Australia also announced that, in response
to requests which had been made by several less-developed countries (IL/2457,
paragraph 26),his Government was prepared, subject to agreement by the Working
Party, to include handicraft products within the scope of the scheme, A list of
these handicraft products is set out in L/2443%/Add.1. While the present rates
of duty on these products were generally high, the proposed preferential rate
was free and there would be no gquota limitation to the preference. He explained
that~his Government had experienced some difficulty in seeing any basis of
competitive need in relation to these products since they were, in most cases,
exported cnly by less-developred countries. His Government, however, recognized
the real benefits which would accrue to less-developed countries from increased
exports of these products and was therefore prepared tc make an exception to
their general rule to provide a practical solution to a particular problem.

5. The representative of Australia referred to reguests made during the first
meeting of the Working Party for additional statistical information (L/2457,
paragraph 15). Detailed statistics showing the countries from which Australia
at present imports the items on which it proposes to grant preferences had been
supplied for the latest available year (I/2463) and for a series of years
(1/2463/8dd.1). L/2463 also provided details of the correspondence between
tariff items as shown in-the Australian request which are in terms of the
Brussels Nomenclature, and the former Australian tariff, and indicated as well
the countries which had notified, either Commitice IIT or the Trade
Negotiations Committee, of their export interest in the items contained in the
Australian request.

6. The representative of Australia recalled that his delegation had also been
requested to supply statistics of domestic production in respect of these items.
His delegation felit that such information was not of direct relevance to the
matter under discussion but he said that, in the light of the views which had
been restated by other members of the Working Party, such figures as were
available would be circulated (these are contained in L/2463/Add.2). He explained
that complete production statistics were not available largely because these were
not compiled on the same detailed basis as import statistics. Moreover, in the
not infrequent cases where the domestic industry consisted of a few firms, it was
an established rule in Australia that production figures which were obtained on
a eonfidential basis coculd not be revealed. He estimated, however, that nearly
all of the items on which it was proposed to grant preferences would cover gocds
produced in Australia and it could not be said that no domestic sacrifices were
envisaged under the sscheme. The benefits to less-developed countries from the
proposals would not bz gained solely at the expense of other suppliers.

Discussion

7. During its last meeting the Working Party had been infermed

that, while Australis granted Commonwealth preference on certain items

to some less-developed members of the Commonwealth, no less-developed country was
entitled to the British preferential ratc on the items enumerated in the Australian
proposal (L/2457, paragraph 25). Asked whether thisfact refecteda delibante policy
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the :representative of Australia said that a few items of little significance in
trade. on which certain less-developed members of the Commonwealth were already
entitled to preferences had been. excluded from the list since it wés thought that
any benefit that might have resulted from the inclusion of these items would have
been disproporticnate to the damage that might have been caused to those less~
developed countries of the Commonwezlth at present enjoying a preference on those
items in the Australian market.

8. Asked about the administration of the preference quotas, the represéntative of
Australia said that importefs vho applied for quotas would be allocated a certificate;
-they could then be certain that the goods covered by that certificate would be
eligibie for the preferential tariff treatment at the time of their importations

intc Australia. Precise details of the way in which certificates would be allocated
would be circulated when these were elaborated.

9. In reply to questions, the representative of Australia recalled that the
preliminary thinking of his delegation on the rules of origin “u be used in
connexion with the new preferences had been outlined at th. previous wreting of
the Working Party (L/2457, paragraph 32). More detailed puovisione .iie contained
in Section 20A of the Customs Teriff Bill and Section 151(3) of ire Customs Bill
(L/2471, pages # and 12). These provisicns were summarized in the text of the
Minister's speech which had been circulated (L/2471, page 22). By and large the
rules of origin adopted werc not dissimilar in principle from those of the British
preferential system. Their main purpose was to ensure as far as possible that the
benefits of the scheme would acerus tc less-developed countries.

10. In reply to questions on the relationship which would exist between the

Br-law System and thc proposed preferences and whether the opcration of this system
would not reduce the actual benefiis to less-developed countries from the prcferences
which Auctraiia hoped to establish, the representative of Australia cexplained that
under the By- Law System certain categorics of imports of an esscntial nature which
were not available from Australiazn production could be brought in at rates of duty
beiow the most-favourcd-nation rate. The By-Law System would continue to operate,
in these cases, in parallel to the system of prefecrcnces. If less-developed
countries were in o position to supply these essential imports, the By-Iew System
could apply to them. In any event, the effect of the By-law System on the trade

of less~developed countrics in the items covered by the preference scheme would be

negligible.

