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l. Workiag Group 5 was established by the Committee on Trade in Industrial Products
in December 196° to explore possibilities for concrete action in reducing or removing
non=tariff barriers on the following subjects in the Illustrative List (Annex I

to L/3298): prior deposits, administrative and statistical duties, restrictions on
foreign wines and spirits, special duties on imports, discriminatory taxes on motor
cars, credit restrictions for importers, variable levies and fiscal adjustments,
either at the border or otherwise. The Group met from 9 to 11 June and

1011 December 1970 urder the Chairmanship of Mr. S.R. Pesin (Turksy).

2. As with other Groups, thir Group had in mind the general terus of reference in
regard to the exploratcry nature of its work on possible solutions. It wished to -
emphasizc that in many cases the views recorded were cnly tentative at this stage
and that all delczations reserved fully their right to supplement and clarify their
positions vaen the report vas presented for discussion in the Committee on Trade in
Industrial Procucis.

3. The special inlerssts of developing countries in some of these problems were
taken intc 2cccunt by the Grovp and are reported in the individual sections of this
report, especigliy Scctions I and VII.

I. PRICR DEPCSITS

=

bue It was noted that a numbder of couniries maintained prior deposit schemes and that
the devies had now Deen in uce in one country or another for some fifteen years. In
the coursc of 1970, however, soms countries had eliminated their prior deposit systems.
while others hed relaxed their schemes to some extent.

5. Therc was general agreement that prior deposit schemes constituted & restriction
on trade. Tae degrece of restriction depended, as stated by the representative of the
International Monetary Fund, on a variety of factors, including the amount of the
deposit required, the cost of financing, the time for which deposits were held, the
duration of the schene, tha products and country sources to which it applied.

Complex pric- deposit systems could give rise to discriminatory practices.
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6. It was also generally agreed that there should be appropriate consultation
under GATT whenever prior deposits were used. Consultation with the International
Monetary Fund would be included.

7. Many countries felt that too little was known of the way in which prior
deposits worked to take a general position on the question of the use of such
measures. In addition there were technical points upon which relatively little
expert research had been done such as the restrictive effect they could have upon
small as compared with large exporters in view of the greater difficulty for the
former of obtaining needed additioral capital, and the relationship between effects
on exporters in countries having relatively plentiful capital and effects elsewhers.
Expert studies under way in other international organizations might throw some
light on these points. In this connexion it was noted that a study had been
recently prepared in the OECD on the use of various import measures, inciuding
prior deposits, in cases of balance-of-payments difficulties. Some delegations
therefore considered it necessary that such studies should reach a more advanced
stage before GATT could usefully tcke any position in this field.

8. Some countries considered that a study might usefully be made of the question
of defining the circumstances in which the use of prior deposits might be
appropriate. The objective would be to limit recourse to such measures in
circumstances other than those defined, which might, for example, be cases of
balance~of-payments difficulties where use of this measure avoided the use of
other and possibly more restrictive measures.

9. Some dele ations considered that the recise status of rior de osit measures
in relation to the General A reement should be clarified so thot thelr use s
controllea and limited. In the cbsence of such clarification tney believed that
the provisions in the General Agreement would be undermined,

10. Without prejudging the issue of the appropriateness of prior depusits as

trade measures for balance-of-payments purposes, some delegations considered that
it should be possible to go somewhat beyond ensuring consulitation, in the direction
of establishing guidelines for use of this type of measure with a view to limiting
its incidence and harmful effects. Some guidance of this kind might help to
provide somewhat greater discipline and order in the present grey area between
those schemes which constituted exchange control practices, and thus came within
the purview of the International Monetzry Fund, and the more conventional types

of restriction for which provision was clearly made by GATT provisions,

1l. Most countries preferred to await the outcome of studies in progress in other
international organizations or in GATT as to the restrictive effect on *rade before
they pronounced themselves on the guestion of guidelines.

