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Executive summary

Only approximately one half of World Trade Organization (WTO) Members report their subsidies to
the WTO, as required under Article 25 of the Agreement on Subsidies and Countervailing Measures
(ASCM). The poor performance of countries in this area undermines the effectiveness of the ASCM
and disadvantages WTO Members that do not have the resources to investigate other countries’
potentially trade-distorting subsidies. Those members that fail to notify their subsidy programmes to
the WTO are in breach of their international obligations.

In 2006, the Global Subsidies Initiative (GSI) of the International Institute for Sustainable
Development (IISD) developed a new template for notifying subsidies to the WTO. The template is
intended to standardize the format in which WTO Members can report subsidies and thereby increase
the quantity and quality of the information that they provide.

The present study successfully used the GSI template to develop an alternative notification covering the
German federal government and the sixteen Lander (states). Germany was chosen because it has one of
the poorest records among large Organisation for Economic Cooperation and Development (OECD)
economies of notifying specific subsidies to the WTO. Instead of the 11 subsidies notified for
Germany for 2006 (with a total value of € 1.25 billion), the study’s conservative approach identifies
180 specific subsidy programmes that should have been notified (totalling € 10.8 billion). Under-
reporting may be attributable to a number of causes and the aim of the study was not to incriminate
Germany, but to demonstrate that the current notification system needs to be reformed.

The GSI template was found to be an easily accessible and transparent instrument to record specific
subsidies as part of the overall notification process. The key change proposed to the template to
enhance its usability was the introduction of a unique subsidy identifier, which would help track subsidy
programmes that extend over several products or over multiple years.

Notification of subsidies would also benefit from separate and more detailed reporting of regional
subsidy programmes, which can account for a large proportion of total subsidisation in many countries.
Regional specificity is an independent cause for notification and as such, does not require additional
information to be provided about which products or industries profit from the subsidies. They can
serve as a cloak for subsidies that are also sector-specific. Regional programmes should ideally be
notified with additional information on their intended use.

However, there is some room for discretion about which subsidies are notified. No WTO Member
economy would ever seriously think of notifying all specific subsidies, including those which confer
benefits of only a few dollars or euros. So Member states must use their own judgement in formulating
a “sensible” notification. The GSI-template includes definitions of subsidies “worthy of notifying.”
This might be accomplished with a “white list” (subsidies that do not need to be reported) or a
de minimis rule, or both, and a WTO-handbook of specific subsidies and measures to be notified.

The template could help reduce the workload of notifying subsidies to the WTO—at least for those
countries which are already producing a truly complete notification at present. For countries not
delivering full notifications, the conclusion on the workload is necessarily ambiguous. When comparing
actual notifications to the WTO with full notifications in the GSI-template, the workload might also
increase. However, should these under-reporting countries wish to honour their WTO commitments,
the template would provide an effective tool for notifying their subsidies.

All the methods to improve transparency and to reduce the workload of making notifications still do
not tackle the basic political economy of the ASCM. With increased transparency, the fear of self-
incrimination may even rise. The incentive—and the sanctions—problems for notifications remain the
same. In this sense, the GSI-template can be seen as a first and necessary step towards a process for
improving the current system of subsidy notification in the WTO.



1 Purpose of the study

Subsidies can severely distort the conditions and outcomes of international trade. They can lead to an
international division of labour and investment that does not accord to comparative advantages but to
differences in the power to subsidise. In view of this danger, the Agreement on Subsidies and
Countervailing Measures (ASCM)—an Annex to the founding treaty of the World Trade Organisation
(WTO)—establishes disciplines on its Members’ use of subsidies. Among other measures, it provides a
means for countries to examine other countries’ subsidies programs in a transparent way.

According to Article 25 of the ASCM, countries are obliged to submit notifications describing the
essential features of all specific subsidies, as defined in Articles 1 and 2 of the Agreement. But Article
25 is not the only multilateral obligation on transparency of subsidies. Countries are also obliged to
report all other subsidies that operate directly or indirectly to increase exports of any product from, or
to reduce imports of any product into, the territory of the Member granting or maintaining the
subsidies. This follows from an obligation already established in Article XVI:1 of the 1947 (now
“1994”) General Agreement on Tariffs and Trade (GATT).

