
GENERAL AGREEMENT ON M Î ÏËMED 
Spec(69)94/Add.l 

TARIFFS AND TRADE 19 August 1969 

Working Party on Border Tax Adjustments 

DRAFT NOTE BY TIE SECRETARIAT OK THE MEETINGS 
OF 23 TO 25 APRIL AND 30 JUNE TO 3 JULY 1969 

Addendum 

Attached is the draft note completing that reproduced in Spec(69)94- of 

3 July 1969. 

Members of the Working Party are invited to submit any comments they might have 

by 15 September 1969. 

\ 



Spec(69)94/Add.l 
Page 2/3 

VI. Problems relating to developing countries 

70. As had been agreed at the seventh session, the Working Party devoted part of 

its eighth session to the question of border tax adjustments as they related to 

the special interests of developing countries. 

71. Part of the exercise took the form of a discussion on the information 

supplied by developed countries, 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)l34/Add.l3. 

72. On the basis of an interpretation given to Articles II:2(a) and 111:2 of the 

General Agreement, it was stated that inasmuch as an imported commodity was not 

the same as, or similar to, a domestically-produced commodity in the importing 

country, it should not be subject to a border tax adjustment. Border tax 

adjustments were only justified provided they were not in excess of the exact 

amount of tax borne by the same, or similar, domestically-produced commodity. 

Since domestic production was not put at a disadvantage by the importation of 

products not domestically produced, any border tax adjustments for such imports 

could not be considered trade neutral, because the question of tax shifting would 

not arise, and would therefore have adverse trade effects for exporters of those 

products. Recent fiscal measures that had been taken by a developed country to 

favour imports proved that it was administratively possible to exempt from 

internal levies imported goods which were not domestically produced. Any loss of 

budgetary revenue to the importing country due to such an exemption could be 

simply replaced by taxing another source. Furthermore, it was stated that some 

excise taxes could be found to discriminate against developing countries, 

especially in the tropical products area. 

73 • *t was pointed out that soma changes in indirect taxes in the past 

few years, particularly in those cases where a cumulative turnover tax 

system had been replaced by a tax on value added system, had led to 

increases in tax incidence on products from developing countries. These 

changes in indirect taxas vrere contrn.:-rj in general to Part IV and in 

particular to Article XXXVII of the General Agreement which enjoined 
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developed contracting parties to refrain- - from- imposing new fiSCâl"mea"s'ûrès on 

importa from developing..countriesi .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 an expert 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 secretariat. 

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 imported silk from a developing country and made silk shirts 

from the raw material, it, could export the shirts to a third country and fully 

compensate the exporter through a border tax adjustment. Such an adjustment 

would have the effect of an export subsidy and would adversely affect the exports 

of silk shirts by developing countries into the third country's market. 

75. The view was also expressed that if Articles 11:2(a) and IIIs2 were 

interpreted as meaning that there should be no internal taxes levied on all 

imported or similar products not produced domestically, such "a principle would 

deprive developing countries of a large part of their budgetary revenue while 

hardly affecting developed countries which produced practically all the products 

figuring in the Brussels Tariff Nomenclature. Even if primary and semi-̂ processed 

imports ..from developing, countries were exempted from the tax outvalue added this 

would be of no consequence since the tax would eventually be collected at a 

successive stage of. value added on the imports. The only logical procedure would 

therefore be to exempt the final product from the tax on value added, but since 

developing countries exported only small amounts of finished products any measures 

taken at the fiscal level for these products would be of limited significance.. .: 

J 
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76. General indirect taxes were levied, in most developed countries where they 

were applied, on the basis of budgetary rather than commercial policy 

considerations. . To exempt products interesting developing countries from internal 

taxes would be equivalent to introducing preferential treatment into the fiscal 

domain, and could establish a dangerous precedent. 

