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" This Note has been prepared by the secretarlat for the convenience of
delegatlons.

1. The Working Party held its seventh meeting from 23 to 25 April and its
eighth meeting from 30 June to 3 July 1969. it its seventh meetlng it welcomed the
partlclpatlon of Finland and Norway as full members.

2. The‘Worklng Party had before it the consolidated document (Spec(69)49/0dd.1)
prepared by the secretariat summarizing the information acquired during the
examination of practices of contracting parties in relation to border tax adjustments
under point 1(b) of its Terms of Reference. ilso before-the Working Party, for its
internal use, werc copies of the OECD reports on the consultatlons with the
Netherlands and Belgium (TC(68)21 and 22).

3. Members of the Working Party'who were to complete their own submissions or to-
reply to specific questions put to them during the discussions of point 1(b) were-

requested to transmit such informetion to the secretariat for incorporation in the
relevant parts of the final version of document Spe c(69)49. :

4.  The Working Party notud that information concerning taxes levied on products

of interest to developing countries had been circulated in Spec(68)134 end

Lddenda 1-12. It was agreed that it would be helpful if delegations could prdV1d°

information on revenues derived from consumption taxes imposed on products of

interest to the developing countries so as to permit a useful discussion of this

issue. It would alsoc be useful if the information contained in Spec(69)49 regarding

border tax adJustmunts on products of interest to less—developed countries which

were not produced by importing countries could be completed. idequate representation
i the less-developed countrics at the eighth meeting: would help to conduct a

meanlngful discussion of this questlon.
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5. It was agreed that it would be useful if delegations could provide a
bibliography of recent literature on border tax adjugtmants in addition to
thet which appeared in the OECD publ:.cat:s.on WBorder T-x idjustments and Tax
Structures in OECD Member Countries" 1968. L blbllogravhy of recent literature
on the subject, so far received, is listed in the lnnexs

6. The Working Party conducted a preliminary examination of possibie effects

of border takx adjustments on international trade as called for in point 1(c) of
its Terms of Reference. This examination concen‘bra'teof on trade effects of changes
in border tax adjustments, tax shifting and structural differences in texation.
The Working Party also discussed the effects of taxes occultes and the trade

effects of selective excise taxes.

7. L summary of the mein trends of the discussion follows below. The full texts
of the general statements which were made in connexion with the examination of
point 1{c) have been circulated in Spec(69)53-59, Spec(69)67, Spec(69)89 and
Spec(69)91

I. TRADE EFFECTS OF CHLNGES IN BORDER TiX ADJUSTMENTS

8.’ It was generally recognized that some changes in border tax‘adjustments
could have an effect on the trade and the balance-of-payments position of .the
implementing country. Under cértain circumstances a change in a country's fiscal
structure would influence its principal macro-econcmic factors and thereby would
also affect its foreign trade at least temporarily.

9. It was recoinized that to quantify in precise terms the trade effects of
border tax adjustments was a very complex matter. Neither the information nor

the analytical techniques neéessa_ry to measure in any exact way these effects was
available. Furthermore, it was not possible to determine whet the trade figures
would have been if border tax adjustmnts hed not been made. However, althouzh
trade effects were difficult to quantify, it did not follow that further-discussion
on the basis of reasonable estimates and tendencies could not be productive.
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10. "A dlstenctlon was made between changes that occurred simltaneously with
domestlc tax changes of an equal amount, and changes that occurred without a
chanbe in the domestic tex level. It was p01nted cut tha% uhose countries that
altered thelr border tax adjustments w1thout correspondla" changes in their
domestlc taxes coul improve unexr oalance of paymenta 81gn1f1~antly Even
changes in the rance of 1 to 3 per cent ad valorem, as was the case for some
countrles, were worth cons:.der.gn° when such apparently small flgures involved
total trade or even substantial segments of total trade. These changes were
also compared :with.the reeults of past tariff negotiations where the average
rate of duty cut would also appear to be a small figure, but one which was some-

times worth years of negotiation.

11. Meny comntries steted that there did not exist sufficient evidence that
present border tax ,dgustments had been the _cause ‘of any major trade disruptioss.
Changes in ‘the 1evel of border taA adgustments did have an 1nc1dence on foreign
trade, but this 1ncldeace was no doubt modest in comparison with that of other
more impoiﬁant factors prevailing in various economies. Countries who increased
border tax adaustments without increasing internal rates of t_x did so only ’
because of previous minor under-compensation o rectify a competltlve dlsadvantage.
Howevér, it should not be forzotten that over-compensation had also been rectified.
Some countries did not find that the comparison between changes in border tax
adjustments and nsgotiated tariff reductlons was valid. Border tax adJustmenms
were in accordance with GATT rules, since they were not of a c1scr1m1natory ’
character while tariff reductions were the results of concessions legally
negotiated within the framework of GATT.

12. Tt was further noted thst most of the chanzes which had tszken place were made
at a time when the countries: involved had no balance-of—payments difficulties. In
practice the reasons for cnange from a cascade system to a TVA were that the cascade
vsystem discriminated against non-lntecrated firms and it did not permlt the
calculation of" exact border tax adjustments but 1rvolved avc'raelnb ¢n some cases
the adopt;on of the TVA system was the result of a dlrecteve issued wlth the purpose
of furthering an cconomic integration process.
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13, It was felt that the examination of the recent experience of same countries
;';resen‘b‘ 2% the meé'bing,»"u—ith regard to cha.ﬁges and adjﬁstznen‘bs‘ in their‘economic
polz.cy’, would be helpful in mderstandlng and solving the forego:.ng problems.
Consequen uly, the Working Party first d:.scussed the special measures taken in
NoVember by the Federal Republic of Ger_many and France s and then discussed the
changes in the tax systems of various other member éountries s &1l in the context
of the information in Spec(69)49, .

14, When considering the recent policy of the Federal Republic of Germany, the
Working Party gave most of its attention to the special measures taken by this
country iﬁ‘November 1968. It was recalled by another country that these measures.
had been introduced with the purpose of substituiing for an appreciation of the
exchangé rate and that they had been publicly announced as a "dowmward adjustment
of border tax". A survey indicated that every other exporting firm in the
Fedexwal Repuch o*" Germany had mcreased its prices as a result of the new
tami,ion measures. a.nd there was ev:.dence of differential shifting,

15. In the opinion of the repreaentat:f.ve of the Federal Republic of Germsny the
:dﬁ.sm..ssz.on of his couniry's measures of November 1968 exceeded the Terms of
Reierence of the Working Party. These measures were not intended to adjust
"\ordez' 'aaxes Yo intermal taxes, nor to affect the border tax adjustments laid
:down iu the e:c.stmg GATI rules, His country's measures were equivalent to a
subsz.dy on mports end a tax on exports in order to safeguard the external
'b&lance and bore no relation to the internal taxation., Detailed 1ni'ormat:|.on on
the 3 ._mport subs:.dy and the export tax adopted by Germany could be found on

page 122 of Spec(69)49.