12, Developing countries considered that the case for use of prior deposits by
them was substantizlly different from that of developed countries and also urged
that when developed countries used such schemes the products of interest to
developing countries should be excluded in conformity with Article XXXVII.
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Posnible solutions

13. It was agreed that the iost desirable solution to the problem of rio
deposits would be their eliminstion as soon as possible.
14, Some Gelegations fuvoursd arrangenents for timely notification of prior
Genosit schemes to the CONTR,CTING P HTISS and for ejpvropriate consultation in
such cases along the lines of the provisions of .rticles XII anc AVIII:E. Cther
delegutions consicered bthat import deposit schenes should be notified anc declt
with on & cose-br-czse busis. Still other del=zgations believed that countries
invoking belunce-of-poyments justification for iuport Gedosits should consult in
the G..IT Belance~of-Pajyments Co:unittee. Some delegations, however, could not
pronounce theaselves on these questions until they know whether opricr

devositc should be regarded as ossible legally-accentcd instruments in this
field.,

5. \ithout prejudging the issue of the approodriateness of prior Geposits cs
trade measures for balance-of-payments purposes, severel countries also consicered
it useful to examine the possibilityr of develoning guidelines wvhich night
establish »rinciples to be followed as = means of reducing the harmuful effects of

orior deposit schemes on internctional trelc. These included:

(2) Whether or not regarded :s an acditional charge on imworits inconsistent
with .rticle II as regards bound iteus, or as a form of quentitative
restriction generall; inconsistent with irticle XI, prior deposit schemes
should be used only in the case of balunce-of-pajyments difficulties, and
only in circumstances where these measures aveided the uss of more burdensome
measures.

(b) Frior deposits should be limited in tine 2nd should not in an;” event be
continued bexond the pariold requirec¢ to overcome the difficulties which
coused their iumnesition.

The rate of deposit siaould be 2s low as »ossible and siculd be reduced
2310y 2s circumstances permit; in addition; deposits should not be
for an unreasonably long »eriod. In this connecxion, it was argued that
might be rrefersble, fronm o trode »oint of view, to have o higher rate of
it for a shorter period than o lower rate ond a 3,stenm of long Quration.

(¢) To avoid to & maximw: on; discriminatory effects, prior devosits should
apoly without erception; cncd at unifort rates,; to the goeds of 11 countries
ane to 211 catsgories of iwmports.

any such cchame might have on the trade of developing countries, products
of intercst to thei should be exenmxzt from the wroduct coverzge.

(¢) 1In orcer, however, to avoid eCverse eifmects which the introduetion of

(£} TIrior deposits should be usec onl: ir conjunction with internel
vrogriries to restore oxterncl equilibriun and, to heighten their antie-
infletioner; effect, funds sccwiwlatea should be sterilized and steps teken,
upon ter:ination of the scheme, to «void inflationary effects of liguidation
of the cececuwiulation.
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II, VARIABLE LEVIES

16, One notification on a system of variable levies appeared in the Illustrative
List. It was recalled that the item in question was among a number of items
covering agricultural products which had been referred to the Committee on
Agriculturs, The Grouv noted that sclutions to the oroblem of variable levies
were under activa consideration in that Committlee.

17. this light it was agreed tc defer discussion on the item until the possi-
biliby for solutions had been explored in the Agriculture Committec,

III, RESTRICWIONS O FOREIGH WINDS .iiD SPIRITS

18, Discussion centred on the four Illustrative List items regerding taxation of
spirivs,

19. UWith respect to the notifications concerning differences in rates of taxation,
sone ccuntr;es censidered that differences in tax rates as between various alcoholic
beverages amounted tc a de factc discrimination against their exports and afforded
protec tlon to domestic products.

20, oomcdelcg tions suggested that progressive tex rates could be applied to
alcoholic beverages, as in the case of personal income, tecauss it was a well-
established principle that tax should be imposed in accordance with the ability to
bey.