However, Member states follow this obligation only half-heartedly. In 2001, Members agreed to submit
new and full notifications of all specific subsidies every two years. In the World Trade Report 2006—a
special issue on subsidies—the WTO gives a sad picture of the reporting situation: as of early 20006, 29
of the 149 WTO Members had not submitted any notification pursuant to the ASCM, and many other
countries had not provided quantitative information on subsidy programmes or at least had not
provided it systematically. As a result, in most years, information is only available for less than half of
the WTO Membership (WTO 20006, p. 111-2). In addition, for those countries that do report subsidies
regularly and in a timely manner, there is the suspicion of severe underreporting. Possible reasons for
underreporting are that the Members:

e consider the notification procedure too complicated or too burdensome;

e are uncertain as to what information should be reported, and what left out;

e face no effective sanctions for non-compliance with the obligation to notify; or

e deliberately choose not to report subsidies that could be adversely challenged by other members

(fear of self-incrimination).

As far as the first two points are concerned, under-reporting in ASCM-notifications can be seen as a
technical problem. Reducing the workload of notifications and making them more accessible to the
notifying Member states, as well as increasing transparency on the coverage of the ASCM-notifications
can solve or alleviate this problem.

The last two points relate to the political economy of the ASCM. WTO Members may have little
positive incentives to comply with the obligation to notify all specific subsidies. In fact, a Member has
little to gain from making a full and timely notification, apart from burnishing its reputation as a
country that fulfils its WTO obligations. Sanctions for non-compliance are weak. Against this
background, positive incentives #of to notify all subsidies may gain ground. From 2000 onwards, the
WTO discontinued the “green light”-category of non-actionable subsidies, leaving only “yellow light,”
which is actionable subsidies and “red light”, or prohibited subsidies. As Ahn (2005) puts it: “The
situation of current subsidy traffics looks quite messy. All green lights for subsidy roads were taken off
from the traffic signals, leaving only red and yellow lights. Most of subsidy traffics are either jammed at
red lights or risking their lives to venture passing at yellow lights.”

Thus, all subsidies that become visible in ASCM procedures are potentially at risk of being considered
at least actionable. Formally, the notification of subsidies has nothing to do with this because subsidies



notified are not being challenged automatically. Since the burden of proof of harmful effects does not
lie with the Member granting a specific subsidy but with the Member challenging it, the notification
itself should be relatively “safe”. On the other hand, a// notified subsidies are in the constant danger of
being challenged because none can be pre-approved. There is no procedure for authorising acceptable
subsidies as there is in EU State-aid law. So neither the granting state nor the receiving enterprises can
gain legal certainty. Under these circumstances, the incentive #of to notify subsidies due to fear of self-
incrimination is rather strong. Of course, this argument applies not only to subsidies that might receive
a green light. For all subsidies that the subsidising government knows could harm international trade
relations, non-notification obviously is a superior strategy if the country is unwilling to change its
subsidies programmes.

However, this is only a simple textbook political economics’ perspective. Many Member states can
effectively increase domestic welfare by tying their own hands through the WTO and the ASCM in
particular, as Crowley (2006) has shown. This, and the firm conviction that trade relations undistorted
by the individual countries’ power to subsidise in general benefit all trade partners was the motive for

the adoption of subsidy disciplines by all GATT/WTO Members.

So, leaving aside the discussion of incentives and motives, one straightforward point must not be
forgotten: not notifying specific subsidies to the WTO, or notifying only a fraction of the actual
subsidies, is a breach of international law.

The purpose of this paper is not to incriminate any WT'O Member on this point. As it has been pointed
out above, technical and informational obstacles first have to be overcome. Member states willing to
notify specific subsidies completely and in a timely fashion may find themselves unable to fulfil this
obligation. It is obvious that this passage has to be cleared first. Only then will Member economies
have a true choice to follow—or to ignore—their duty to notify subsidies.