~.L5 However, since this point deserved fm:'ther exploration the representative
of the Federal Republlc of Germany volunteered informetion on the trade effects
of the meésures taeken by his country. in November., Regarding the price effects

of the special tax on exports, he'noted that the.official index of export prices
(1962:100) had gope up from 105.8 in November 1968 to 109.0 in February 1969 and
even further to 110,3 in May 1969. Therefore, from November to May the export
price index had increased by 4.5 points, i.e. by 4.2 per centey Since the average
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rate of the export tax for B.l.v. German products was of about 3 per cent 11', seemed
- to be clear 'bhat ‘bhe e@ort m had been almost completely sh:z.f’oed 1n'bo pr:.ces.
Thus the competltlve pos:.‘tlon of Gema.n exports had been worsened by the amount
fnreceen by hJ.s Govermment. I‘b was dlfflcult to see the effects of 'bhe 1mport
subs:.dy on imperts since the emount of the bonus g:.ven to mpor'bers dld not
figure in the official index of import prices. Nevertheless, this import subs:.dy
seemed to haveé had its’ effects on imports since from-Janusary -to May 1969 German
imports had risen by 21.3 per cent (DM 6.9 billion) over the seme period im 1968.
However, he- came to the conclusion that though the German trade surplus would be
rediced by ‘gbout DM 3 billion during the whole year, this was lower than the

4.5 %o 5 billion that had been estimeted. This was due mainly to the fadt that
the expectations » as to the development of demand and prices in other countries,
did not materialize to the full extent.

17. The special measures takeh by France in November 1968 involved First, the
suppression of the wé,gés tax and, secondly, an ihéréa‘se in the rate of the TVA.
It was é.sked whether, given the nature of the suﬁptes’ééd ‘taxes, there was any
real price. eﬁ‘ect resul‘blng from this change, since about the equivalent amount
of révénue had been taken by the upward ad,]ustment of the TVA, asnd if in fact
this coudd not ‘be cons:.dered as.a border- tax adjustment which: was not accompam.ed
by an equal ‘increase in the domestic rates. It was asked what hed been the
effects of these measures on foreign trade.

18. The \representa’pivé of France e:é'plained j:ha;t the intentions of his country
were to ensure a return to equilibrium of the general economy fdllowing the
May-June -events. in Frence. The general wege raise that 'followed increased. the
coste of producﬁon cons.'.‘d.erably. It was then necessary to lift some of the
.burden off the shoulders oi‘ industry by suppress:.ng the wages tax. The
suppression of this tax was not discriminatory and was compatible with GATT
rules: semi-finished imports which still requ:.red processing in France before
‘marketing benefited from the suppression. Regarding the effect of the suppressed
tax on trade it should have. been felt mmed:.a:bely since it .reduced costs
automat:.ca.uy. However,: there was no. evidence to ¢ G0 support: this hypothesis. Aan
snalysis of French exports from October until March did-net point to any
outstanding increase.
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19, Referring to the increase of the TVA, he said the reasons for its
implementation were purely internal.  As a result o:f:' ‘the gene“'al mcrease in
wages it was necessary to curtail consmpt:.von. This. tax affec‘ted imported and
domestic production alike, Balance of trade figres: supported the contention
that imports had not suffered. ’

20, Some representatives pointed out that ome could not deduce that because
there was no improvement in the French balance of trade the measures adopted in
November 1968 had not had a favourable effect on France's trading position. The
true comparison was with what would have happened had the changes not been made.
Up to November 1968 there was an unfavourable trend in the balance of trade of
France. Without the changes, a trade detericration would have been even more
manifest,

21, The representative of France answered that in October and November there had
been nothing alarming about his comtz;y's balance of trade, As a matter of fact
there had been 2 significant improvement in the months of July and August 1968
and in October and November the prospects were very hopeful,

22, It was pointed mut that information on the effects of the French measures on
'bhe:.r trade with other countries could be useful,. Though reservations were made
.as 'bo the usefulness of isolated trade Pigures 'bhe representatz.ve of the
Netherlands reported that Dutch exports to France from January o Aprll 1969 had
increased by 38 per cent compared to the same period in 1968,

23; The representative of Belgium informed the Working Party that the tax on
value added would be adopted by his country on 1 January 1970. The rate of
compensation and the rate of alleviation under the actual system covered from
85 to 90 per cent of the real fiscal charge as expressed in terms of the normal
rete of the transmission tax which was 7 per cent, One per cent was then the
actual amount of under-compensation (15 to 10 per cent of 7 per cent tax =
1.05 to 0,70 per cent), In principle the remaining 15 to 10 per cent of this tax
would be compensated when the tax on value added system came into force. The
maximm rates that had been proposed for the tax on vaiue added were of 6, 14,
18 and 25 per cent, These rates had not yet been definitely decided upon nor
the 1lists of products they would affect. |
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24. [The representative of Demmark Said that on 3 July 1967 the wholesale sales
tax had been replaced by a value aaded tax which was applied to all goods end
many serv1ces. The rate of .the tax on value added was -calculated in such 2 way
that the tax 1ncldence on the 1naustr1a1 sector snould be the same as. the
wholesale tax applied befope”whlch implied that the amount of the taxe occulte
was app#oximately the same after the changeover to the tax on va}ué added.
Therefore the: question ofiadjustment at the~bofder~was a'simple one,.-.While the
tax on products, not formerly .subject to. tax, had been fully shifted into prices,.
producers had .not in addition taken the opportunity tc increase their profit
marginsi;thwchanges héd;taken-place in the border tax adjustments rules
governing. selective excisé{dﬁties.l'ﬂéither had the new adjustments been made
where adjustmenss had not been made before.

25;4‘Tﬁe,representative of Finland said that the preseunt sales tax used in his
country was ﬁdt considered satisfactory by a govefnﬁental committee report |
cdhsidgring the adoption of the TVia. This was because the hidden tax element was
4.5 per cent on average, and its abolishment ccnsisted of ﬁhefmain argunent in,
fevour of a changing of the present sales tax.  To that end the comnittee
euggested the adopﬁion,gf the TVa. The tax rafe,recommended by:the conmittee is
1l per cent, which"alsqliS'the present sales tax rate. jThe adoption of the TVa
would include a certain widening of the selection of taxed 6bjects} that is
mainly services, but would also carry out the removing of the present hidden tax
on inﬁesfments.f Thus, there would. be no remarkable rise or reduction of Stvate
revenues as a consequence .of thé adoption of the IVi. It has been estimated,
however, that there would.be an increase.of 2 per cent of the Zeneral price level.
It was too early to.predict whether or not Finland would adopt-the TVA system
since the Finnish\QOVernment~had not yet discussed the expert committee report.
However,rthe_purpoée of the-planned introduction of the TVA .would be not‘té
disturb the present balance between direct and indirect tax.

