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1. A&t its meeting of March 1974, Group 3(b) agreed to take up tasks 9 end 10 of the
Programme of Work at a meeting to be held on 29-31 May (MTN/3B/7, paragraph 23).

2. The mandate of the Group with regard to these tasks, as set out in MTN/2, is es
follows:

Task 9. Continuation of the work alrcady begun on export subsidies in respect
of products other than primery commodities (Chapters 25-99).

Task 10. Continuetion of the study of a possible code regarding counterveailing
duties (General Aspects). '

When the Programme of Work was adopted the representative of Cznada seid that his
Government "attached grest importence to continustion of the work on internal zids
which distorted trzde as had been specified in the terms of refercnce of Working
Group 1 of the Committec on Trzde in Industrial Products. It wes with this under-
stending that Cancde accepted the Chairmen's proposal". (MIN/P/2, paragreph 3)

3. Both tasks 9 and 10 call on the Group to continue work started in the Committee
on Trade in Industrial Products. This notc provides a short guide to the relevant
work donc in that forum.

4. The seceretarict prepared two backgrousd notes for Working Group 1, one on
export subsidies (COM.IND/W/73 of 28 Lpril 1972) and the other on countervailing
duties and domestic subsidies that stimulete exports (COM.IND/W/98 of 14 March 1973).
Both notes set out the relovant GATT provisions, refer to the problems contained

in the Inventory of Non-Tariff Measures™ and indiceotc thée solutions which hed been
proposed up to the time of drafting. The backeground note by the sceretariat on

lTho Inventory hes sincc beon revised. Rclevant notificetions are contained in
part one of thc Inventory, MIN/3B/1.
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non-tariff measurcs affecting the trade of developing countries (COM.TD/W/182)
deals with export subsidies and countervailing duties in paragraphs 19 to 23.
in earlicr note by the secrctarint on incentives for industrial exports from
developing countries was circulated as COM.TD/72.

5. Working Group 1 held five neetings directed to the establishment of possible
ad refarendvm solutions e problems created by subsidies and/or countervailing
duties - in May 1972 (for 2 note on the meeting see Spec(72)33), June 1972
gSpec(72)6l), October 1972 (Spec(72)129), April 1973 (3pec(73)18) and June 1973
Spec(73)44) -

6. The following paragraphs sumnerize the main points raised at these meetings.
For more details reference should be made to the decuments cited.

A. Exnort subsidizs

7. Working Group 1 agreed to adopt as a working techaique an approach that
would involve the general prineciple thnt countries should not institute or maintain
export subsidy measures that distor?: trade and the drawing up of a list of
practices thet would be prohibited. The general view was that the list should

not be exhaustive, as it could ot be expecied to cover every possible type of
export subsidy (Spec(73)18, paragraph 2j.

8. The followins is the 1list of prohibited practices as cxamined by Working
Group 1 at i%s last meeting ’Spec(73)44, paragreph 6), it being understood that
this list did not commit any delegatior and that the 1960 list of prohibited
practices remained as it sitoed:

(a) The provision by governments of direct subsidies to exporters.

(b) Interrnal transport and freight subsidies on export shipments on terms
more favourable then for domestic shipment:.

(¢) The government bearing directly or indirectly all or part of tho
transport or Ireight cherges incurred on export shipments beyond national
frontiers.

(d) Thke government bearing 21l or part oI the, costs incurred by exporters
in ob%aining irensport =2nd freight insurance cover,

(e) -The government bearing =11l or part of the costs incurred by exporters
in sbteilizg credit for finsncing expirt shipments.

(f) Government loans to exporters on concessicnal terms for working
capital purposes, where such loens ena®ble the exporter to offer
concessional sales terms, including financing.

(g) The grant by governments (or special institutions controlled by
governments) of export crediis 2t rates below those which they have to pay
in order tou obbtain the funds so employed.
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(h) The provision by governments (or special institutions controlled by
governnents) of ceiporit credit insurance ond guarantees, or insurcnce
agoinst increases in the costs of yroducts ot promium retes which ave
monifestly inadequate tc cover the long-term opereting costs and losses of
the inswronee institutions.

(i) Thec accordance by povernments of preferred trestment to certain
exporters btased on their export nerformonce, such s the cxtension of
time for the re-poyment of loans, easicr acccss to credit, or more
fovourcble terms in export insuwronce programncs.

(3) Loerns that mininize thc risk involved in developing ncw markets
abroad, (i.c. the obligation to repzy the loan is forgiven if the firm
is not successful in devcloping = substantial market zbroad).