2. Refersnce was made to a system operzted by another countrv, which appeared to
the notifying countries to be Jlscrlmlnatory, vhereby spirits of lecss than 100°
vere taxed on 2 wins-gallon basis but spirits of 100° or above were taxed on a
proof-gzllon tasis. The vractical c¢ffect of this system was that spirits imported
if already bottlcd, werc taxed on the high wine-gallon basis, whercas domestic
spirits as well as bulk imports in caszs were taxed on the more favourable proof-
gellon basis, Although it hed sppeared that these were like products in the sense
of article III, this dletlnCulon hempercd the merksting of spirits ilmported already
tottled and limited the value of tariff concessions., The system zlso has the
effect of affording prouvecticn to the boittling industry of the country applying it
by means of internal taxes rather than the tariff, It was pointed out, by the main-
taining cowairy, that = number of othoer countrics differentiste in their teariff
treatment of alcoholic Luvaragss that are inported in bottles and those that are

lmportgd in bwlk and in the way, in its visw, zfford protcction to their vottling
industries. It was however pointed out by othur delegations that such differcential
tzriffs os betwecen the same product at Jlflmr :nt oung s of monufacturc were a
normal and legltimatz feature of notional commerciszl pelicy.

22, Several delegations ha2ld the view thet zll alcoholic boverages with approxi-
mately the same alcoholic content should be regarded as "like domestic products"
within thz meaning of Article III:Z,
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23. A related notification regarding the prohibition of one contracting party of
the advertising of certein spirits was zlso discussed Uy the Group. The notifying
countries considered that such discrinminatory restrictions ~n advertising impeired
the value of tariff concessions and should be removed. The meintaining country
pointed out that this measure had buen fully explained in notification 173.2

(COM. IND/W/32) .

Fossible solutions

24. As regards uvertlslng, in the opinion of the notifying countries, it would

ba desirable to consider an 1nterpret1t1ve note to the first sentence of paragraph 4
of Article III to meke it clecr that the reguletions znd requircnents mentioned in
that paragraph included equel rights of advertising. It was suggested that an
explanatory note to Article III:1 should bc prepered defining the expression
Woffering for sale" so as to mske explicit that it includes advertising, and also
clarifying the phrase "afford protection to domcstic production.

25. It was also suggested that the problen could be tackled by creaticn cf
standards in this ficld and in co-operation with other organizations such es the
World Health Organigzation though wny solution on this basis required further
detailed exanination.

26. A4s regards taxation, some delegctions suggested that all alcoholic beverages
should be taxed at a singlc rate for all price ranges.

27. & number of delegations considerced thet the best soluticn lay in the main-
teining countries unilaterally cltering their taxation systems to sliminzte their
discriminatory espects. Some of these dclegations also suggested that on attempt
be made to define the term "like demestic product" Ly wey of an interpretative note
to Article III of the General Agreement. It was noted in this connsxion that some
of the itenis on the Illustrative List had been referred to the Working Perty on

Border Tax Adjustients and had been discussed at its meeting in March. That
Wbrklng Perty hed held considerable discussion on the provisions »f fArticle III.
Sone delegotions expressed the view, however, thet the problem of drafting an
interpretative note to "like domestic products" was soncewhat outside the scopa of
the Working Party and should primarily be dealt with by this Group.

28. Other countrics oxpressed the view that little was te be gaired from having
& code or Interpretative note since the problem did not apperr to bs z gonercl
on¢. Moreover, in scne cases, the legislotion and practice complained of pre-
dated the General Agrecment ond so could be justified under the Protocol cf
Provisional Application. This justification would be wneffected by any inter-
pretative note te Article IIT und thus wouldl permit the »resent imbalance to
persist, unless naintaining couwatries undertock a fira obligation to abide by it
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irrespective of the rights under the Protocol of Provisional Application. Finally,
differences in fiscal treatment applied to imports of spirits which may come under
the responsibility of regional governments or authorities and any solutions which
might be envisaged should take into consideraticn the necessity for a solution to
this problem.

29. Some delegations suggested consideration of an interpretative note to
Article III along the following lines:

"Parzgraph 2 of Article III should be interpreted, in the case of alcoholic
beverages, to mean that fiscal charges shoulcd be based on their alcohcl
content, or on any other objective criterion which does not entail indirect
protection for domestic incdustries through unreascnable differentiation
between products.”

30. Some delegations, which were not generally in Tavour of an interpretative
note, considered that if such a note were ever adopted it should take account of
individual circumstances of countries and also of their public health policy.

IV. DISCRIMIVATORY TAXES ON iOTOR CARS

31. The representative of the notifying country stated that motor vehicle taxes
were levied in many countries on a basis that discriminated against exports from
his country by imposing =z higher tax burden on such exports than domestically-
produced vehicles and imported vehicles of comparable value.