26. The representative of Italy informed the Working Party that on 20 June 1969
the Council of Ministers approved a draft law glving the Govermment the necessary
powers to carry out a reform of the fiscal :system in relatlon to both divect and .
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indirect texation. Concerning indirect taxation the most impertant part of the
reform will relate to the replacenent of the actual gencral turnover tax by a
tax on value ‘added which will have a gencral rate of 10 per cent. This part of
‘the rei’orm was the result of the obligations Italy had undertaken in the framework
of the Buropean Economic Commmnity. The introduction of a tax on value added
system in Itely would aisd bring about the elinination or reduction, as the case
may be, of certain minor indirect 'baxes such as the stamp tax. Also a
complementary consumption tax levied at rates ranging from 1 to 20 per cent will
replace actual consumption taxes collected at local levels. The fitting-up of
the new fiscal system should be effected by 31 October 1970. However, since the
tax’ on value added is part of a larger form, all the legislative measures that
need to be taken to put into fofce the whole fiscal reform will be adcpted on

1 Jemuary 1972. He pointed out that the fact that the proposed reform of the
fiscal system was only at the draft law stage meant that any discussion of the
question would be premature. |

27. The representative of the Netherlands said that before the changeover from
2 cascade tax system to a value added tax system in his country, it was @xpected
that prices would rise by about 1. 3 péer cent, but the actual 1ncrease was of.
ebout 5.9 per cernt. The regson for this was that merchants end 1ndustr:.es had
taken the opportunity to increase their. profit margins which, -consequently, lad
to a general rise in the. cost of living therefore foreing industries to give
special cost-of-living allowances. 4s a consequence the expected J:avour...ble
effect from full compensetion had not taken place. He also noted that export prices
had risen by only 1 per cent this year, therefore much less than the general
;I.ncreasé in prices. - This-was probably due to the facts that._expoz;t industries
wished to reﬁain competitive in export ma_rkets and that these industries are more
capi't;al intensive .than others and therefore were less affected by the necessity -
to grant special cost-of-living allowances.

28. The representative of Norway said that two laws, one on the tax on value
added and the other on investment tax, had been dealt with by Parliament in
June 1969. It was his Govermment's intention that these laws should enter into
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force in January 1970, with a general rate of 20"per cent for the tax on value
added and rate of 12.5 per cent for the tax on xnvestments. The Parliament
still had to formally adopt these two tax rates late this autwmn. The ‘tax on
velue added will also be collected on imports, bﬁt'expofts'of goods and services
‘will be exemptéd ffom thié tax. The introduction of the tailbn value added Wéé
part of a gengral tax reform and as such the proposed turnove* tax rate would be
increased fron 13.64 per ceni 10 20 per cent with the ccmlng 1nto force of the '
tax on’ value added. 'The increased State revenue that wnuld result from this
increase would ‘be balanced out By the simultancous reductlon of dlrect taxatlon
and ircreased rates for governmental social securlty servicés. The Govermment
did not expect significant balance~-of~payments effeécts resultlng from the reform.
' The yxuct flold the investment tax was to cover had not yet been decldel upon,
however. 1t woulu be borne by 1ndustry w1thout any compensatlon at the border |
whether it be for prorto or 1mports.

29. The representatmve of §gg§g_ﬂ§;;gg sald that Ihsf—ycar South ifrica had
glveﬁ details of its tex system to the NbrklnB Party in bpvc(68)88/add l. Since
26 March 1969, a sales duty hed become payable on a mumber of f;nlsbeu goods.

The change in the tax system was DuSed on the findlngs and recommenuatlons of

the Commission of Enqplry in Flscal and Mbnetary Pollvy in South Afrlca. It Iound
that the share of direct, taxes in total tax revenue in South Afrqu was
exceptlonglly nlgb. The hlgh.marplnal rates of income tax had a detrimental
effect on the work effort of some groups‘ln thk.labour_Ldrce and encouragsd tax
avoidance. The Commission accordingly proposéd relisf in fespect of the income
tax on individuals which would result in a totel Loss of tax revemue of
approximately R 140 million per year, and- recommended that this loss ofbrevenue be
recouped - from indirect taxations'in the form.cf a selective sales duty, and from
éompany-taxation. Thisiﬁould'havé~the~éfféettof'réducing the share of direct toxe-
tion in’the total tax revenmue to 53 per cont on the basis of 1967 Févenue statis-
tics.  The Commission's recomaendations’ in this regdrd have beén'aécébtéd:byhfhé
Govermment. * The new sales duty is an internal duty on' selected cormodities with a
countervailing duty et the same rate on iﬁported gOOdS»df-the samesélass.‘ It is
collected at one stage only, i.e. on the ramoval from the local factory or in the
case of imported gbods on clearance for howme consumption. The duty is ad valorem
duty wifh only three rates, namely 5 per cent, 10 per cent and 20 per cent.



L/3272
Page 10

30. The representative of Swedea informed the Working Pa.rty. that the transition
from a sirgle-stage‘tax system to the value~-cdded ‘tax systen had taken.place on
1 Jenuary 1969. This change-over wes essentizlly a technical matter based on
internsl motivation. No problen of under or cver cbnpcnsa’hion wes imrolved.

The tax on value added rate was the sane as the rate of the old 'Eurnover tax.
Previously in the turnover tax systen there had been a tax on capitel goods
which was not rcbateable. This tax had now been re¢placed by o wage tex which
was equally not rcbateable on expcrt. The totd tax burden on consunption and
on ~ezrherpriseas was thus planned to be and did in fact remain unchanged.

II. I.X SHIFTING

31l. This discussion of this issue wes centrcd on the question of the extent
which indircet and direct taxes night be shifted into the prices of goods.

32. is regards indirect toxes, it was argued (a) thet they were not always fully
shifted forward and in the circumstances there should be no nore adjustnents at
the border in respect of these taxcs than was worranted by their inmpact on prices
(paragraphs 33-35), (b) that as & general rule these taxes wore shifted forward,
it 'being pessible for this s;hiftin" to be greater or stler than the nechanical
incidence of the tax change depending on the econcmic con‘cenu of the noment, and
that therefore full adjustnents at the border were ,‘}U.S'blfled (p-.ragraphs 36 and
37) and (c) that even if not fully shifted, indirect taxes should be fully
conpensa’ced (paragraphs 32 and 39). ,

533. i cdi Sumctl n wzs drawn betwecn select::.vc excise taxes and general

consuniption te.xes. When taxes on particular products were increased with the
purpose of re-allecating resources by dempening demand for certain products, the
ceffect of such taxes on prices could be properly approached fron a nicro-econcnic
point of view. then, on the other lhend, a general consunption tax was inc;eé.sed,
such an increase had macro-economic cffects on incone, employment, consumption,
investnent and general price levels and that without an increase in the nonetary
supply, or other offsetting govermmental resources, the tax cannot be fully shifted.