The intention of this paper is to help pave the way to more transparent and complete notifications of
specific subsidies. For this purpose, the Global Subsidies Initiative (GSI) of the International Institute
for Sustainable Development (IISD) has developed a proposal of a new template for notifying subsidies
to the WTO (see Steenblik and Simén, 2007).1

The GSI-template aims to: reduce the workload of notifications, making it easier to comply; reduce the
uncertainty as to what should be notified and what not; and thereby improving the transparency of
subsidies granted.

This paper builds upon the GSI’s proposed notification template. We apply the subsidy template to
German subsidies on the federal and Linder level. The primary task of this exercise is to test the
template in a practical application, to show its strong sides, to reveal eventual weaknesses, and to make
proposals for improvements of the template.

Germany has been selected for this field test for two reasons: first, subsidy transparency in Germany is
traditionally rather high. The federal government has been publishing its own biannual subsidy report
for forty years; most Linder-governments also report regulatly on the subsidies they grant. What is
more, the budgets of these sub-national administrations also give a detailed account of subsidies and aid
programmes planned. From these sources, we have a clear notion that Germany in general is not
among the countries most opposed to the use of subsidies as an instrument of economic policy. This
leads directly to the second reason why Germany was chosen: Among its “peers”—the big and wealthy
OECD-countries—Germany has one of the poorest records of notifying specific subsidies to the
WTO. So Germany promises to make a good case study of the improvements possible with the
implementation of the GSI notification template.

1 See Section C for a summary of the proposed template.



2 Starting points

Before we start with the application of the GSI-template to German subsidies we present introductory
sections on the two subjects that are being brought together in this paper. First, we give a short
overview of German subsidies (see 2.1). Then, there is a summary of the notification obligation of the
WTO Agreement on Subsidies and Countervailing Measures (ASCM). Here we try to pin down exactly
which subsidies must be notified to the WTO, using a sequential approach to identifying and
categorising the relevant subsidies. We do this by putting first those conditions that call for the smallest
effort in identification (see Section 2.2).

2.1 Number and value of subsidies in Germany

In many countries there is little or no systematic information on the use of subsidies by the
government. This is not the case in Germany. Certainly, some areas of German subsidy policies are in
dire need of increased public information but in general, the availability of information on subsidies is
good. Especially when assessing the total amount of subsidies, the choice of estimations is remarkable.

Even when we examine all non-official sources like research institutes, NGOs or other interested
agencies, we still have the choice of three different official figures:

1. Subsidy volume as defined in the Federal government’s biannual subsidy report. The estimated
total volume of subsidies also encloses a figure for revenue forgone due to tax expenditures, and
one for subsidies granted by the Linder.

Subsidy volume as defined in the national accounts according to SNA93 and ESA95 Standards.
State aid as reported by the European Commission on the basis of data obtained in the execution

of aid-control policies according to Art. 87/88 EC-Treaty.

All three definitions have been criticized for being too restrictive from the standpoint of assessing the
harmful impacts of subsidies on trade, on competition, and on the allocation of resources (see Thone,
2005). Nevertheless, they are very useful as a benchmark because they produce “official figures”.

Figure 1 contrasts the total amount of government subsidies according to these definitions with the
total amount of subsidies notified for Germany for the common base year 2004. Obviously, the
definitions of the governmental subsidy report, of national accounts and of state aid control differ
widely as they produce figures for the total amount of aid measures between € 17.2 billion and € 55.4
billion. This also seems to be the case when we look at German subsidies notified to the WTO for
2004, since they only amount to € 1.58 billion.

Yet a second look reveals that different definitions may not be the only cause of the enormous
discrepancy. The WTO notification itself is very brief. For 2004 and for the whole of Germany—
federal level and all Linder—only eleven pages summarise eight subsidies or subsidy programmes:
three federal measures, one joint Bund-Linder-programme and four subsidies from individual Linder.?

2 See WTO Committee on Subsidies and Countervailing Measures (2005): Subsidies—New and Full
Notification Pursuant to Article XVI:1 of the GATT 1994 and Article 25 of the Agreement on Subsidies and
Countervailing Measures; European Communities, Addendum Germany. G/SCM/N/123/EEC/Add.9 of 26
August 2005.



Of the € 1.58 billion amount that can be added up from the eight measures, 73 per cent stem from the
joint scheme “Improving the regional economic structure”. For anyone who is only slightly familiar
with German subsidy policy, it is obvious that this notification is very incomplete.

