
CHAPTER 7 

Rules applicable to exports 

Summary 
GATT rules  permit an  export  product to  he relieved of all indirect  taxes  home by  it  in 
the exporting  country.  The  rules  further allow  countries  to  levy  duties  on  exports  if 
these are necessary to control exports or to achieve any other  policy objective.  As  with 
imports, the  rules prohibit export  restrictions except  in a  few specified  situations. 

The Guid e ha s s o fa r describe d th e GAT T rule s applicabl e predominantl y t o 
imported products . Thi s chapte r briefl y discusse s th e rule s o n exports . 

Export incentive s providin g for the reimbursemen t o f indirect taxe s 

GATT rule s permi t countrie s t o reliev e a  product t o b e exporte d of : 

• Custom s duties and other indirect taxes levied on inputs used and consume d 
in it s manufacture ; 

• Indirec t taxe s o n th e exporte d product ; an d 

• Indirec t taxe s o n th e productio n an d distributio n o f the exporte d product . 

The ter m 'indirec t taxes ' cover s suc h taxe s a s "sales , excise , turnover , valu e 
added, franchise , stamp , transfer , inventor y an d equipmen t taxes" . Th e 
Agreement o n Subsidie s an d Countervailin g Measure s (SCM) , which provide s 
that foregoing by governments o f the taxes that ar e due and payable constitute s 
an expor t subsidy , clarifie s that : 

Exemption o f an exported product from dutie s or indirect taxes borne by the like 
product when destined for domestic consumption, or the remission of such duties 
or taxes in amounts not in excess of those which have accrued, shall not be deemed 
to be a subsidy. 

It i s importan t t o not e th e reason s fo r thes e rules . Unde r GATT' s nationa l 
treatment rule , a  countr y ma y lev y o n a n importe d product , i n additio n t o 
customs duties , al l indirec t taxe s tha t i t impose s o n lik e product s produce d 
domestically, provide d th e dutie s ar e no t levie d a t rate s highe r tha n thos e 
applied t o domesti c products . Unles s therefor e th e exporte d produc t i s eithe r 
relieved or exempted from th e indirect taxes payable in the exporting country, i t 
becomes subjec t t o doubl e taxatio n -  i n bot h th e exportin g an d importin g 
country. 

The rules , however , allo w a n exporte d produc t t o b e relieve d o f indirec t taxe s 
only. I t may not b e relieved o f the direc t taxe s (suc h a s income ta x and taxe s o n 
profits) payabl e b y producin g enterprises . Th e SC M Agreemen t clarifie s tha t 
"exemption, remission or deferral specificall y related to exports, of direct taxes or 
social welfare charge s pai d o r payable " by th e producin g enterpris e constitut e a 
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prohibited expor t subsidy . Th e economi c rational e fo r thi s rul e arise s fro m th e 
assumption tha t th e burde n o f indirec t taxe s i s generally shifte d t o th e produc t 
and i s reflected i n its price, while direct taxes are not s o shifted, bu t ar e generally 
absorbed b y the ta x payer producer . 

Almost al l countrie s toda y hav e incentiv e schemes . Thes e scheme s mak e i t 
possible fo r exportin g enterprise s t o clai m exemptio n from , o r drawbac k of , 
customs dutie s pai d o n input s use d i n the manufactur e o f expor t product s an d 
the reimbursement o f indirect taxes borne by such products. Further, in order to 
ensure tha t exportin g enterprise s ar e no t disadvantage d i n sellin g i n outsid e 
markets, countrie s rarel y impos e taxe s o n exports . 

Rule governing export control measures 

GATT rules, however, recognize that in certain situations countries may have to 
take measure s t o contro l exports . A s wit h imports , countrie s ar e require d i n 
such situation s t o giv e preferenc e t o price-base d measures . Th e rule s thu s 
permit countrie s t o us e expor t taxe s bu t prohibi t restriction s o n export s unles s 
they ca n b e justifie d unde r on e o f the exceptions . 

Export taxes 

Revenue consideration s hav e le d som e developin g countrie s t o lev y expor t 
duties. Today , thes e countrie s ar e reducin g thei r dependenc e o n thes e dutie s 
because o f thei r advers e effect s o n th e expor t trade . 