L/3272
Page 11

The ability to shift-the tax‘fwﬂ.ly in prices would depend, inter z2lis, on the
nonehary author:.tles’ willingness =nd ability to permit the needed increase
in the money supply or “he government's willingness to increase expend:u:b'a:ce
by the amount of new tax ta}'c:; The price of goods could not. automa’oically
:anrease by the full amount of the tax;. such increase. requ:.red action to
permit the r:.se. Thus it wes po:m'bed ou:c for a large portion of the tax to
be sh::.f'bed, a combination of vertez.n economic conditions and mea.sures would
be necessarys;: the. l:.kehhood cf "chese occurring wes certea.nly very shgh‘t..
A‘I’his was 20 pﬁr'bicularl,f when antl-:.nflatlonary neasures would be, undertaken
's:mzl'ba.neously m:bh a cha.nge in tex level. GCertain countries gave part:.c'«ﬂ.ar
exqmples of lnS tances where indirect ‘taxes were not :E'uJ_'Ly shifted.

34. The view was also exprassed that there might never be full sb:n.f't:.ng of
indirect taxes even in the long run, after macro-economic adjustnents had
been ﬁzlly played out.

35. It was argued that, if the tax was not fully shifted into the prices of
goods sold oﬁ -the domestic market, the full- exemp‘c.ion of exports from the
domest:.c indirect tax burden would permit 'bhe exporter to export below 'bhe
domestic sales price wa.‘chou‘h having export proi‘i‘bs less than the profrbs on
domestic sales, thus mprov:.ng his competitive posn.'blon on world marke‘ts.
Alternatively, the exporter cculd recc:.ve export prof:. s which were grea'ber
than ths profits on domestic sales thus having an incentive t_e .export.

36. On the other hand, the view was expressed that .indirect taxes wers
normally,fuﬂ.y shifted. It was poin‘r.ed out that these taxes were noi'ms:l.ly
increased by the goverrment in inflationary conditions to offset a budgetary
deficit and to act as = stabilizer of the economy. The view was.exprassed
that ‘the money supply would be likely to increase at such time and any
increase in the tax would be fully or more than fully shifted into commodity:
prices. 4gainst this it was argued that if a tax incréase designed to combat
inflation were %o be accompanied by increase in the noney supply it would be
the increase in the money supply that would be the cause of the price riss.
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The point was also made that even in The absence of an increase in money supply,
the general price level could increase s_org,ewhat.— owing to a rise in-the velocity
of circulation which weould permit full shifting.

37. The point was made that any price change which was related to a change in
indirect taxes was the result of the inter-azction of the tax change and ~l‘:he
market situstion previously existing, and that the forwai'd shii"bing coﬁld be
either greater or, on the other hand, less than the mechanical incidence of
the tax change, depending on whether the sconomy as a whole, and the economic
sector or the undertaking concerned in particular was expanding or contracting.
Morsover, business circles tended to confirm that full shifting was the general
rule, despite exceptional casses and temporary situations where it would not
appear that the full amount was shifted.

38. It was also argued that in the tax on value added systen, the shifting into
prices was of a special character. The tax did not constitute an element of the
pricc at stages preceding the retsil level. This, howevei', was eQua.lly'tmie‘ of
a retzil sales tax and under both systemns falling demand causéd by tax incréases
might compel producers and retailers to reduce their net of tax prices.

39. With respect to the argument that indirect taxes should be fully
compensated even if they were not fully shifted, the point was made that the
amount of forward shifting in relation to the retail and whelesale taxes,
depenced on the degree of cempetition in'aparticular sector. In cases where there
might be some backward shifting of wholesale or retail tax to the manufacturer,
the latter 'might' be prepared to take a lower pirofit than previousliy. But this
should not be o reason for suggesting that the tax on the inported iaroduc't should
be abated by the amount of the reduction in the profit of the home manufacturer,
since the foreign supplier should be expected tc teke an equivalent cut in his
profit., Another important consideration would be the extent to which a given
firm!s production was exported. Moreover, it seems difficult to sccept that if
the national producer had to bear part of the tax burden, the legislator would
relieve 2 third supplying couniry from this sape burden. Sound competitive policy
required that the basic conditions at the outset should be identical.
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0. It was, however, argued ‘that-if the business absorbed a "consumption‘tax it
‘must then be ‘considered as having effects-similar to that of a tax on business
and such texes Wers not normally eligible for border ad,]ustments.

4. Leaving a.s:v.de erguments about sh:.ft:_ng s doubt was expr%v-ed as to the ‘
feasjbil:l.ty of lm:.t:.ng the scope of border tax- e.d;;ustments to the degree of -
shifting since, from the tech.mcal po:.nt of view, it ‘would be exbremely difficult
to determine either globally or for groups-of individual products ..e.nd -for each
individual ’cransactien, what proportion alsoc of the indirect tax burden was not -
shifted. Furthermore, the abapdomment of the des‘tﬁiﬁa‘bion‘principle for indirect
texee would result in major cha.nges and distortion in internationsl trade.

42. As regards d:.rect texes, it was argued that corpora.tlon income taxes were, to
a certain ‘extent, ' shifted into the: prices of goods. To the extent that they were
shlfted these ‘taxes . should likewise be eligible for border adgus‘bmen‘t-s. -

43 In support:.ng this view, 1‘b was po:.nted out that th.e arguments for the non-
shlftlng of direct taxes were ‘based on a number of‘ assumptions on_l;ow i‘:.rms behaved
in the case of perfect competition. In practice; however ,“indust'iry generally did
no‘b operate under condltlons of perfect competrbn.on e.nd f:..rms used adm.m.stered
prlcing and profz.t mark-up techm.ques. Firms often followed average cost pr:.cing
which would generally include 2 factor of net p“of:.’cs ; ‘the profits ‘tax thus
became a.cost factor shifted into pr:.,es. 4 corporate income tax al‘bered
adversely the return to cepital :m the corporate sector a.nd tended to drive some
ca.p:x.‘bal to the non-corporate sec’t.or until the rates of re‘turn were equa.l:.zed

The h:.gher pr:.ce for cap:.'bal must ult:.ma.tely be reflected in higher pr:.ces for
the outpu‘b of the corporate sector.

