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GROUP 3(2) - AD VALOREM INCIDENCES OF SPECIFIC DUTIES

Note by the Secerctariat

1. At the meeting of 14-16 Mny the Group requested the secrciarict tc prepare a
toehnical note on methods in use for the caleulation of gd valoren equivalents of
speeific rates nnd of specific components of compound rates (MTN7§A/B, paragraph 17).

2. Ad volorem eguivalents of specific dutiss ere cnleculated in order to measure
the relative incidence of such rates on the cost of the imported goods, so as tc
compare the incidence of specific dutics with that of duties expressed in ad velorem
tcrms. The specific duty is levied on quentities, its od valcerem equivalent thercefore
varies with price of the imperted merchandise. Consequently, the rcal incidence of
such duties can only be neasured in relation to individual shipments. Ad velorem
equivalent calculated on all imports subject to the specific rote is an average
reflecting the impact of the duty on imports of goods of differcnt types, qualities
end provenances, whose prices could show very wide variations. The calculations are
usually undertaken on the basis of foreign trade statisties which repert imperts by
tariff itens and countries of provenance. Separate calculations distinguishing
different brends or qualities of imported products cannot bs made on the basis of
these dota.

3. In general, the ad valorem ineidence is caleulated cccording to two netheds.

The first method is based cn the specific duty rate (or the specific component of
compound rate) and the import unit valuels the second on the custons duty cclliection
and the import value2. If the customs collecticns are not recorded by teriff itoms,
theoretical collections ore sonetines coleulated from import quantities. Combinations
of the two nmethuds are applied in specific cases. The two methods yield the seme
results provided the statistics cover only the imperts actually subject tc the custonms
duty, 2nd the customs collections do not include other duties or taxes.
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4. Seperate celculations ore usually ecrried out for imports under most-favoured-

nation, preferentisl or gvnvrﬂl rates. In eocch case, the import data should refer,

as closely 2s possible, tuv the relevent trade, i.e., in the case of most-favoured-

nation rates to the most-favoured-nation trade values, in the case of preferential
rates tc the trazde which is actually enjcying the preferential treatment.

5. Sincc trade statisties are not always compiled according to the actuel custons
treatnment, it is scrmetines inmpossible to separate imports which are subject to
p-st-ngJured-nztlcn rates from thosc vhich arce adnmitted under SpeCI”l conditicns,
either duty free or at reduced rates. This applies in particular to processing
trade, returned goods, goods impcrted for specific end-uses, or such types of
irports for which certain custcoms regulations provide different treatment from
that generally applicable under the most-favoured-nation clause. Similar prcblems
may arise with respect to preferentisl rates if no distinetion is made in the

- trade returns between imports fron preferential countries actually admitted at-
preferential rates and those excluded frcm the benefits of such treatment

(e.g., not fulfilling the conditions stipulated in the rules of origin, or
inported in volumes exceeding the preferential ceiling).

6. If the first method is used in the calculation of the most-favoured-nation
incidence, the size of the distortion due to the inclusion of non-most-favoured-
nation trade depends on the difference in import prices of the most-favoured-
nation 2nd non-most-faveured-nation imports. Tho :iost-frvourcd-nation incidence
caleulated in totzl imports is understated if the import unit value is higher in
preferentizal tradec flows than on rnwst-favoured-nation trade, and is cverstated
if the inverse price-relaticnship ccecurs. On the other hand, the second method
leads to a systematic downward bias if non-most-favoured-nation trade is included
since the denoninctoer is inflated by the inclusion of impcrts on which no, or
reduced, duties were ccliected. .djustments of such distortions requlre infor-
nation which usually is not regulurly published and the first method is usually
prefvrred in such ca ses.

7. Flnally, it should be noted thet the comparability of customs data in general
is aoffected by differences in the definitiocns of the kind of volume measurenent
(e.g. net weight as against gross weight) applicable tc specific rates, the
valuation prccedures npplicable tc ad valoren rates or the method of recording
trade values in foreign trade stntistics fron which the incidences are.calculated.
The adjustment of the import data tu transaction value basis, the correction for
c.i.f./f.0.b. valuation in inport stetistics, or ndjustnent of volumes to gross

or net weight basis, can usuclly not be made on the basis of published information.
i systematic collection of custons tariff dzta and calculation of ad valoren
equivalents on 2 strictly comparzble bosis could therefore only be corried out
with the n~ssistance of the curpetent national authorities.