77. The main purpose of Article III of the GATT was to prevent internal taxes 

affording protection to domestic production. It was remarked that Part IV of the 

General Agreement referred to excise or selective taxes and not to indirect 

taxes of general application. Article XXXVII referred to taxes applied 

specifically to products wholly or specifically produced in developing countries. 

78. 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 markets 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. Moreover, since most of these taxes were 

specific, their incidence had been considerably reduced by the general rise in 

prices over the past ten years. 

79. 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. Consequently, it 

was difficult to generalize on whether taxation had increased as a result of the 

changeover. Regarding recent fiscal measures taken by a developed country to 

favour imports, it was stated that such measures should be examined in the context 

of commercial policy since they could not be regarded as fiscal measures. 

VII. General 

80. Several members of the Working Party seemed to consider that border tax 

adjustments were normally not being applied with a view to solving international 

balance-of-payments problems, and that likewise they had no significant impact 

on the balance-of-payments position. Such effects could make themselves felt, 

but neither the maintenance of existing systems nor the change-over to new 
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systems involved such a degree of advantage to domestic production that they 

could have significant adverse trade effects. They felt that the question of 

stability 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 to another. No 

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 fiscal neutrality in international trade 

could be achieved and the present GATT 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 Agreement was not warranted. 

On the other hand, GATT could provide a useful forum for study, discussion and 

possibly consultations with regard to the practical implementation of border tax 

adjustments. 

81. Others felt that the impact of border tax adjustments on the balance-of-

payments position as well as on the competitive position of domestic industry 

was obvious and that GATT should study the monetary implication of all taxes 

levied at the border. They claimed that recent changes in the taxation system 

as well as in the level of border taxes continued to create an imbalance. The 

present GATT rules gave a competitive advantage to countries relying more heavily 

on indirect taxes. Full forward-shifting into the prices did not always take 

place. The situation had been aggravated by countries making up for under

compensation. Furthermore, the varying border adjustments made for taxe occulte 

gave rise to trade effects) acceptable definition was therefore needed. The 

present GATT rules did not reflect a satisfactory approximation of reality. 

82. It was pointed out that further study was still needed before the Working 

Party could reach any consensus on the points that had been examined. 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. 
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The EEC submitted their statement in document Spec(69)89, Switzerland in 

Spec(69)100 and the United States in Spec(69)98. The Nordic countries referred 

to their statement made at the seventh meeting and reproduced in Spec(69)55-

o3« It was agreed that these statements, along '.dth others tlu~.t members laight 

wish to sub: it, should be carefully studied in the different capitals of members 

of the Working Party before the next Meeting. These statements would prove 

useful when the Working Party would report its findings and conclusions to the 

Council or to the OuNTIUCTIilG PAitTLLô. 

84. Members whose governments had adopted the tax on value added system, or 

intended to do so, were requested to submit short papers on the trade effects-

of the new tax before the next meeting. 

Other 

85. The Working Party came back to point 1(a) of the terms of reference to 

examine the provisions of the General .Agreement relevant to border tax 

adjustments, 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 were considered under point 2 of the terms of reference and before 

reporting to the Council. 

86. The Chairman informed the Working Party that the Industrial Committee 

considered that the notifications listed in document Spec(69)79, which had been 

extracted from section F of document Spec(69)7l/Add.l, fell within the competence 

of the Working Party. It was agreed that the Working Party would discuss this 

point at the next meeting after members had the time to study the relevant 

documents. 

87. Reference was made to the study being prepared in the OECD on the use made 

of instruments acting on international trade flows for balance-of-payments 

adjustment purposes. The study was expected to be completed in September. The 

secretariat was asked to request the OECD Council to make the study available 

for the internal use of the Working Party. 
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Date and agenda for next meeting • 

88. The Working Party agreed to hold its next meeting from JO October to 

U November. 