Fed. Gov.: Subsidy report

National accounts

COM State aid Scoreboard 17,2bn. €

SCM-Notification to WTO 1.6bn. €

Sources: Federal Statistical Office, COM (2006): State aid scoreboard, BMF (2006): 20. Subventionsbericht, WTO (2005): Notification of
German Subsidies, G/SCM/N/123/EEC/Add.9.

Figure 1 German subsidies in 2004 according to different official sources

In the meantime, the notification of German subsidies for 2005 and 2006 has been delivered.?3
Unfortunately, it looks more or less the same. There are eleven programmes amounting to
€ 1.25 billion in 2006 altogether. As was the case in 2004, the joint scheme “Improving the regional
economic structure” accounts for the lion’s share, with more than 81 per cent of the total. This joint
programme is supplemented with three federal subsidies and seven Linder-programmes. When taking a
closer look at some of the individual programme descriptions one cannot help thinking that these were
compiled with the clear expectation that nobody will ever read them. To illustrate this point:

e The only subsidy reported for the region of Brandenburg is a capital grant to a corrugated-base-
paper plant. This subsidy was already reported in the prior notification for 2003-04. The newest
information from the current notification for 2005-06 relates to a Commission decision from 2002
which authorised the aid measure. The notification does not mention that construction of the plant
was completed in 2004 and started production in that year. And the notification does not make
clear why this subsidy is again reported for 2005-06.

e Since 2000 the only subsidy reported for the city of Berlin is a reduction of rates on inheritable
land-use rights for certain manufacturing firms. This measure has always been reported up to the

3 See WTO Committee on Subsidies and Countervailing Measures (2007): Subsidies—New and Full
Notification Pursuant to Article XVI:1 of the GATT 1994 and Article 25 of the Agreement on Subsidies and
Countervailing Measures; European Communities, Addendum Germany. G/SCM/N/155/EEC/Add.10 of
23 November 2007.



last cent, for 2006 the subsidy was exactly € 39,785.27, for example. This precision—even though
eccentric—certainly is very productive. Yet in the same instance, the new notification repeatedly
reports the volume of another subsidy program, of the joint Bund-Ldnder regional scheme, as € 1
million. In fact, it is more than € 1 billion.

These points highlight that there is still some room for improvement in the notifications of German
subsidies to the WTO.

2.2 Subsidies to be notified under the Agreement on Subsidies
and Countervailing Measures

When analysing the alleged under-reporting of subsidies to the WTO, the first question, naturally, is
which subsidies are supposed to be notified according to Article 25.2 ASCM, and which are not. The
legal definition of subsidies and, more importantly, of specific subsidies leaves some room for
interpretation because not all critical questions have been addressed in a formally binding procedure.
For this reason a brief overview of which subsidies are taken into account in our exemplary application
of the GSI’s subsidy template is included. In this process, we follow an “zn dubio pro notification” policy:
When in doubt, notify! We cannot solve all cases of doubt because WTO jurisdiction, so far, has not
answered all open questions on the scope of subsidies to be notified.* Notification is only the first step
relating to the WT'O’s regulation of subsidies; its main purpose is transparency. This objective can only
be attained when all cases (including cases of doubt) are notified.

The fundamental question of which subsidies must be notified according to the ASCM arises for every
WTO Member state. Here, jumping directly to the Agreement is not particularly helpful as this text
does not make clear to which trade activities it relates.>

The General Agreement on Trade in Services (GATS) entails its own provisions for subsidies (Article
XV). Consultations for subsidy disciplines in this field have been underway since 1995. At the moment,
they have not resulted in any binding rules. Thus, subsidies relating to trade in services are effectively
unregulated except when a government violates its own scheduled commitments.

Subsidies in the agricultural sector are regulated in the Agreement on Agriculture (AoA), again an
Annex 1A-document of the WTO Agreement. Agricultural subsidies that might interfere with
international trade are subject to special disciplines, reduction commitments and a separate notification

4 Article 25.2 ASCM itself has never been challenged legally. But the separate issues of specificity and what
constitutes a subsidy have been challenged (cf. WTO, 2007). As a result, there is jurisprudence which is highly
relevant for the notification. However, the current ASCM still allows different interpretations as to what
subsidies need to be notified.

