RESTRICTED

GENERAL AGREEMENT ON s/ /8

2 May 1975

TARIFFS AND TRADE Special Distribution

Myltilateral Trade Negotiations
Group "Non-Tariff Meagsures"

SUBSIDIES AND COUNTERVAILING DUTIES
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1. At its meeting on 4-7 March 1975 the Group agreed that "the secretariat should

distribute background papers relating to each of the four non-tariff measure
groupings in advance of the meetings" (MIN/NTM/1, paragraph 11).

This paper deals with: , ‘ Paragraphs
A,  Subsidies | o - 399
B, Countervailing Duties ‘ ' 10-14

Paragraph 2 refers to certain background notes relating to subsidies and counter-
vailing duties.

2. The preparatory work in the field of subsidies and countervailing duties started
in Working Group 1 of the Committee on Trade in Industrial Products. Two background
notes distributed by the secretariat (COM.IND/W/73 on export subsidies and
COM.IND/W/98 on countervailing duties and domestic subsidies that stimulate exports)
should therefore be taken into consideration, A background note by the secretariat
entitled "Subsidies and Countervailing Duties! (MIN/3B/10) summarizes the work
undertaken in the context of the Committee on Trade in Industrial Products. A
further note by the secretariat (MIN/3B/21), established in accordance with the
decision taken by Group 3(b) that the secrectariat should prepare notes on relevant
non-tariff measures affecting the trade interests of developing countries, reviews the
GATT provisions relating to subsidies and countervailing duties, the nature and scope
of the problem, and the proposals for possible solutions that have been made in the
past, including proposals for differentiated treatment to developing countries.

A, Subsidiesg

Documentation concerning existing measures

3. As far as industrial products are concerned, Part I of the Inventory of Non-
Tariff Measures (MIN/3B/1 and addenda, Section AS contains notifications on government
aids. Selected notifications of an illustrative nature vhich are of particular
interest to developiug romntrics ave ineludad in Auwnex ITI to docvment MTN/3B/21.
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4e In regaerd to agriculture, information on measures and mechanisms influencing
tho export of the agricultural products is contained in .document MIN/3E/DOC/5/Rev.l
and addenda, ) _ :

5 According to the provisions of Article XVI:l, contracting partics are obliged
to notify any measures which operato directly or indiresctly to increase exports
from, or reduce imports into, their respective territoriecs., This information
shall include the extent and natare of the subsidization, the estimated effect on
the quantity of the affected product imported or exported as the case may be and
the circumstances making the subsidization necessary. In accordance with the
decision of the CONTRACTING PARTIES at their twentieth session (BISD, 118/58),
contracting parties are requested to submit every third year new and full
responseg to the questionnaire on subsidies contained in pages 193-194 of Ninth
Supplement (see Amnex I). ' New and complete notifications were to be submitted in
January 1975 (see document L/4141). Subsequent notifications in 1976 and 1977
will cover changes to the basic notifications for 1975.

Propoged soilutions

6. Working Group 1 of the Committee on Trade in Industrial Products directed its
work towards the sstablishment of possible ad referendum solutlions to the problems
created by subsidies. The Group took account of the list of prohibited practices
agreed in 1960 (reproduced in Annex II). The establishment of a new list was
discussed, For the content of this list and the comments made thereon, see
document MIN/3B/i0, paragraphs 7-11; for the discussions held on domestic
subsidies, see paragraphs 12«14, _ - '

7.  Work was continued in Group 3(b) -in May 1974 at which time a number of
suggestions concerming subsidies were made, . A note by the secretariat on this
meeting is contained in document MIN/3B/19. The report of the Group to the Trade
Negotiations Committee on subsidies is contained in document MTN/B,_ :

paragraphs 28-31 and 34-43., Both documents contain references to additional
documentation before the Group,: : ' C '

8. Group 3(b) met again in October 1974 %o ¢onsider proposals concerning
differentiated treatment for developing countries in the field of subsidies. In
this comnexion, it considered, inter alia, a proposal submitted by the Brazilian
delegation (document MIN/W/5). A report by Group 3(b) to the Trade Negotiations
Committee on this meeting is contained in document MIN/9, -

Main isgues

9. The previous discussions, including the one held at the meeting of the Group
"Non-Tariff Measures" from 4-7 March 1975, have related, inter alia, to the
following main issues:



(a)

(b)

(e)

()

(e)

(e)
(h)
(1)
(3)

(k)
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What connexion, if any, needs to be established: between negotiations in
the area of subsidies and in the ares of countervailing duties?