32. It was noted that the problem of taxes on motor cars had, in relation to some
countries, been dealt with in the Chemicals Agreement in the context of the
Kennedy Round in 1967, and that implementation of this Agreement was linked to the
abolition of the American Selling Price System.

33. Delegations representing maintzining countries stated that if the majority of
countries at present based their taxation system on fiscal horsepower or cylinder
capacity, it was generslly not desirable to attempt harmonization towards other
systems. These systems had existed over a long period and were maintained for
fiscal and practical reasons. In several cases, even countries which lacked a
domestic motor industry levied tax on the bzsis in question. Some considered that
a higher rate of taxation on large cars could also be justified on the principle
that tax should be imposed according to ability to p2y. The view was nevertheless
expresssC by these delegations that changes in the fiscal systems concerned would
represent a real concession and not just removzl of any sort cf discrimination.

Possible solutions

34. Some delegations considered that the solution lay in eliminating the
discriminatory effects of the taxes which might be achieved, for example, by
assessuent of taxes on motor cars on the basis of value. There should also be a
single tax rate for motor cars in the same price range witii o reasonable spread
between the highest and lowest tax rates so that the upper limit is not so high
that it unreasonably discourages purchases.
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35. The following interprctative note to irticle ILI was also suggested Ly some
delegationss

"Paragraph 2 of irticle ILI should be interpreted, zn the case of notor
vchicles, to mean that fiscazl charzges should not be used to afford rotection
to douestic production, nor be prohabitive in level, ncr have z discrimina-~
tory cffect as anong suppliers, and should, to the greatest extent possible,
eisure a reasonable rate of progression.t

V. CREDIT RESTRICTIONS¥QR I-PORTERS

36. The Group considerced twou different types of probleas undcr Item 511. They
were firstly the syster: which requires governnent approvel for credit peynent
terns which extend bsyond four months, and sccondly the non-eligibility of import
bills for discount or as security for loens with the central bank.

37. With regard to the first question, the notifying countries stressed that this
systen of credit approval (stondard mcthod of settlenent) subjected 21l inports,
whether liberulized or not, to the discreticnery suthority of government officials.
Such control over the import credit teriis rvsalted in the rostriction of trade
normally transacted on the basis ¢f long- and nediws~tern: crcdits. Such a contrel
was not exercised in nost developed countries and should b climinated as soon as
poscible.

38. is to the second guestion, the notifying countries suggested that, especizlly
for cowntries having no balance-of-paynents difficulties, such discriminstion
between domestic and inport transactions 1n regerd to credit cveilebility should
also bLe eliminated.

39. 4s to the first question, the represcntative of the usinteining country
said that the purpose of the syston was to sersen lhe zredit terns of immort
transactions in order to verify whether thiy conform to nordal comuercial
practices. In this connexion, hoe stated thet so far cs individual transactions
werc found to be in conformity with normel corrierciasl practices they were
approved even if they were financcd by credit the teri of which extended beyond
four nonths. He clso wished to know how uvther countrics werc controlling
speculative copital transfers in the form of trede credits.

40. In regard to the problem concerning inport bills, he said that the central
bank of h¢s country hud, es from 1 June 1970, nade import bills eligible zas
sceurity for loans to coimercial banks. 1In this cont;xi, he pointed out thet the
importance of this question had been cxeggzercied in vicw of the fact that imports
Ainto has country were largely financed by foreign banks or suppliers.

4l. Sone countries stresscd that provlens concerning thesc mcasures should be
studied in o broader context, and expressced doubt os to whother the measurcs in
qucstion could sppropriately be dealt with without due regard to various aspects
of the preblen such as the necessity to- control speculative copital transfer in
the form of trade credits and differcince of interest rates between countries.
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4L2. BSome countries maintained that both types of problems were impairing expor®:
interests of other countries. The desirability of resolving these problems
through removal or modification of the measures was reiteratad.