89. The Working Party should then: 

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

forward, as called for under point 2 of the terms of reference; 

- continue the discussion on: (a) the effects of the change-over to the 

tax on value added system in certain countries since this system would 

have been ii force for a period of time long enough to enable assessment of 

these effects; (b) the problems facing the less-developed countries; 

(c) the interpretation of GATT rules relevant to border tax adjustments; 

(d) and any remaining points; 

- consider, in the light of its examination, how to deal with the 

presentation of its report to the Council or the COUTRICTING P.ÛRTIES. 
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.-:• .. - ANNEX 

Bibliography of Recent Books and Articles on Border Tax Adjustments •;• 
in Addition to .Those That Appear in Annex I of the OEGD Publication . 

"Border Tax Adjustments and Tax Structures in OECD Member Countries" 196a 

• BOOKS 

Belassa, Bella. Trade Liberalization among Industrial Countries: Objectives 
and Alternatives. (New York: McGraw-Hill Book Co., Inc. 1967) 

Dosser, D. and Han, S.S. Taxes in the ESC and in Britain; The Problem of 
Harmonization. (London: Chatham House: 1963) 

Douglas, Paul H. America in tho Market Place - Trade, Tariffs and Balance of 
Payments. (New York: HoH Rlnshar-t and Winston, 1966} 

Goode, Richard, "Rates of Return, Income Shares and Corporate Tax Incidence", 
in Marian Krzyzaniak, éd., Effects of the Corporation Income Tax 
(Detroit: Wayne State Uniyersity...?re3s-y-1966} 

Hinshaw, R. The European Community and American Trade. 
(New York and London: F.A. Praeger, 1965/ 

Patterson, Gardner. Discrimination in International Trade. 
(Princeton, New Jersey: Princeton University Press,'1966} 

Slitor, Richard E. "Corporate Tax Incidence", in Marian Krzyzaniak, éd., 
Effects of the Corporation Income Tax (Detroit: Wayne State University Press, 1966) 

ARTICLES —• • -

Aaron, Henry. «The Differential Price Effects of a Value-Added Tax». 
(National Tax Journal. June 1968) " 

Aliber, Robert Z. and Stein, Herbert. "The Price of U.S. Exports and the Mix of. 
U.S. Direct and Indirect Taxes"« (American-Economic Review, 1964) 

Cohen, Benjamin N. "Measuring the Short-Run Impact of a Country's Import 
Restrictions on Its Exports". (Quarterly Journal of Economics. August 1966) 

Daniel, W.W. "Incentives Under a Value-Added Tax". (The Banker. March 1968) 

Due, John F. "Indirect Taxes and Relative. Prices: Comment" 
(Quarterly Journal of Economics, May 1968) 

"The Value-Added Tax" (Western Economic Review. Spring 1965) " 
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Forte, F. "On the Feasibility of a Truly General Value-Added Tax". 
(National Tax Journal. December 1966) 

Friedlaender, Ann. "Indirect Taxes and Relative Prices". 
(Quarterly Journal of Economics. February 1967) 

"Indirect Taxes and Relative Prices: Reply". 
(Quarterly Journal of Economics. May 1968) 

Frâëser, R.D. "Externalities and Corrective Taxes: A Comment". 
(The Canadian Journal of Economics. May 1968) 

Gordon, Robert J., "Corporation Tax Incidence: Reply to Krzyzaniak and Musgrave1.'. 
(American Economic Review. December 1968) 

Harberger, Arnold C. "A Landmark in the Annals «f Taxation". 
(The Canadian Journal of Economics. February 1968) 

Harberger, Arnold C. "The Corporation Income Tax: An Empirical Appraisal", 
U.S. Ways and Means Committee, Tax Revision Compendium. Vol. I 
(Washington, Government Printing Office, 1959) 

Harberger, Arnold C. "The Incidence of the Corporation Income Tax" 
(Journal of Political Economy. June 1962) 

Haberlev, G. and Willett, T.D. "United States Balance of Payments Policies and 
International Monetary Reform. A critical Analysis". 
(American Enterprise Institute for Public Policy Research, Washington, 1968) 

Helliwell, John. "Stimulating the Macroeconomic Effects of the Carter Proposals". 
(The Canadian Journal of Economics. February 1968) 

Johnson, H.L. "Tax Pyramiding and the Manufacturers Excise Reduction of 1954"» 
(National Tax Journal. September 1964.) 