4. It was also pointed out that direct taxes on certain utilities were fully
sh:.f'ted the rates were get genera]_'l.y by reference to the after-tax return ‘o
the capltal employed It was, however, argued aga:.nst thls that in ca.se of
utilitiee the me.rke‘l: struc‘bure was a complete monopoly and this situstion should
not be equated to the general experience of corporet:n.ons which operated in a
d:.fferent env:.ronment
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45. 1If direct texes were so shifted, it wes argued that if countries hzd
different levels of effective direct taxation‘and/or direct taxes were shifted
‘unequally, additionsl trade effects could result. The relative increase in
prices for the country with the higher diréct taxes or-greater'direct tax.shifting
would place that country st a competititve disadvantage in both its own domestic
market and in export maikets. '

_46. On the other hand, the point was mede thet in view of the market conditions
and the short-term eccromic outlook, it would be 2 mistake to refer in»vefy .
general terms to the possibility of shifting into prices of direct taxes without
taking into sccount the iechnical characteristics in every instance of this fax.
Obviouély the only direct taxes that could be considered relevant to border
adjustments would be those actually borne by business undertakings, i.e. texes

on profits and assets. In view of the fact that the object of thesé taxes was

not the delivery, still less the con§umption~of prodgcts,'the legislator was not
interested in the price of the products spld,'nor in the origin-or the destination
of the gobds, but solély in the net profit achieved by the producer or trader,
whether the latter opefated at nationsl or international level.. The tér;itorial
factor came into the picture only in the context of internationsl law on double
taxstion. Thus, it was argued there was no correlation between the field of
ﬁpplication of the profits tax and the conditions of taxation of products entering
into‘internaﬁionai trade. Having regard to the character of these taxes, it
seemed logicel that the rules of international lew in force did not, &s a matter
of principle, afford any right to offset the burden of theme texes in the field

of international trade. Market factors generally imposed tight margins on
undertakings which bysno means made it always'possibie for them to incorporate
these taxes in production costs and prices.

47. 'Apart from this, any adjustment of such texes at the border would encounter
virtually insuperable obstacles from the technical point of view. Because of
the very nature of these taxes, their incidence differed from one undertaking to
another, and might even become nil in the event of loss.. The profits tex base
was established only subéequently to the operations which would give rise to ,
compensation., It seemed, therefore, impossible to effect such compensation in a
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satisfactory mamner. Finally, it was to be feared that the introduction. of ‘such
adjustments might distort comp;etition‘-am internationsl trade, because they
could not” De carried out adequate] y. It was therefore questioned whe'bher,
ma'bters of direct’ 'haxatlon, ‘bhe problem of :.nc:.dence wes of notable :.mpor'bance.

48'.; It was ooserved tha*t bus:.ness c:chles in some cou.n»r:.es tended to con.f:.rm
that as a general rule, :md:r.rect ’ca.xes were i‘ully shifted wha.le dlrect taxes
were hardly sh:.fted. In part.i.cular 5. reference was made to ‘the work of the
R:Lcha.rdson Gom:.fbteel and more spec:«.f:.cally to the passa.ge where it was stated
that: "It was overwhelmmgly clear from the repl:.es of the buelness organizauons
approachsd that they would regard a value-added tax and the profits tax as
very different types of tax end would react: differently to them. None of the’
w:.tnesses had a.ny doubt that l:.a.blllty to a value-added tax would be regarded
as a charge or cost and that businesses would aim to recover it -in: prlces,
e:«.ther immediately or in their next rev:x.ew of costs and prices. On the other
hand, almost all our witnesses said 'bhat they did not, or did not directly, .
take the profits tax (and income tax) into account in prices., Most of them said,
w1+hout reservat::.on, that profn.ts texat:.on had no effect at all, either on their-
home market or on their expcr‘b pr:.ces~ and most of the others who expressed
reserva‘blons about some poss:n.ble :.nd:.rect effect did not ta.ke their reservatz.ons
‘very far." Reference wa.s also made to the report of BIAG of the OECD countra.es
which observed that "the process of sh:l.ftmg a direct tax is a complex one. If
he has a degree of market control the producer will.do so by o'y:.ng to ach:Levs
a certain after tax return on his capital and pricing his products accord:.ngly.
This is a complex caleulation based on the assessment of the demand s:.t‘imt:.on
for hn.s product, and the actual degree of sh:.fung that would be ac]:u.eved is
uncertain. Accord:.ng to mariet conditions there nay be a failure for & time to
shift profits taxes at all, or alternatively full shifting may be accompllshed
over: a particularly favourable period."

lReport of the Committee on Turnover Texation (H.M.S.0. Cmnd. 2300,.1964).



L/3272"
Page 15

. satisfactory manner. Finally, it was to be fesred that the introduction of ‘such
“adjustments might distort comp;etition‘-am internationsl trade, because they
~could not™ De carried out adequate] y. It was therefore questioned whe'bher,
ma'bters of direct’ 'haxatlon, ‘bhe problem of :.nc:.dence wes of notable :.mpor'bance.

' 48'.; It was ooserved tha*t bus:.ness c:chles in some cou.n»r:.es tended to con.f:.rm o
| “that as a general rule, :md:r.rect ’ca.xes were i‘ully shifted wha.le dlrect taxes
:were hardly sh:.fted. In part.i.cular 5. reference was made to ‘the work of the
R:Lcha.rdson Gom:.fbteel and more spec:«.f:.cally to the passa.ge where it was stated
that: "It was overwhelmmgly clear from the repl:.es of the buelness organizauons
approachsd that they would regard a value-added tax and the profits tax as
very different types of tax and would react -differently to them. None of the’
w:.tnesses had a.ny doubt that l:.a.blllty to a value-added tax would be regarded
as a charge or cost and that businesses would aim to recover it -in: prlces, :
e:«.ther immediately or in their next rev:x.ew of costs and prices. On the other
hand, almost all our witnesses said 'bhat they did not, or did not directly, .
~ take the profits tax (and’ income tax) into account in prices. Most of them said,.
fw1+hout reservat::.on, that profn.ts texat:.on had no effect at all, either on their-
home market or on their expcr‘b pr:.ces~ and most of the others who expressed
reserva‘blons about some poss:n.ble :.nd:.rect effect did not ta.ke their reservatz.ons
‘very far." Reference wa.s also made to the report of BIAG of the OECD countra.es
“which observed that "the process of sh:l.ftmg a direct tax is a complex one. If
he has a degree of market control the producer will.do so by o'y:.ng to ach:Levs
a certain after tax return on his capital and pricing his products accord:.ngly. '
This is a complex caleulation based on the assessment of the demand s:.t‘imt:.on
for hn.s product, and the actual degree of sh:.fung that would be ac]:u.eved is
uncertain. Accord:.ng to mariet conditions there nay be a failure for & time to
'shift profits taxes at all, or alternatively full shifting may be accompllshed
over: a particularly favourable period."

lReport of the Qommittee on Turnover Texation (H.M.S.0. Cmnd. 2300,-1964).