5 The ASCM is one of the many Annex 1A documents attached to the Agreement establishing the WTO (WTO
Agreement). Annex 1A comprises the Multilateral Agreements on Trade in Goods. Annex 1B contains the
General Agreement on Trade in Services (GATS), and Annex 1C covers Trade-Related Aspects of Intellectual
Property Rights (TRIPS). The WTO reflects this sectoral divide in its institutional structure, a Council for
Trade in Goods, a Council for Trade in Services, and a Council for Trade-Related Aspects of Intellectual
Property Rights operate under the general guidance of the General Council.

¢ Excluding subsidies that may influence trade in services does not mean that all subsidies to all kinds of
services may be neglected. A subsidy falls under the disciplines of the ASCM as long as it affects trade in non-
agricultural goods. This covers also subsidies to domestic services which are used predominantly as an input
to a particular industry. The GSI template covers most of these subsidies (research and development,
innovation, marketing), and assigns them to the industries which use them. However, a certain “grey area”
remains as long as trade in services is not regulated with its own subsidy disciplines.



procedure. In practice, when subsidies are covered by the AoA, they are not notified under the ASCM.
This is a habit which obviously has formed out of resistance to double-notifications and double work.
Officially subsidies to trade in agricultural goods are not exempted from the ASCM-notification
obligation. Yet, as long as agricultural agreements impose more restrictive transparency disciplines on
agricultural subsidies, we consider this tacit work share a suitable solution. At the moment, the Doha
Round agriculture negotiations took a big step forward with the presentation of a draft blueprint for a

final deal on agricultural trade, including new regulations for the reduction of subsidies extending
through to 2016.7

Consequently, for the time being the ASCM is applied to measures related to trade in non-agticultural
goods only.? Figure 2 gives a straightforward overview of which subsidies in principle must be notified
under the ASCM and those that do not. The decision-tree in Figure 2 does not always follow the legal
sequencing of the ASCM. In order to qualify as a notifiable subsidy cumulative conditions must be met.
The sequencing presented in Figure 2 is intended to present the most efficient way to identify the
relevant subsidies. We do this by first listing those conditions which call for the least effort in
identification, regardless of whether they have passed through a wide or a narrow filter.

7 See WTO Committee on Agriculture (2008), Revised Draft Modalities For Agticulture, TN/AG/W/4/Rev.1,
8 February 2008, Geneva.

8 In practice, these goods are covered within the divisions 03-49 of the United Nations’ Central Product

Classification (CPC Draft-Ver. 2). Divisions 01 and 02 are agricultural products; divisions 53-99 relate to
services.
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After the sectoral coverage of the ASCM has been established, the subsidy character of a governmental
measure must be identified in the second step. Basically, three different, yet overlapping concepts of
subsidies have to be applied. Prohibited subsidies include all “subsidies ... contingent, in law or in fact,

. upon export performance”, and “subsidies contingent ... upon the use of domestic over imported
goods” (Art. 3.1 ASCM). These are considered first in Figure 2 because if subsidies are prohibited, the
third step (“is a benefit conferred?”) and the forth step (“specificity”) can be skipped. Prohibited
subsidies are automatically considered to be specific and must under all circumstances be notified.®
Naturally, we can expect only few subsidies to be notified under this category as they shou/d already have
been abolished. But legal obligations from the ASCM are not always adhered to very strictly, so
covering prohibited subsidies eatly remains the logical first move to make.!?

The second concept of subsidies in Figure 2 is very close to that of prohibited subsidies. It consists of
“any form of income or price support in the sense of Article XVI of GATT 19947 (Art. 1.1 (a)(2)
ASCM), that is “income or price support, which operates directly or indirectly to increase exports of
any product from, or to reduce imports of any product into, its territory” (Art. XVI.1 GATT 1994).
Under the old GATT rules—in force since 1958—subsidies with the described effects were not
prohibited under any circumstances, but they had to be notified and received close scrutiny. Today,
most of the Article XVI-subsidies will also qualify as prohibited subsidies within the meaning of Article
3 of the ASCM. But most cases may not mean a// cases so, in order to leave no loopholes, this again is
the next logical step.