11. It was recalled that notifications from certain countrics not included in the
indicative list attached to the Australian request for & waiver but wishing to be
included within the scope of the scheme had been distributed in accordance with the
procedurcs established at the last meeting of the Working Party (L/2457, paragraph 18).
Some members suggested that it would be useful to have as & working document a con-
solidated list consisting ¢f the countries and territories mentioned in the list
amexed to the Australian request (L/2443 and Corr.l) and the countriés and “terri-
tories appearing in the notifications (L/2464 ond Add.1-3) arranged in alphabetical
order. This list was thereforc circulated to members ol the lorking Party in
Spec(65)83. In this connexion some members of the Working Party indicated that
thought would have to be given to the list of countries and territories to which

the proposed preferencces might be cextended.
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12. Members of the Working Party further discussed the principle of "ecompetitive
need" for preferences contained in the Australisn proposal, to which reference

had been made at the last meeting of the Working Party (L/2457, ‘paragraphs 21 to 24).
One -member of the Working Party quoted examples which he considered showed that this
principle had not been applied consistently, and that the products of interest to
different less-developed countries had been treated quite differently. For example,
imports from one less-developed country were to be excluded from the quotas on four
items (cotton, linen or ramic fabrics of huckaback or Honeycomb weave; other
textile articles; chairs and lounges of wicker, bamboo and cane; and other
furniture). In these cases, the principle would be applied. In two other cases
(coir'matting and handmade carpcts) onc less-developed cowntry supplicd the bulk of
Australian imports but would not be excluded from the quotas. In these cases, the
principle would not be applied. Finally, there was one item (matt-woven fabrics of
jute) in the original scheme, imports of which are obtained almost entirely from one
less~developed cowtry which was to be excluded from the quota. This item was now
being withdrawn from the scheme, thus avoiding the application of the principle of
competitive neced entirely. He suggested that it would be nccecessary to evolve con-
sistent and rational criteria to ecrable countries to predict the way in which the

. principle was to be applied; otherwise the Australian- system might take on a very
selective and arbitrary character. He enguired whether the Australian Government had
drawn up such criteria and asked wnether the principle of competitive need would
apply as betwecen developed countries now benefiting from preferential access to the
Australian market and less-developced countrices which would be accorded preferences
under the Australian proposal. Some cther members of the Vorking Party expressed
apprehension that the operation of the prineciple could lead to discrimination against
individual countrics.

13. The representative of Australia said that his Government would not apply the
principle lightly or capriciously. Principle less-developed supplicrs would be
excluded from profercnces on pvarticular items only wherc there were reasons clearly
Justifyir ; such action. These reasons werce spcelled out in the Minister's specch

in introducing the Bills (see page 17 of I1/2471). The first group of products
referred to in paragraph 12 came from two particularly sensitive industries -
textiles and furniturc - which had o icong histery of damaging competition from low-
cost imports. In the circumstances it was not possible to cxtend a prefercnce to a
country already compcting strongly in the Australian morket. Rather than deny all
cther less-dovelceped countrices the benelfit of preferences on these items 1t was
decided to cxeclude the country conecrned from the preferences proposed. As for
the cther two items - hand-madc carpets and coir matiing - therce was no histery of
damaging competition 1th Australian production. fecordingly, it was decided that
the cstablishment of quotas would be an adequate safoguard to the Australian floor
‘covering industry. Since imports within these two groups did not compete on

price alonc but on the degrec of consumer appeal related to their traditicnal
national designs, ete., there did not appear sufficicnt justification

lThe United Kingdon delegation pointed cut that they had already drawn
attention to the danger that an exclusion of a particular country from proference
in respect of a particular itom could divert tradc from onc source to another
among less-daveloped ccuntriecs.
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for excluding any.particular supplier. His Government felt that a pragmatic
approach based on the situation of the Australian market v. s desirable. The use
of a set of rigid criteria would inevitably result in the creation of anomalies.
Turning to the other points made on this subject, he said that.- if it would make
the scheme generally acceptable, his Government was prepared to ccnsider including
in their proposal provision for consultations within the GATT to be held before
preferences were withdrawn frcm any country on any particular item.