L/3272
Page 17

~that what wouLd otherw1se be offsettlng effects of a flscal payments measure were
vnot felt w1th 1nd1rect taxes but per31sted ‘when dlrect takes were employed for
~this purpose. Thus, “the mere comp051tlon of fiscal systems had trede effects
’oeyond the shlftlng quostlon.

5;. It was. ooznted out thet the concept of tax structures underlyzng ‘the -
aforementlonea arguments was based .on. overall tax revenue figures instead-of on a
selectlon and comparlsor of the tax data relevant to each individual case.
Secondly, this concent generallzed the economlc effects of all types of direct
.taxes and 1nd1rect taxes.; Among the varlous types of dlrect taxes, there were
only a few that, 1n certain conditions,. oould have a 31gn1flcant 1nfluence on
production costs and prlces. Thirdly, it did not take account of the fact that
it was not’ only the type of the tax that caused the relation between revenues,
from taxes which were offset and from those that were not, to vary from one-
country to another,‘but also a large number of other factors. Thus, a given tax
system with identical rates and collection modalities would yield revemies, the
structure of which would vary widely fiom cne country to another depending on the
degree of economic development and the relative importence of the various brahohes
of activity within the national ©COonouy . Conversely, if the objective was te
achieve identical revenue struotures - and such an objective was probebly
unattainable - the tax s stems of the various countrles would. have to vary
greatly.

540 Apert fron tnese con31deratlons, the dlrect taxation. elemenu inherent in
social securluy schemes ano the relatlve 1mporuance of external trade dlffered
greatly from one country to another. If it were to be admlt ted that undertaklngs
located ih a oountry where the burden of dirsct texes was relatlvely heavy were
at a dlsadvantage as compared with undertaklngo liable to lower direct taxes in
other countrles, then it was essential to ascertalﬁ whether there existed ery
considerable dlsparlty oetween the varlous oontractlng par ties to GAIT in the
burden of taxes on revenue and cepltal. Some of the avalleole 1nformatlon
indicated that the burden of taxes which could not be offset was not on the
whole very different as far ‘as the maaor trading nations were concerped. It waus,
therefore, argued that since there were no essential differences it might be
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concluded tha:b, ‘whatever one thought about the sh:.ft::.ng of such taxes into prices,
the absence of border’ ta:rad,]ustments in respect of 'these taxes would not ai‘fect
trade or 1mpa1r international competltlon although some speclflc dlffereAces
maght arise from time to time when a govermment relled on special tay measures in
order to attain specific obJectlves. Even if the dlfferentlal in rates between
two countries wag twenty points - and such a difference must be considered
exceptional in the rate of texes on corporate profits - in ’che event of a net
profit of, say 5 per cent, the differénce’in terms of rebate per exported product
as between the two countries would amount to only 1 per cent.

55. I*b was also stressed tha:b it was mportant to dist:.ngu:.sh between ta.xes on
business orga.nlzatlons and those on private persons. Inflation should not ‘be\ )
tackled by increasing a corporatlon tax but only by increasing ‘bhe taxes on
private persons, either by way of a consump‘b:.on tax or by way of a personal ta.x

56. The question of whether differences in the rates of profits tax in the maj or
countries were significant was also raised. The view was expressed that if account
wag taken of effective rates and the different tax treatment of distributed
profits, the variations in rates between countries were substantial.

57. The po'in"l:- was made that apart from the fact that the tax éti'ucturebmi'ght ;
differ from country to comntry, d:l.fferent kinds of e"lterpr:x.ses were hit’ .
d:.fferently by the same type of tax. Th:.s depended on their economic stmcture s
that is to say if they were capital-intensive or labour-intensive.

IV. SELEGTIVE FXGISES

58. I‘b was mentioned that selective excise taxes might be used in such a.way as
to produce trade distorting effects. For exa.mple s snlec'i:a.ve excises had been
:!.mposed s in a certain case, on goods which were J.mported in meaningful qua.ntit:.es
as well as home-produced goods with imported components to discriminate aga.:.r;s;.
imports from a speéific country. The possibility was also open to vary exclse
texes on impdrted products according to origin. It was questio_ned vhether GA_TT
rules should be modified to prevent this.
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59, 'Ia this respect it was- poin'bed ot that althourh this’ night occur it Was
norpal prac’c:.cc tc look at the trade éffects vﬂnemmpos:.ns cr :mcreasmg
s»lec*b:.ve,,gxc;se' dut:l.e.u“ =TIt was “*arrba:.ned however, that a.nv ‘such prac'bn;éé
was 1ncons:.s’cen‘b with the GATT. rules which. prch:.brted the use of these taxes
with 2 v:.ew to c.;forch.ng protec*ba.on 0 domestic produc‘blun.

60. It was po:mted out that selcetive excise ‘taxes were nore ]ikel;sf +to be
shifted forward than- gene,ral cc;.su.m%:.on tuxes because ‘the existing demand. level
ight support a h:.gher pra.ee for certa..n products ‘within the general structure

of consuner prices.
- V. - - T4XS OCCULTE LD DIRECT TaX II’CEE’TIVES

61 I‘b was sugrrested 'bhxb the Workll & P._r\,y chould consider the effects of

the vgylng border adjustuents nade f.‘or Ttaxe occulte? znd the poss:.bll:..ty of
reeching a generally acceptable definition cf "baxe occulte". It was observed
‘that the issue of ™axe occulte" was difficult to separcte from the broader
issues raised by other tex neasures which affected the trade conpetitive pesition
of 2 o product.

62, Praéticcs regarding border adjustments in respect of Maxe occulte® veried
fron coun'bry to country and this had led to differences in the way ‘the relevant
GATT rules should be :Ln‘berpreted. The rulcs were s6 uncléar 'bha‘h ‘sone countries
continued prac‘tn.ces which others considered illegel.- ~Conséduent157, it was
stressed that it would be quite useless to study the problons at hond-only in
general teras. -i. nﬁrrow legal interpretation of GATT rules was necessery if any
phderst;.:n‘ding:gif. the problens was to come about. _In this connexion ,refei'ence was
na.de _“c;p‘. QIST docunent L/3039.

63._ The v:.ew was expre sed 'bh‘.:t borc’.ur ad justnents for;"taxe occulte" were
inconsistent with the GATT as werc hd,]ustnents for any taxes not inccrporated in
the product itself when such a product noved into international trade, that was,
adjustnents for any taxes not borne by or ievied on the product. It was
suggested that for sinplicity, foirness ahd aduinistrative ease, they should be
elininoted., Countries differed in their interpretation of what were legiﬁinate
border edjustments in relation to the question of Maxes cccultes®, It was
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therefore essentizl to define nore precisely, and agree on uniforn
interpretation of what ‘was neant by Mtaxes ‘occultes® in general and in
particular: = charge equivalent to on internal tax; in respect of a like
domestic product; in‘exces.s of those applied, Gireatlx or indirectly, to like
donestic products; and texes borns by or levied on. Some countries took
advantage of these anbiguities to ga.‘l.n trade advantages by naking excessive
border adjustnents.