The most important category of subsidy concepts undoubtedly is the original definition of Article 1.1
(@)(1) of the ASCM. A subsidy is defined as a “financial contribution” by a government or a public
body, which confers a benefit on the recipient. According to Article 1.1, ASCM financial contributions
are:

(i) ““direct transfer of funds and potential direct transfers of funds or liabilities (loan guarantees);
(i) government revenue foregone or not collected (like tax credits and other fiscal incentives);
(ili) provision of goods or services other than general infrastructure or government purchase of goods;

(iv) government payments to a funding mechanism or government entrustment or direction to a
private body to carry out one of the types of functions illustrated in (i) to (iii) and which would
normally be vested in the government and the practice, in no real sense, differs from practices
normally followed by governments.”

This is a rather wide definition. Subparagraphs (i) to (iii) use broad wording which covers all types of
direct financial transfers, tax expenditures and also transfers in kind.!!

% See Ehlermann and Goyette (2006), p. 700.

10 This seems at least true for the majority of prohibited subsidies, for example those which are easily discernible.
In cases of serous doubt, we must recall that Art. 3.1 ASCM applies only to “subsidies, within the meaning of
Atrticle 17. See also Panel/ Report on Canada - Aireraft Credits and Guarantees, para. 7.65: “... to prove the existence
of an export subsidy within the meaning of this provision, a Member must...establish (i) the existence of a
subsidy within the meaning of Article 1 of the SCM and (i) contingency of that subsidy upon export
performance” (cf. WTO, 2007).

11 Nevertheless, the Panel on US - Export Restraints noted that not every government action or intervention is to
be considered as a subsidy that may distort trade and that, accordingly, the object and purpose of the ASCM
can only be in respect of ‘subsidies’ as defined the Agreement: “It does not follow ... that every government
intervention that might in economic theory be deemed a subsidy with the potential to distort trade is a subsidy
within the meaning of the ASCM. Such an approach would mean that the ‘financial contribution’ requirement



Furthermore, sub-paragraph (iv) seeks to prevent a Member from doing indirectly what it cannot do
directly. By this, the ASCM subsidy definition reaches farther than, for example, the State aid definition
of Article 87 of the EC Treaty. There, subsidies are covered only as long as they qualify as “aid granted
by a Member State or through State resources”. After the seminal Slman-Neptun case of 1993 this
requirement has been repeatedly confirmed by the European Court of Justice. !> Meanwhile,
circumventing the state aid definition by entrusting (or forcing) private bodies to be an agent of cross-
subsidisation has become quite popular in the promotion of renewable energy production. Feed-in laws
require private electricity suppliers to cover a certain degree of the above-market costs of electricity
producers using renewable energy sources. When constructed “smartly,” the government never touches
these transfers. Then, they do not constitute State aid within the meaning of the EC-Treaty. The
German Emenerbare Energien-Gesetz (EEG) gives a good example for this strategy.!3 This kind of
“circumvention” is not possible with the WTO definition of subsidies.

Yet, to qualify as a subsidy that has to be notified, in most cases a benefit also must be conferred by the
subsidy (third step in Figure 2). “[T]he ordinary meaning of ‘benefit’ clearly encompasses some form of
advantage. ... In order to determine whether a financial contribution ... confers a ‘benefit’, in other
words an advantage, it is necessary to determine whether the financial contribution places the recipient
in a more advantageous position than would have been the case but for the financial contribution. In
our view, the only logical basis for determining the position the recipient would have been in absent the
financial contribution is the market. Accordingly, a financial contribution will only confer a ‘benefit’ ...
if it is provided on terms that are more advantageous than those that would have been available to the
recipient on the market.”14

For the most classical forms of subsidies, such as direct cash transfers or tax allowances for firms, such
a benefit can always be assumed. The reference to normal market conditions as a benchmark for
comparison is more important for the government provision of equity capital, government loans or
loan guarantees and for the provision of goods and services. Here, the comparison with the
hypothetical behaviour of a private investor!> helps to identify and measure the size of the benefit
conferred.