43. Some countries suggested that = solution to the problem concerning the availa-
bility of credit to importers would be an interpretative note to Artiele III of

the General Agreement indicating that paragraph 4 of the Article should be under-
stood tc include similar access to credit for importers as for domestic producers,
with the finaneial instituticons concerned deciding the appropriats rate of

interest in accordance with relevant factors such as the degree of risk.

44, It was however pointed out by one delegztion that,in view of the fact that
the problem in question was not of a general character =and that the subject should
be studied in a broader context, the solution suggested in the preceding paragraph
would not be appropriate. In this connexion reference was made to the fact thut
the problem was now being examined in the framework of thc OZCD and that the Group
should awcit the outcome of such examination.

General Corment on Items IIT, IV and V

45. Since the non-teriff barrier problems referred to in Scetions III, IV and V
could, in the vizw of soms countries, be solved througn interpr.tative notes to
different paragraphs of Artielc III, the Group briefly discussed the case for an
overall review of this Articlc. Some dilegations, howuver, did not support such
& review. Others consideresd thait there might be advantages in tackling the three
problems in the general framework of Article III.

VI. FISCAL ADJUSTMENTS EITHER AT THE BORDER OR OTHERWISE

46. The Group considered the notifications in the Illustrative List dealing with
the issue of tax adjustnents cpplied to goods entering into international trade

in the light of the report by the Working Party on Border Tax idjustments (L/3464),
which had been submitted to the Council ond adopted by it. The Group noted that
the examination of the notificetions in the Working Party on Bordsr Tax Adjustuments
(document COM.IND/%/29) had not led tc any concrete suggestions for solutions to
these measures because there had besn divasrgsnce of views as to the rclevance of
these notifications to the question of tax adjustments ~s examined in the Working
Pzrty. The Group also noted that there had been o comprehensive discussion

of the provisions of the General hgreement in the Working Party on Border Tax
Adjustments. This discussion had led to certain agrced positions with regard to
the interpretation of the relevant provisions of the General Agreement, which was
reflected in certain parsgraphs inthat Working Party's report (L/3464). This
report could be usefully referrcd to in the course of any future work in this ficld.

47. The Group further noted that, following the recommendations of the Werking
Party on Border Tazx “djustments, the Council had agreed that » notification
procedure be introduced on a provisional basis whereby contracting parties will
report any major changes in tax adjustment legislation znd practices affccting
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international trade, and in particular to bringing periodically up to date the
information contained in the consolidated document on contracting parties! practices
(1/3389) on tax adjustments, drawn up in the course of the Working Perty's work.
Furthermore, the Couneil had agreed that a consultation procedurz, within the scope
of the relevant provisions of the General Agreement, be cstzblished whereby, upon
request by a contracting party, a multilateral consultation could tzke place on
changes in tax adjustments, whether notified or not. The Counecil had invited the
Director-General to consider, at convenient intervals, on the basis cf the notifica-
tions, and in consultation with interested pariies, whether z review of notified
changes was called for. The Council had also invited the Director-Generzl to
consider after an adequate period of operation, and in consultation with interested
parties, whether the provisional notification procedure should be continued,
modified or discontinued.

48. The Group considered that the Council's Decisions went some way in the
direction of finding a solution to problems connected with tax zdjustments. In
this way they could also to a certain extent toke care of the notifications in
Section F of the Inventory. The Group therefore considered that the Decisions of
the Council should be seen as an integraol part of the non-tariff barricr exercise.

VII. STATISTICAL AND ADWMINISTRATIVE DUTIES

49. Onc representative said that his government had clready initiated zection
towards eliminating the administrative charges and statistical duties applied in
his country and hoped that they would be zbeclished by 1 Jonuary 1971. He pointed
out, further, that his country's effort should not be interpreted as indirect
recognition of an infringement of the GATT rules; but rother as a liberal effort
that the govermment was intending to make in line witl. the objectives of the
General sgreement.

50. It was pointed out that, in addition to statistical and administrative duties,
a number of taxes of verious xiands (such as p:rt taxes, etc.) were applied to
imporss by many countries. They were consildered zs an umnecessary hindrance to
trade and were 211 the more burdensome because of their complexity. Concern was
expressed with the multiplicity of such measures which were generzlly zpplicd for
revenue purposes. It was noted that the provisions of Article VIITI provided that
all such fees should be limited in amount to the approximete cost of services
rendered and should not represent an indireet protection to demestic products or

a tax for fiscal purposes. It was also noted that these provisions strcssed the
need to reduce the number 2nd diversity of fees and charges.