Should work in this area begin with negotiations on subsidies or should
solutions to the problems of countervailing duties be sought as a
matter of priority?

Should any possible solution in this area bé based on the éxisting
provisions of the GATT or is there a need for amendment of the General
Agreement? If the latter, should an amendment provide for different

cr additional oblmpatzonq?

Should there be a general deflnltlon of subgidies which are deemed not
to be in accordance with the General Agreement, or isg it advisable to

draw up a list of prohibited subsidy practices? If the latter, should
such a list be exhaustive or illustrative?

-How should domestic subsidies with trade distorting effects be dealt

with in the negotiations?-: Should any.list of prohibited practices
include or exclude domestic subsidies which have trade distorting
effects?

Can problems connected with -subsidies be sclved by an improved
notification and consultation procedure, possibly reinforced by
multilateral surveillance?

How could as wide an acceptance of obligations as possible in this
field be secured?

Should the dual pricing criterion contained in Article XVI:4 be
maintained? '

Should the standstill provisions of Article XVI:4 be revived in the
context of the negotiations?

What approach should be used towards competitive subsidization of
exports in thlrd country markets?

‘Should the distinction between the use of subsidiés for exports of

primary products and products other than primary products (Article XVI,
paragraphs 3 and 4) be maintained or should the provisions of
Article XVI:4 be extended to cover all products?
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(1) To what extent is differentiated trcatment for developing countries
feasible and appropriate in this area?

(m) Should developing countries undertake any obligations in this area,
consistent with their individual development, financial and trade needs?

(n) 1Is it feasible and appropriate to draw up a list of subsidization
practices that developing countries would be permitted to-use?

B, Countervailing dutieg

Docymentation concerning existing measures

10, Part I of the Inventoiy of Non-Tariff Measures (MIN/3B/1 and addenda,
Sectior B) contains a number of notifications on problems posed by the application
of countervailing duties, :

Proposed golutions

1l., Working Group 1 of the Committee on Trade in Industrial Products held five
meetings directed to the establishment of possible ad referendum solutions to the
problems created, inter alia, by countervailing duties from Moy 1972 to June 1973.
A summary of the different proposals put forward is contained in

document MIN/3B/10,

12. A number of suggestions concerning countervailing duties were made during

the meeting of Group 3(b) in Moy 1974. These suggestions are summarized in the
report of Group 3(b) to the Trade Negotiations Committee (MIN/3,

paragraphs 28-39, 32-43). More details will be found in a note by the secrotariat
on the meeting (MIN/3B/19). Both documents contain references to working
documents discussed in the Group.

13. Group 3(b) met again in October 1974. At the meeting, the Group considered,
inter alia, a proposal submitted by the Brazilian delegation for differentiated
treatment for developing countries (MIN/W/5), A report on this discussion is
contained in document MTN/9,

Main issues

14, The previous discussions, including the one held at thelmeeting of the
Group "Non~Tariff Measures" on 4~7 March 1975 have related, inter aliz, to the
following main issues:

(a) Should any possible solution in this area be based on the existing
provisions of the GATIT or is there a need for amendment of the
General Agreement? If the latter, should en amendment provide for
different or additional obligations?



(b)

(e)

(£)

(g)
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Shovld a declaration or an interpretetive note be prepared, spelling
out in more detail particular provisions of Article VI as they apply to
countervailing duties, or should a code be developed governing the
application of countervailing duties? I the latter, to what extent
does the Anti-Dumping Code produce useful guidance?

Can the problems connected with countervailing duties be solved by an
improved notification and consultation procedure, possibly reinforced
by multilateral surveillance?

Should nationel legislation which does not contain an injury criterion
be brought into line with Article VI of the General Agreement and
should the Protocol of Provisional Application cease to apply to
countervailing duties, or should a solution to problems created by
countervailing duties be sought primarily by provisions for the
elimination of the trade distorting effect of subsidies?