Johnson, J.G. "The International Competitive Position of the United States and 
the Balance of Payments for 1968: A Review Article". 
(The Review of Economics and Statistics. February I964.) 

Lindholm, R.W. "A Comment on the Balance of Payments Deficit and the Tax Structure". 
(The Review of Economics and Statistics. February 1966) 

International ïax Disharmony: "A Basic Cause of United States International 
Payment Restraints". (The Western Economic Journal. Summer 1966) 

National Tax System and International Balance of Payments 
(National Tax Journal, June I966) 

1 
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Malkiel, B.G.; and Kane, E.S. "U.S.. Tax Law and the Locked-in Effect.!'. 
(National Tax Journal. December 1963) _•. 

Malt, Mchard, "Some Aspects of a Value-Added Tax for Canada". 
(The Canadian. Journal of Economics. February. 1968) .. vi>. 

McClure, C. "Commodity Tax Incidence in Open Economics". 
(National Tax Journal. June 1964.) • 

"The Inter-Regional Incidence of General Regional Taxes". _..• 
(Public Finance, forthcoming) 

"Taxation, Substitution, and Industrial Location!1. . _ . 
(Journal of Political Economy, forthcoming) 

"Taxes and the Balance of; Payments: ..Another Alternative Analysis". 
(National Tax Journal. March 1968) 

McDonald, Stephen L. "On the Non-Neutrality of Corporate Income Taxation: 
A Reply to Steiner". (National Tax Journal. March 1964-) 

Messere, K.C. "Border Tax Adjustments". (OECD Observer. October 1967) 

"Some Misunderstandings about Border Tax Adjustments, Consumption Taxes and 
Tax Shifting". (OECD Observer. February 1969) 

Moffat, William R. "The Incidence of the Corporation Income Tax: Comment", 
unpublished 

Mieszkowski, Peter h. "The Comparative Efficiency of Tariffs and Other Tax-
Subsidy Schemes as a Means of Obtaining Revenue or Protecting Domestic Production". 
(Journal of Political Economy. December 1966) 

"On the Theory of Tax Incidence". (The Journal of Political Economy. June 1967) 

Moore, Milton "Th^ Carter Report - Some Misgivings". 
(The Canadian Journal of Economics. February 1968) 

Musgrave, R.A. "The Carter Commission Report". 
(The Canadian Journal of Economics. February 1968) 

Plott, C.R. "Externalities and Corrective Taxes". (Economica. February 1966) 

Oates, "Wallace E. "The Theory of Public Finance in a Federal System". 
(The Canadian Journal of Economics, February 1968) 
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Parks, Robert H. "Theory of Tax Incidence:' International Aspects". 
(National Tax Journal. June 1969) 

Poole, Kenyon E. "The Fiscal Performance of Indirect Taxation: An Evaluation". 
(Queen's University Papers in Taxation and Public Finance) John R. Allan and 
Irving J. Goffman (Ed.) Canadian Tax Foundation, Toronto, Canada, i960 

Reuber, Grant L. and Bodkin, Ronald G. "On Estimating the Effect of the Carter 
Commission's Recommendations on Domestic Swings", 
(The Canadian Journal of Economics. February 1968) 

Spencer, Byron G. "The Shifting of the Corporation Income Tax in Canada". 
(The Canadian Journal of Economics. February 19&9) 

Strumpel, Burkhard "The Disguised Tax Burden Compliance Costs of German 
Businessmen and Professionals". (National Tax Journal. March 1966) 

Tanzi, Vito "Tax Systems and Balance of Payments: An Alternative Analysis". 
(National Tax Journal. March 1967) 