14. One member of the Working Party asked how thHe Australian Government had
selected the items contained in its initial list of products and pointed out that
most items of particular intersst to less-developed countries had been omitted
from the list. The representative of Australia said that the considerations which
‘had weighed with the Australian Govermment werc set out in the speech of the
Deputy Prime Minister which had been circulated (L/2471, pages 16 and 17). In
this speech it was stated in particular that the precducts had been selected after
careful examination of the lists of products which the less-developed countries
had themselves nominated to the GATT as being of special export interest to them.
Australia's continuing need to be able to usc the tariff to protect its industries
and to foster its own development which was comparatively recent and still
incomplete had also to be borne in mind. This had influenced the list of products
contained in the proposal.

18, It was recalled that Australia wished to be able to add to this list from
time to time and had thercefore requested that a waiver should be granted to cover
all manufactured and semi-manufactured products. In reply to questions, the
representative of Australia, referring to his statement on this subject at the
last meecting of tiie Yorking Party (L/2457, paragraph 31), said that his delegation
continued to fcel that it was not neccessary to define the expression "manufactured
and semi-manufactured products" as the products initially to be the subject of the
preferences were sct out in the application for a waiver, while any proposed
additions to the list would be notified to contracting parties and would be the
subject cf consultations. Asked whether he considerced it technically possible to
define the term, the representative of Australia said that, if it were thought
nbvessarw to adopt a definitior, his delegation would be in favour of saying that
"manufactured and scmi-manufactured products" were all products other than
"primary oroducts" zs defined in Note 2 1o Section B of Article XVI of the General
Agrecment.

16. Some members of the Yorking Party had cxpressed disappointment that the list
of products in rospect of which the Australian Government was sccking authority
to grant prefercnces could not have been drawn up to benefit o larger number of
less~developed countrices and expresscd the hope that further items would be added
to the list. In this connexion, thicy welcomed the announicement by the representa-
tive of Australia thnat his Government was preparcd to add handicraft products to
the list. The representative of Australia confirmed that his Government envisaged
that further products would be added to the list from time to time and emphasized
that after the present scheme was ostablished his Government would be willing to
consider specific proposals for the addition of further items to the list of
products on which the creforcnces were granted.
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17. One member of the Working Party referred to twenty-three items on the
Australian list where the proposed preferential rate would be at the same level
as the existing British preferential rate yet, in addition, imports from less-
developed countries under the new preferential rate would be limited by quota.

He suggested that where this occurred the quotas should be removed. It was also
the view of his delegation that in granting preferences to less-dcveloped countries
the criterion should be that of the infant economy and not that of the infant
industry. He also suggested that the list of products should be increased by the
granting of the British preferential rates across the board to less-developed
countries and that in addition, whenever possible, the new preferential rates
should be set at a2 level below the British preferential rates in order to afford
a genuine preference to less-developed countries vis-a-vis developed countries.

18. The representative of Australia said in replyy that in all but five cases the
proposed new prefercential rate was either below the British preferential rate or
provided for duty-frce entry, the meximum offer that could be made. He emphasized
that the proposed preferential scheme cut across many of Australia's long-standing
contractual treaty obligations with traditional trading partners and that these
long-stending commitments could not be completcly dismantled overnight. The fact
that only five preferential rates, other than duty-free ra’ s, were maintained at
the level of the British preferential tariff indicated that most of these difficul-
ties had been overcome by Australia in consultation with Commonwealth trading
partners. He recalled that his Government had explained in its initial requecst
for a waiver (L/2L43, paragraph 10) that the quota limitations on the preferential
rates had becn designed as a safeguard fer domestic industry and Australia's
existing suppliecrs; his Government continued to regard this as an cssential
clement of the scheme. Rcferring to the suggestion that the British preferential
rate should be granted to less-developed comtries across the board, the representa-
tive of Australia rcpeated that thesce preferences stemmed from contractual obliga-
tions and that any modification would requirce further consultation. In the casc
of a number of items the most-favourcd-nation rate in fact was the protective rate
and in somc cascs was measured againsc a less~dceveloped supplier. Also, the
question of competitive nced would have to be considered for those items. The
detailed examination required by this proposal which involved some thousands of
items would be extremcly time consuming. In addition it should be remembered that
Australia was currontly engnged in a comprehensive tariff negotiation and it would
not be physically possible to conduct two such operations in parallel.