(k) Currency retention schemes or any similar practices which involve a
bonus on ciports or re--exportse.

(L} Special government measurcs to offsct, in whole or in part, the price
disadvcntoges on exports that result from its own or other countries!
exchznge rote adjustments.

(m) The remission (inciuding credit cllowances) or deferral of direct
toxes or social welfare cherges »ald or noycble by industrial or comner--

cial entorprises vhen the criterion for rcmission or deferral is related
to the export performonce.

(n) The extemption, in respect of exported gsoods, of cherges or taxes,
other then charges in connexion with impertation or indirect tases levied
a2t one or severzl stages on the same goods if sold for internal consummtion.

(o) The 2llowance of special deductions related to cxports, over and

above those granted in rcspect to production for domestic consumption, in
the calculztion of the base on which direct texes are cherged (c.gz.
accelerated depreciation allowences on capital goods used in the production
of exports; deduction of special rcserves set aside to cover risks ccnneccted
with export sales).

(p) Tox rebate allousd beyond that of actuzl costs incurred, in calculating
income noycble for expenses incurred in develoning markets cbroad.

“It uas understood, as su7rmestcd by the represcntstive of the IMF, thet
the "specizl movernment nicosurces® vere ucacures other than throush the
exchange rate system, since the lovter could give rise to multinle currency
practices, vhich fell under the comdetence of the Fund.
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(q) .ebate of indircct taxes or charges on exports or components thereof, in
excess of cccrued indirect taxes or charpes on the exported products.

-

(r) iemission calculated in rilation to exports of taxes not bormc by

the products (taxes occultes).

(s) Thc reduction of the direct tax burdern on producers and exporters
or a product accompanied by an increase in the indirect trxes borne
by the szume product.

(t) In respect of deliveries by governments or governmentel agencies of
imported raw materielc for cxport business on different terms than for
domestic business, the charging of prices below world prices; and for
such delivories of raw moterials of domestic origin, the charging of
prices for such matcriazls destvined for processing for eiport scles, below
those chorpged for materials destined for processing for domestic sales.

(u) Government naynents to producers or exporters that very with the
value of domestic materizls used in the manufacture of gpods for export.

9. The following comments were made by various delegations on certain points
in the above list:

(i) On »oint {c)}, it was noted that "transport on freight charges"™ wvere
not to be understood to include ship-building subsidies.

(i1) On point (j), somc delesations pointed out that a situation as
described in this pareercph could not lead to trade damage in the
sense of Article XVI:2.

(iii) Or point (1), somc delegations were of the view that this point
should not bc included in a list of nrohibited practices because
Usnecilal govcrnment subsidies®™ were either outright subsidies and
were therefore covecred under other pecints, or they uere measures

P — . e - . o~ - -

1 . . .
The follouing exarmles were siven of taxes not borme by like preducts:

(1) Custons dutics on plant and cguipment (2s opposed to customs duties
on raw natericis consumed in the mznufoctwring oroczess
(i1 Otomp texes for shipping ané otner documents

{(iii) .ezistration tosies on deeds and documents
(iv) lortpase taoes

(v) Texes on insucance
(vi Advertising ond nublicity toxes

(vii) Tezies on povernnent licences cnd permits
viii) :egistration ond other -iotor vehicles texcs.
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taker fTor domestic reasons and as such did not constitute
subgsidies. & number of delegotions thought that the measurcs in
0L0°t10n should ke COnuLdOLbQ in the light of their implications,
end thot the mctter needed further reflection. One delegation
soccified thet the provision chould not include ony temporary
neasures token by governnent in view of conpensauing exporters for
losses incurred as the result of chenges in the exchange rate
(c.-. vhen an emort contract is clesed at one rate of cxchange,
1t nayment is luter effected at a different rate).

(iv) 0a »cint (=), some delegations recalled the findinge of the VWorliing
Party on Border Toxr AGjustuients with regordé to "taxes occultes®.
(BISD, 1&th Supolement,pame 101, parasraph 15)

(v) On voint (s), some delegations were of the view that this preactice
did not constitute an export subsidy. They recalled the extensive
uork undertalien on the subjeet in the Working Porty on Border Tox
Adjustments, and the vicw helé by most members of that Workingz
Party that the »rescent rules served the purposcs of trade

eutrality of tax adjustment comropriately and that no motive
cou_d be found to change ther. (L/3 4,4, paragraph Y)

(vi) With regard to noint (t), one delegation drew attention to the
fact that, whereas the 1960 list comicined two criteria on this
noint, nemely that of price c¢ifferential for raw meterials betucen
export business and domestic business, and thet of Tices belou
world prices, in the present formulcotion of the second czlternative
only the formici eriterion had becn retcined.