64+ It was noted thot, from the examination of practices, some countries in
establishing their levels of adjustment at the border inclucded adjustnents for
what would normally be considered as "taxe occulte®.

65. The pointb was also nade that the introduction of the TVi systen did not
autonaticzlly elininate all adjusménts for Maxe occulte", It was observed

that, despite its method of collection, the TVA was like a sales tax which
‘normelly affected only the final consumer.

66, "It was noted that the definitions and prac*tices of the EEC varied as
between internal transactions amongst the nenber States on the one hand .and
external transactions with third countries on the other hand.

67. It was pointed out that in recent years s growing number of countrigs had
introduced and extended special tax incentives for stimulating exports cr
encom-agiﬁg investment in import—compe‘ting and export-competing industries.
When the issue of these.incentives ceme up in the Industrisl Products Committes,
the Cormittee referred it to this Working Party.

68. The question was raised as to whether tex neasures affecting trade should
be construed to include direct tax neasures as well as those which were indirect
since the same issues of what was borne by or levied on the procduct arose.

69. It was suggested that direct tax indentives should be dcalt with separstely

froo the question of ftaxe occultel.
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VI. Probiems relating to developinx countries

70. As had been agreed at the seven th se551on, the Working Party devoted part of
its eighth session to the question of border tax adJustments as they related to

‘the speclal 1nterests of ﬂeveloplnv countries.

71. ~ Part ‘of the exercise took the form of a discussion on the iﬁformation
;suoplled by developed couhtrles, members of the Working Party, on taxes levied on
products of interest to developing countries and reproduced in

documents Spec(68)134-and Addenda 1-12. This part of the discussion has been
reproduced in document Spec(68)134/“dd 13. '

72. On the ba51s of an 1nterpretaulon given by Artlcles II: 2(a) and III:2 of the
General “greement, it was stated that inasmuch as an imported commodity was not
the same as; or similar to, a domestically-produced commocity in the importing
country, it should not be subgect to a border tax adjustment. Border tax
adgustments were only justified provided they were not in excess of the exact
amount of tax borpe by the same, or 51m11ar, domestically-produced commodlty.
Since aamestlc production was not put at a disadvantage by the importation of
products not domestically produced, border tax adjustments for such imports could
and should not be considered trade neutral because the question of tax shifting
did not arise; and thereforeaeny border tax adjustments generated adverse trade
effects on exports of products which were nolt domestically produéed by importing
countries.” Such adverse effect on developing countries' exports would arise
irrespective of the hature of indirect taxes, selected seles tax or general
consumption tax levied by importing countries. It was emphasized that this
economic argument was concerned with the adverse trade effects and not with the
objectives or motivation behind the imposition of indirect taxes on products not
domestically produced. To offsct the adverse trade effects, it was suggested that
imports which were not domestically produced should be exempt from internal levies.
Such exemption would not be tantamount to giving subsidy to certain exports from
developing countries, but would mercly remove the present discrimination against
certain exports of develeping countries.. Such an exemption would be adminietra-

tively feasible as it had been Jemonstrated by recent fiscal measures teken by
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developec countries to favour imports. A4iny loss of budgetary revenue to the
importing country due to such an exemption could be made zcod by taxing other

sources.

73. It was pointed out that some changes in indirect taxes in the past few
years, particularly in those cases where a cumilative bturnover tax system had
been replaced by a tax-on-value-added system, had led to increases in tax
incidence on rroducts from developing countries. These changes in indirect taxes
were contrary in general to Part IV and in particular to /xrticle XXXVII of the
General Agreement which enjoined developed contracting parties to refrain from
imposing new fiscal measures on imports from developing countries. Moreover, the
Ministerial Conclusions of 1963 stressed that industrialized contracting parties
should suppress taxes on products imported essentially from developing countries.
Where such taxes existed, developed countries should give prior consideration to
their reduction and eventual elimination. In view-of the complexity of the
subject it was suggested that ai sxpert analysis be undertaken on the incidence
of changes in border tax adjustments on exports of developing countries so that
the full implication of these measures be understood. Members interested would

discuss an outline for the study with the secreteriat.

74. It was remarked that border tax adjustments which fully compensated exporters
in one developed country could also hurt the exports of developing countries to
third countries. For example, if a country applying the tax~on-value-added system
impprted silk from a developing country and made silk shirts from the raw material,
it could export the shirts to a third country snd fully compensate the exporter
through a border tax adjustment. Such an adjustmernt would have the effect of an
export subsidy and would adversely affect the exports of silk shirts by

developing couniries into the third ccuntry's market.

75. On the other hand, other speakers maintained that the conditions of

srticle III could rot be internreted as forbidding the application of tax
adjustments at the border or at another staze, in the case of products which were
not domestically produced, particulerly when it was a matter of adjustments

corresponding to taxes, such as general taxes on sales, cumulative taxes or the
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tax on value added which were applied in a general and uniforn manner to large
categoriés of products. It did not appear that there was ény contracting party
which refrained from applying to all the procducts which were not manufactured
locally the fiscal adjustments cérresponding to such generil taxes. The fiscal
provisions of Article III were aimed at preventing protection being given to
hational producticn by means of internal taxes, but it by nho means obliged the:
contracting parties to favour indirectly products manufactured exclusively abroad
by granting them tax exemption. /

76. In fact, according to those members of the Group, tThe essential purpose of
urtlcle III was to avoid the abuses which result from the application of
particularly heavy taxes whlcn would. affect mainly the zoods which were not
produced domesticelly. If the provisions of irtiele III meant that no internal
tax was to. be levied on imported zoods. which were not identical with or-analogqus
to goolds produced within the country, such a principle would deprive the
developing countries of substantial budgetary revenue, for in those countries
such revenue was based to an appreciable cxtent on consumption taxes on goods
which werb'not produced locally. On the 6ther hand, the developed countries,
partlcul;rlj the lar"e economic entities, which produced nearly all kinds of

doods, would derive very deflnlte advantage from such a rule.

77. Those members of the Group considered that it was of the wtmost importance
not to introduce. into fiscal policies considerations and preoccupations pertaining
to trade policy. To exempt from intern=l taxes prodﬁcts of interest to

developing countries would be to manipulate the fiscal system for commercial
purposes, which would create a dangerous precedent. One special case would. lead
to another, and consumption toaxes would soon be being used to influence inter-.
national trade, which would be contrary to the rules and basic principles on -

which the General Agreement was founded.