19. Refercnce was made to ccrtain features of the Australian proposal which werc
designed to safcguard tne interests of existing suppliers of the products on which
preferences were to be granted and in this context the rolc of the guota limitation
on the prefcrences wes noted. Some members cuggested that consideration would have
to be given to the establishment of appropriate procedures for consultations betueer
all the parties concerned in respuct of any additions or amendments to the list of
products. One member alsc cenquired as to the rights of third countries in such
consultaticn and asked whether this consultation would ®e in the nature of a
negotiation, in wh.~» case the question of compensation could arise, or whether the
establishment of z2n aroitration bedy, which would apply agreed principles, mignht be
envisaged. Some delegotions also felt that the question of the review of the opera:
Tion of the system and of the effects of the preferences on trade should be given
careful consideration.
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20. The representative of‘Australla said that it was the position of his
Government that there ‘should ‘be no unnecessary or undue disruption ef the trade of
ex1sn1ng suppliers ‘and that there must be'internatloqal control of, and consultations
on, any’ ‘new’ preferences that were granted. This would necessitate machinery for
prior consultations on any modifications of the scheme and for review of its
operation. The Australian proposal made specific reference to this. ‘As to the
rights of contracting parties 'in the consultations, it was the expectation of his
delegation that these would be specified in the waiver decision. The Government

of Australia would be prepared to accept a consultation procedure to deal with
specific points of difficulty arising in respect of a proposed preference and allow
the CONTRACTING PARTIES authority to take a decision on these matters and to make
appropriate recommendations. The Australian representative said that thése points
were illustrated in their drait of a possible waiver decision which had been
circulated on an informel basis to members of the Working Party.

21. Some members of the Working Party stated that ir their opinion the trade
benefits of the scheme were likely to be very small. One member noted that total
1963-64 imports from less-developed countries of the items to be included initially
amounted to less than A£1 million, or less than 2 per cent of total Australian
imperts of these items from all sources. He noted also that imports of these itenms
were, for the most part, obtained from two or three countries in Asia. Moreover,
some two thirds of present Australian imports from less-develcped countries of the
products uvnder the scheme were in two items, handmade carpets and coir matting.

He pointed out that there were no significant experts c¢f these products by developed
countries and suggested, therefore, that virtually all the benefits which Australia
was seeking to grant less-developed countries by the use of preferences on these
products could be granted by tariff reductions on a most-favoured-nation basis. In
this he was supported by certain other members of the VWorking Party.

22, His delegation had alsc examined the proposed tariff guctas in order to gain

an impression of the potential benefits offered by the Australian Plan and referred
in detail to the five products on which the largest guotas were to be opened. He
pointed out that some of the products on which Australia proposed to grant preference
were not at present exported -in any appreciable gquantities by less-developed
countries. In some instances the margin of preference over mcst-favoured-nation
countries was very small, and in four of the five cases exports of less~developed
countries would have to compete on & basis of equality with suppliers from developed
countries already receiving preferences. He asked if the Australian Government
expected the quotas to be opened on these products to be filled.

23. The representative of Australia agreed that the actual and votentiel trade
benefits of his Government's proposal misht appear small frcm the point of view of
a large highly industrialized country; however, these benefits could noi be con-
sidered small in relation to the Australian market. e was prepared to accept the
Judgement of the beneficiaries of the scheme, the less-develored countries, with
respect to the benefits to be expected. The proposal was designed to bring about
an increase in the exports of the less-developed ccuntries and it was therefore
quite unrealistiec to draw conclusions from the present level of trade.
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He emphasized that the quotas provided for a five-fold increase in trade. As

to which less-developed countries were expected to benefit from the ‘preferences
on items not at present imported by Australia from these countries; he pointed
out that the details circulated in 1/2463, Annex II indicated that a large
number of these countries were interested in items on the Australian list.
Enquiries about the scheme had already been received from Australian importers.
It was not, however, to be expected that every less-developed country would
press¢for, and expect to receive, a share of the trade under every qucta

and he emphasized that the proposal should be examined as a whole rather

than hiecemeal. Even in a completely generalized scheme, it would inevitably
be found that different degrees of benefit would accrue on particular products
to individual beneficiaries. If one less-develcped country were to take the
major part of any quota it might be conecluded that that country was competitive
and that it did not therefore need a preference on that item. If, on the
other hand, quotas were not filled his Government would expect that the less-
developed countries would wish to nominate other products for inclusion in

in the scheme. In answer to the suggestion that assistance to less-developed
countries, in respect of certain products where their itrade was now significant,
could be better graated by reductions in the dutles cn most-favoured-nation
vasis, the representative of Australia emphasized that the preference scheme,

as put forward, had been accepted by Australiza domestic manufacturers on the
basis thai they would be safleguarded by the quotas established. The preference
onn floor coverings was offered despite the existence ¢f a large Australian
floor covering industry. It would not be practicable, at this stage, te
recduce or remove the most-favoured-nation duties on these goods.