10. Other ossible elements of a solution to nroblens created by export subsidies,
vhich werc not discussed in detail, were \Svcc(7;)+o, parograph 7 and Spec(72)129,
paragrzyh 11):

(a) the e:tension of the prohitition to cover ail industrizl products,
() a sencrate solution for concessional c:oort financing,

(¢) vicer cecentance of the oblisrtions,

(¢} revivel of the standstill nrovisions of article iVI: 4,

imroved nctifiication nrocedure, and

nossible action that might be tcken in case of azn infracticn of the
prohlbltlon.

11l. Renresentetives of developing countrics stated that it was their uncéer--
standing thot the solutions to export subsidics verc beins develoned in the
context of an elazboration ond refinecnent of the provisions of Article IVI:4.
They exdlained that, as article AVI:/ uas not in effect for their sovernments,
they had refrained fron perticinating in the development of solutions which
would not bc anplicable to them. (Spec(73)18, paragraph &)
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B. Domestic subsidies that stimulate cxports

12. In the view of a large number of delegations possible elements of a
sclution tc the problen of domestic subsidies that stimulate exports would con-
sist of improving the procedures laid down in Article XVI:1 (Spec{(73)1Z,

paragraph 9).

13. One declegetion said that its eim was nore azmbitious and put forwerd the
following list of prohibited proctices in the field of domestic -subsidies

that stimulate exports, for consideratiun by the Group (Spec(73)1%, paragraph 10
and Spec(73)44, paragraph 9):

"The following governncnt aids constitute an export subsidy whenever,
with respect to a production activity receivingz such aids, the ezids
involved are greater than o de minipus amount and thc percenteze of the

output exported is significant:

(a) 4ids to plant modernizeticn under which 2 firm is granted a speciel
tax depreciation allowance on production equipment in addition to the
regular depreciation cllowance.

(b) Research end development activities in advanced technologies, under-
written by the notionel zovernment, where the technologies developed zre
turned over to ths private sector for commercial cxploitaticn.

(¢) Sale of electric power by a gcvernnent-owned utility to certain
industries (a2luminiui, ferro-alloy producers) ot rates below those charged
by other compcrable industrial uscrs.

(d) Agreements entered into between = netionel government and a domestic
firm where the latter undertakes ¢ large development project (zircraft,
computers) bascd cn a gucrantee the government provides to make up the
difference between zctuzl szles (domestic and foreign) and the firm's
brezk-even point.

(e) Grants, loaas on concessionary terms and reduced taxes.®

Mony delegetions expressed reservations on this proposcl (Spec{73)44.
paragraph 8).

C. Donmcstic subsidies with igport substitution effects

14. This subjcet was not discussed in detail by the Group.

D. Counterveiling: duties

15. Some dolegetions considered that the acceptance of the injury criterion
by all contracting parties shculd be the fundemental element of any solution.
These delegations supported 2 suggestion thet a Code be established on
counterveiling duties similor to the Anti-Dunmping Codc and constituting a
further interpretation of Article VI. (COM.IND/AY/95, Annex III and Spec(73)18,
paragraph 14)
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16. Other delegations pointed out that, unlike anti-dumping duties, counter--
vailing duties were a response to delibercte government measuwres. In their
view the basic problem for which solutions should first be sought was that
of export subsidies. If an adequate solution could be found to export
subsidization, countervailing duties would cease to be a problem. In cases
where a contracting party subsidized its exports in breach of its GATT
obligations, it did not seem reasonable to require the affected country to
prove that material injury was ceused or threatened to its domestic industiry.

(Spec(73)18, paragraph 15)

17. Representatives of developing countries pointed out that in their view
countervailing duties should not be apolied to their exports. Developing
countries were not bound bty the prohibition on export subsidies and in fact
they felt it was recognized in Part IV of the General Agreement that certain
export incentives were o legitimate method for developing countries to
increase their cxports. Since exports under these incentive scheres from
developing countries were not in breach of GATT rules, and as the growth of
exports from developing countries was recognized cs an objective of the GATT,
counter measures should not be taken against these exports  (Spec(73)18,

paragraph 17)

18. In the view of one delegation, the GATT rules on countervziling duties
were not adeguate to protect exporting industries from injury caused by
competition from subsidized exports in third country markets (Spec(73)18,
paragraph 13).