However, apar t fro m revenu e considerations , expor t dutie s ma y als o be levie d 
to attain certai n othe r policy objectives. They may, for example, be temporaril y 
imposed immediatel y afte r a  devaluatio n i f th e lowe r expor t price s i n foreig n 
currency term s d o no t brin g abou t th e expecte d ris e in export s while providin g 
undue benefi t t o exporters . 

Duties ar e levied by countries exportin g primary commoditie s t o improv e thei r 
terms of trade. They may also be used to control exports in order to increase th e 
availability o f resource s t o th e domesti c processin g industr y o r t o contro l fo r 
environmental o r ecologica l reason s furthe r exploitatio n o f th e country' s 
natural resources . 

One o f th e majo r advantage s o f expor t dutie s ove r expor t restriction s i s tha t 
they provid e government s wit h additiona l revenue . Government s ofte n us e 
such revenu e t o assis t th e producer s o f the taxe d commoditie s an d products . 

GATT 1994, Article 1:1 Th e basi c G A T T rul e requirin g countrie s t o exten d M F N t rea tmen t applie s t o 

duties o n bo t h import s an d exports . T h e M F N principl e als o applie s to : 

• Th e metho d o f levying suc h duties , an d 

• Al l rule s an d formalitie s connecte d wit h exportation . 

Export restrictions 

The GAT T provisions prohibitin g restriction s o n import s als o apply to exports . 
There are , however, a  few exceptions to this rule . Thus i t is open to a  country t o 
restrict o r prohibi t exports , i f this i s necessary : 

GATT 1994, Article •  T o implemen t standard s o r regulation s o n th e classification , gradin g o r 
Xl:2(b) marketin g o f commoditie s i n internationa l trade , an d 
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GATT 1994, Article •  T o preven t o r reliev e critica l shortage s o f foodstuff s o r o the r essentia l 
Xl:2(a) products . 

In addition , th e rule s preven t countrie s fro m imposin g restrictions : 

• O n ra w material s i n orde r t o protec t o r promot e a  domesti c fabricatin g 
industry, 

• T o avoi d competitio n amon g exporters . 

Business implications 

It i s importan t fo r th e busines s perso n t o not e tha t GAT T rule s permi t th e 
reimbursement o f custom s dutie s pai d o n productio n input s a s wel l a s th e 
refund o f th e indirec t taxe s born e b y exporte d products . A s regard s custom s 
duties, th e practic e i n mos t countrie s i s eithe r t o exemp t input s importe d fo r 
use i n expor t productio n fro m paymen t o f duties , o r t o permi t exporter s t o 
claim a duty drawback after export . Most countries also have incentive scheme s 
allowing exporter s t o clai m th e reimbursemen t o f indirec t taxe s born e b y th e 
exported product . As relief fro m suc h taxe s o n product s exporte d i s granted b y 
almost al l countries , enterprise s i n countrie s tha t d o no t provid e suc h a  relie f 
may fin d themselve s a t a  disadvantag e o n foreig n markets . I t i s necessar y t o 
ensure tha t th e amoun t reimburse d doe s no t excee d the actua l incidence o f th e 
customs duties on inputs and of the indirect taxes on the exported product . Any 
payment in excess of the actual incidence would amount to an export subsidy . 

As i s explaine d i n chapte r 8 , countrie s ar e prohibite d fro m grantin g expor t 
subsidies. Developing countries have a  transitional period o f eight years (i.e . up 
to 1  January 2008) t o phase out their existing export subsidy schemes. The rule s 
do no t permi t thes e countrie s t o gran t durin g th e transitiona l perio d subsidie s 
on product s tha t hav e no t benefite d fro m the m earlier . Furthermore , th e rule s 
permit th e refun d onl y o f indirec t taxe s born e b y th e exporte d product . An y 
exemption o r payments t o exporter s t o compensat e fo r direc t taxe s payable o n 
export earning s ar e no t allowed . 

GATTs basi c approach tha t exported products shoul d be relieved of all indirec t 
taxes also implies that , where i n specia l situation s countrie s lev y export duties , 
the nee d fo r maintainin g the m shoul d b e kep t unde r continuou s review . I t i s 
important fo r the busines s perso n t o know that suc h duties , like import duties , 
can b e applie d b y government s onl y o n a n MF N basis . I t i s no t ope n t o a 
country to levy a higher expor t duty on export s to one destination an d lowe r o r 
no dut y o n export s t o othe r destinations . 
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