Are the present provisions of the GATT on countervailing duties adequate
to protect exporting industries from injury caused by competition from
subsidized exports in third country markets?

Is differentiated treatment to developing countries feasible and
appropriate in this area? If so, how might this be accorded?

Should developing countries undertake any obligation in this area,
consisbent with their individual development, financial and trade needs?
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ANNEX T

Notification of Subsidies Pursurant to Article XVI:1

Reports should bec made in writing for individusl commoditics and uadoer the
hecadings listed bclow. A suggostion of the type of information which might be
includcd undor cach hoading is sghown within brackcts:

I. Naturc and oxtcnt of the subaidx

{a) Background and authority '
(The rcason for the subsidy end the legislation undcr which it is grantcd.)

(b) Incidenco
(Whother paid to producers, to oxportcrs, or in somec other way; whcther a
fixed amount pcr unit, or fluctuating; if the lattor, how determincd.)

(¢) Amount of subsidy '
(Total cost ostimatod or budgeted or, when this is not foasible, cost in

preceding year.)
(d) Estimated emount per unit.

II. 4iffect of sub31dx
(2) Bstimated quantitativo tradc offocts of the subsidy; and the rcason
why it is comsidcred that the subsidy will have thesc offects.
(b) Statistics of production, consumption, imports and oxports:

(1) for the throc most recent years for which statistics arc
available;

(ii) for a previous reprosentative ycar, which, where possible and
meaningful, should be the latest period preceding the introduction of
the subsidy or proceding the last major chenge in the subsidy.
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ANNEX TIT

Paragraph 5 of the report of the 1960 Wbrklng Party, vhich conqldered the steps
that should be taken to implement the provisions of Artlcle XVI:4 is reproduced

below,

Tha fvll text of thir report, adopted by the CONTRACTING PARTIES ot +heir
seventecnth session, can e Jound en pagze 185 of the Ninth Suppiement of the
Basic Instruments end selseited Documants.

5. The lollowing deteilsd 1lst of measurss vhich ave considered as forms of
export subsidies by @ number of .ontracting partics was referred to in the
proposel submitted by the Government of France, and the guestion wes raised
whether it was clear thet thesc measu*es could not be maintaired if the provisions
of the f;rqi sentence of paragraph /4 of Article XVI were to become fully

operative

(a) Currency retention suheme or any similer practices which involve =
b o exports or re-cXnorts

(v) Tre orovizion by zovoerneechs of direct subsidies to exporters;

(¢) The remission, calculated in relation to exports, of direct taxes or
soclal welfare cherges on industrial or commercial enterpriscs;

(d) The exemption, in respect of exported goods, of charges or taxes, other
then cherges in connexdon with importation or indirect taxes levied at one
or several stages on the same zoods if sold for internal consumption, or
the peyament, in respect of exported goods, of amounts exceeding those
effretively levied at one or saveral stages on these goods in the form cf
indé’reet taxes or of charges in connexion with importation or in both forma;

(e) In respect of deliveries by governnents or governmental agencies of
imported raw materials for export business on different terms than for
domestic busineos, the charging of prices below world prices;

(f) Ir resvect of government export credit guarsntees, the charging of
premiums a2t rates which are manifestly inadequate to cover the long-term
operating costs and losses of the credit insurance institutions;

(g) The grant by governments (or specisl institutions controlled by
governnents) of oxport credits at rates below those which they have to pay
in order to obtein the funds so employed;

(h) The government beering all or part of the costs incurred by exporters
in coteining credit.
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The Working party agread that this list should not be considered exhaustive
or to limit in any way -the generality of the provisions of paragraph 4 of
Article XVI. It noted that the governments prepared to accept the declaration
contained in Annex A agreed that, for the purpose of that declaration, these
practices generally are to be considered /as subsidiss in the sense of
Article XVI:, or are covered by the Artlcles of Agreement of the International
Monetary Fund. The representatives of governments which were nct prepared to
accept that declaration were not able to subscribe at this juncture to a precise
¢nterpretatlon of the term "subsidies", but had no objection to the above
interpretation being accepted by the future parties to that declarstion for the

purposes of its application.