Possible solutions

51l. It was agreed that 2 solution lay in strict application of Article VIII and
also Article II but = difficulty arosc in trying to assess the cost of services
rendered. It was thorefore suggested that, as a first step, a procedure be adopted
whereby countries applying such fees should be requested to supply details of
revenue from fees of this kind together with expenditure on scrvices rendered each
year. OSome delegations cxpresscd doubt as to the necessity of such an exercise in
view of the fact that the measures in question did not constitute a major hindranee
to world trade.
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52. Certain countries rrorosed that wherever possible these fees should be
eliminated, but that in any event their total should not exceed some maximum,
such as 510 per shipment, a zroposal similar to one made on consular invoices
and fees in Group 2. Other countriss also vointed out, however, that the
establishment of such a meximum could be an incentive for govermments to
increase the amount. of thelr fess up tc thet - imum,

53 Certa*n delegztions considerad that countriss which zpplied charges of
various xinds in *ddition to other protective messures such as customs duties

and quantitative restrictions, should endeavour to reduce the multiplicity of
those measures and, in their own interest, simplify the formalities, fees and
obstacles to imports which involved costs that were ultimately borne by importers.

54 It was noted that the fees notified were applied mainly by developing
countries. Representatives of developing countries pcinted out that in some cases
it was found nscessary to resort to such taxes and duties for fiscal purposes, to
raise additional revsnue to finance their development expenditure. They therefore
found it difficuit to accert eny sugzestions for total elimination of such taxes
or to limit them to (1C per shipment. ¥While generally supporting the proposal in
paragraph 52, they cexpressed some doubts as to how far in practice it would be
vossible to give precise iInformation on details of revenue and the cost of
services rendered azch year. They emphasized that any overall solutions to the
problems would have to tale intc account trade and development needs of these
countries and zs such it might be desirable to refer these suggestions to the
Committee on Trade and Development., It was also necessary tc ensure that any
sclution that zmight be avolved rslsted only to trade in goods and not to invisibles.

VIII, StilIal DUTI=S Oif TuPORTS

——— e— —

55. The Iliustrative List contzinzd notifications regarding measures adopted by
some countrics providing for tenporory emergency tariff relief which it was
clzinmed create uncertainty in tzriff levels, as well as cn item referring to
special duties charged by one contracting pariy with respect to repairs carried
out abroad to its shins.

56. The special duiy on ship rerairs was considered by the country applying it

as being a customs duty rather than z non-tariff restriction as allezed by the

actifying countrics. The notifying cow t rigs challenged that interpretation, in

view of thg fact that the specxal QUuy conceransd did not sppear in the tariff

schedwles. It had never becn mentionsd az a negotiable customes duty in tariff

negotiations. The special duty, which was charged at a prohibitive rate, should
~aduced.

57. As ruzards the ascape © clause trade measures and tariff-formulating measures,
the maintaining countriss conside ad that they were entirely consistent with GATT
and fell outside the scops of the non-tariff barrier exercise. They stressed,
furthermore, thot the systems operated by their countries were of ninimal
significance to trad: since in only 2 very smell number of cases were restrictions
actually inveked.
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Possible soluticns

58, In this connexion, one notifying country, supported by certain others,
submitted the following gencral proposals with regzrd to Article XIX which
could be implemented either through guidelines or an interpretative note:

(i) L more precise definition of the concepts '"produet", "like
product" and "directly competitive product", accompanied by
somz criterion for judzing injury or threat of injury.

(ii) Measures teken under Article XIX should be of as short a
duration as possible and in no case should they exceed
three yuars.

(iii) Some criteria for granting compensation for pertiecs whose trade
is affected by Article XIX action should be devised.

(iv) The time required for investigation prior to irticle XIX zction
should be a reascnably short one, for oxamplc ninety days.

59, The question of holding a general review on the operation of Article XIX
was discussea. Some countries considorsd it uscful to have such a review,
particularly in vicew of reccnt develooments in world trade.