78. It was also pointed out that Part IV of the General _zreement, in particular
Irticle XXXVII, was directed against fiscal measures "which would hamper v
significantly the growth of consumption of primary products, in raw or processed

fornm, wholly or mainly ‘produced in the territories of l;ss-aeveloped contracting
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parties, and which .are applied specifically to those products", which showed that
the irticle applied to taxes which were selective in character. Ais regards the
Ministerial Conclusions of 1963, certain speakers recalled that they had not
subscribed to the obligations in those Conclu31ons, in particular those rela.t:.n°
to the taxes on products imported mainly from the develooluo countries.

79. On the subject of the example of silk shirts, it was observed that the
practice of exempting exports from consumption taxes could not be regarded as an
export subsidy, and that this was specifically stated in the report prepared on
the occasicn of the Declaration of 1960 forbidding subsidies for products other
than basic products.

80. On the question of selective and excise taxes on tropical products, it was
stated that during the past ten years a certain number of them had been eliminated
in the narkets of some developed countries. Since the attention of developed
contracting parties had been drawn to this issue no new cases of selective taxes
had been reported. Mcreover, since most of these taxes were specific, their
incidence had been considerably rcduced by the general rise in prices and

standards of living in the developed countries over the past ten years.

8l. Regarding the changeover from a cumulative turnover tax system to a tax-on-
value-added system, the changes in tax rates corresponded to changes in the method
of collection and not to the amount of tax collected. Counsequently, it was
inappropriate to generalize on whather taxation had increased as a result of the
changeover. Regarding recent measures taken by a developed country to favour
imports and discourage exports, it was stated that such measures should be
exzmined in the context of commercial policy since they could not be regarded as
fiscal measures, but rather as measures to subsidize imports and-tax cxports,
nade effactive through and administratively rely upon the mechanism of indirect
toaxation.

VII. Proposals and suzzestions

82. The Working Party ther embarked upon point 2 of its Terms of Reference to
consider proposals and suggestions being macde in the light of the preceding

discussion. It was, however, understood that discussion on the preceding, points

of its Terms of Reference could still be resumed.
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83. Several members of the Working Party seemed to consider that border tax

adjustments were in practice normally not being applied with a view to solving
international tradec balance problems, and that likewise they had no significant
impact on trade. Such effects could make themselves felt, but neither the
maintenance of existinz systems nor the changeover to new systems involved such
2 degree of advantage to domestic production that they could cntail significant
trade distortions. They felt that the question of stebility in any shifting
models seemed to indicate. that it would be extremely difficult, if not impossible,
to translate such varying shifting into practical GATT terms, - In this context,
it was mentioned that the extent of shifting varied as between products; markets
and periods, and from one type tc another. XNo conclusions could be arrived at
from the concept of tax structures as to the effect of existing rules and
practices on border adjustments on international trade. It was not likely that
full fiscel neutrality in international trade could be achieved and the present
GLTT rules could be regarded as generally well suited and easy to administer.
They maintained that under the present circumstances a change in the rules of the
General lgreement was not warrantec. On the other hand; G.LIT could provide a
useful forum for study, discussion and possibly consultations with regard to the

practical implementation of border tax adjustments.

84. QOthers felt that the impact of border tex adjustments on the balance-of-
payments position as well as on the competitive position of comestic industry was
obvious and that GLIT should study the moﬁetary inplication of c2ll taxes levied at
the border. They claimed that recent changes in the taxation system as well as in
the level of border taxss continued to create an imbalance. The present GLTT
rules gave a competitive advantage to countries relying more heavily on indirect
taxes. TIull forward-shifting into the prices d&id not always toke place. The
situations had been agzravated by counrtries meking up for under-compensation.
Furthermore, the varying border adjustments made for taxe occulte gave rise to
trade effects; acceptable definition was therefore nceded. The present GLTT

rules did not reflect a satisfactory approximation of reality.
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85. It was pointed out that further discussion was still neeGed before the
Working Party could reach any consensus-oxd the points that had been examiﬁed. To
this end various delegations submitted papers to the Working Party stating in
summary form their views on border tax adjustments and the points that had been
discussed. The EEC submitted their statement in document Spec(69)89, Sﬁitze?land
in Spec(49)100 and the United States in Spec(69)98. The Hordic countries rererrad
to their statement made at the seventh meeting and reproduced in Spec(69)55.

86. It was agreed that these statements, along with others that members might
wish to submit, should be carsfully studied in the different capifals of members
of the Working Party before the next meeting. These statements would prove use-
fﬁl vhen the Working Party would report its findings and conclusions to the
Council or to the CONTRACTING PARTIES. |

87. Members whose governments had adopted the tax-on-value-added systenm, or
intended to do so, were requested to submit short papers on possible effects of
the new tax before the next meeting or give oral statements at the next meeting.

QOther

88. The Working Party came back to point 1(a) of the Terms of Reference o
examine the provisions of the General ‘greement relevant to border tax adjustmentis.
taking document L/3039 as a basis for further discussions. It was felt that
discussion on this point should be taken up after proposals and suggestions werc
considered under péint 2 of the Terms of Refercence and before reporting to the

Council.

89. The Chairman informed the Working Party that the Industrial Committed had

referred the notifications listed in document Spec(69)79, which had beern cxiracted
from section F of document Spec(69)71/4dd.1, to the Working Party for examination
by fiscal experts. It was agresd that the Working Party would discuss this poir®

at the next neeting aftsr members had the time to study the relevant documends.

—
90. Reference was made to the study being prepared in the 0ECD on the use made
of instruments acting on international trade flows for balance-of-payments

adjustment purposes. The stuly was expected to be completed in September. One
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member asked whether the secretariat could request the OECD Council to make the
~study avallable for the internal use of the Working Party. In this context
another. member édid not feel that the balance-of-payments problems fell within
the Terms of Reference of the Working Party.

Date and ﬂgenda for next meetlng

91. The WOrklng Party a@eed to hold its next meeting from 30 October to
4 November.

92. The Working Party should then:

- consider any‘ comments on the proposals made and any new proposals put

forward,r as called for under point 2 of the Terms of Reference 3

~ continue the discussion on: (a) the effects of the changeover' to the
tax-on-value-added systen in certain countries since this system would
have been in force for a period of time long enough to enable assessment
of"bhese effects; (b) the problems facing the less-developed countrisss
(c) the interpretation of GLTT rules relevant %o ‘border tax adjustments;
(a) ﬁnd any remaining points;

- cén.sid'e'r s in the ligﬁ‘h of its examination, how to dezl with the

preéenta'bion of its report to the Council or the CONTRLCTING PARTIES.
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