24, Most less-developed countries represented on the Work .ng Party, while
reiterating their support for a general non-discriminatory scheme for preferences
and their feeling that the Ausiralian scheme could be improved on in certain
respects, indicated their governments' intention to support the Australian
request. They recalled their earlier expressicn of support for the Australian
initiative at the July meeting of the Working Party. Several of these
representatives pointed cut thzt the trade benefiis offered by the.scheme had

to be viewed in relation tc the continued need of less-developed countries

to make use of all possibilities for an increase in their export earnings until
they reached self-sustaining growth. They also underlined the significance of
the Australian proposal as the first practical step by a developed country
towards meeting the necds of the less-developed countries, a step which, it was
hoped, wo.ld be followed by the presentation cf proposals by other develcped
ccuntries for the granting of gen~ral non-discriminatory prefercncues to «ll
less-developed countries. This did not mean that in all aspects the Australian
schene should be accepted as a precedent.

25. The member cf the Werking Paity whose views are set out in paragraph 17

saild that his delegation supported a generalizod scheme for preferences by

211 developed countries to all less-developed countries; 1if one country

vere to intrcduce a2 scheme for preferences indepcndently the scheme should

have a wide coverage and should benefit all less-developed countries. He

said that unless it were modified now his delegation weuld not be able to support
the Australian preposal.
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26. Other members of the Working Party stressed the importance which they attached
to the question of precedent precisely because they were ﬂonyerned that acceptance
of the Australian proposal might be considered to constitute a precedent in the
context of discussions or a general scheme of preferences. It would be unfortunate,
for instance, if a general scheme of preferences discriminated batween less-
developed countries. Some members of the Working Party rscalled that, when
presentlng its request for a waiver, the Australian Government had emphasized that

ertain aspects of its proposal were a product of Australia's individual economic
»c¢rcumstances and might not, therefore, be considered appropriate to the’
circumstances of other countries or to any generalized system of preferences. It
was suggested that, if this were so, the fears which had been expressed on the
quection of precedent would be groundless. Onc member of the Working Party stated,
however, that the relevance of the Australian claim that special circumstances
prevailed in its case remained to be established. In reply to a question, the
representative of Australia stated that the position of his Government on this
matter remained unchanged and that the proposal was not intended to be a precedent
for other schemes of preferences. Certain basic principles contained in the
proposal were, uowever, essential to any scheme. These were that reciprocity
should not be expected from the less-developed countries, that preferences if
established should not unduly disrupt the trade of third countries and that there
must be international control of, and consultations on, preferences.

27. Some members of the Working Party emphasized their attachment to the most-
favoured-nation principle and stated that in their opinion the maintenance of this
principle to the extent possible was in the interest of the economically weaker
countries. Certain members also emphasized that the benefits to be gained from &ny
scheme for preferences should at least compensate for the disadvantages and dangers
of a departure from the most-favoured-nation clause as cmbodied in the GATT. Any
such scheme should, for example, lead to the creation of additional trade rather
than to trade diversion. Certain members of the Working Party stated that the
examination of the Australian proposal which had been carried out thus far had not
convinced them that such a departurc would be, justified in the present case. In
this connexion it was suggested tnat the overall effect of preferences on world
trade should be studied and piecemeal decisions should be avoided. Some members of
the Working Party were of the opinion that a pause for reflection would be useful
to enable governments to assess the full implications of the Australian proposal.

28. The member of the Working Party whose views are set out in paragraphs 1h4 and
25 expressed great surprise at the views contained in paragraph 27 bearing in mind
the fact that some of the members expressing those views were members of a free
trade area which dispensed preferences am». st themselves vis-a-vis third countries.
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:29.. - The Working Party dgreed that the material supplied by the Australian
.delegation had aided”ébntracting parties to assess the scheme in some detail. I%
was also agreed that the discussions which had taken place last July and at-the
present meeting had enabled the Worklng Party to pass from the fact-finding stage
to consideration of the eubstantlvb issues raised by the Australian request and of
consideration of how the Weriking Party could best arrive at a oncensus on the . .
action-it could recommend to the CONTRACTING PARTIES in respect of the Australian
request. The Working Party agreed that time should now be given for reflection by
governments on-the issues 1nvolved- it therefore agreed to hold its next meeting
during the month of November, the ‘exact date of this meeting to be fixed by the
Chairman in consiltation w1th the delegations principally concerned and with the

secretariat.