Still, some open questions remain concerning the identification of the “benefit” which is a necessary
property of a WTO-defined subsidy. To begin with, there is little WTO jurisdiction concerning
subsidies given to consumers. Whenever these are non-earmarked social transfers to households, they
clearly do not fall within the scope of application of the ASCM.

Earmarked transfers disbursed for the consumption of certain goods are quite another case. Especially
in the form of reductions from general consumption taxes (VAT or GST), subsidies of this kind are
quite popular around the world. Often, these transfers are only meant to benefit consumers. However,
taxes and tax reductions are shifted between the supply side and demand side depending on the market
structure and on the intensity of competition. Only in the most extreme case—perfect atomistic
competition in a market with an absolutely homogenous good—can we expect that no benefits from

would effectively be replaced by a requirement that the government action in question be commonly
understood to be a subsidy that distorts trade” (cf. WTO, 2007).

12 Cf. Joined Cases C=72/91 and C~73/91—S/oman Neptun [1993] ECR 1-887.

13 The European Court of Justice has confirmed that the EEG does not constitute State aid. Cf. Case C—
379/98—PreussenElektra v. Schleswag, [2001] ECR 1-2099.

14 Appellate Body Report on Canada-Aireraft, para. 149 (C£. WTO, 2007).

15 In EC State aid law, this benchmark is called the “principle of the private investor.”



the consumer side are shifted to the supply side. In all other cases—in the real world—a certain degree
of shifting subsidy benefits from the consumers to the suppliers of the respective goods must be
assumed a priori. Thus, all tax subsidies in favour of the consumption of certain goods always have the
potential to favour certain industries and thereby to distort international trade. They must be counted
as conferring a benefit within the meaning of Art. 1.1 (b) ASCM.

What is more, when taking a close look at the benefit-test, it appears to have only a very weak selective
effect because it foresees no lower limit. Even if the benefit conferred to a firm is one dollar or one
euro, the associated subsidy is not excluded at this stage. Nor is it excluded from the notification
obligation at any other stage of the process. We return to this aspect later.

The fourth and final step when deciding whether a subsidy has to be notified is more selective (Figure
2). Only specific subsidies have to be notified. Thus, only specific subsidies are subject to the ASCM
disciplines. All in all, in addition to prohibited subsidies there are two other types of specificity within
the meaning of the Agreement:

e Regional specificity. “A subsidy which is limited to certain enterprises located within a designated
geographical region within the jurisdiction of the granting authority shall be specific” (Art. 2.2
ASCM). Regional specificity may not represent the most critical cases. But regional subsidies are
the easiest to identify. Whenever a subsidy scheme is restricted to (partial) regions or selected
geographical areas within the Member state, the measure should be notified.1¢

e Sectoral specificity. This category, at last, is the “heart” of specificity. A subsidy either can fall
under enterprise-specificity—when a government targets a particular company or companies for
subsidisation—or under industry-specificity—when a government targets a particular sector or
sectors for subsidisation. The final test for sectoral specificity cannot be implemented only with a
view to the respective subsidy guideline. This is the first level: de jure specificity. It exists wherever
access to subsidies explicitly is limited to particular enterprises, groups of enterprises, or industries.
In contrast, subsidy programmes based on objective and automatic eligibility criteria which are
neutral, which do not favour certain enterprises over others, and which are economic in nature and
horizontal in application (number of employees, size of enterprise, and the like), are not deemed
specific. Yet, the mere legal appearance of a subsidy programme is not sufficient to classify it as
non-specific. De facto specificity must be considered whenever a seemingly horizontal measure is
used only by a few certain enterprises, predominantly used by certain enterprises, or
disproportionately large amounts of a subsidy are granted to certain enterprises. Also, the manner
in which discretion has been exercised by the granting authority in the decision to grant a subsidy
can lead to the conclusion of de facto specificity (Art. 2.1(c) ASCM).

When, in the fourth step, a subsidy is deemed specific or potentially specific it must be notified under
Article 25.2 of the ASCM. All in all, the filtering process described in Figure 2 is not very restrictive
compared with other subsidy definitions such as the definition of State aid—apart from the fact that
subsidies favouring trade in services are not covered.

16 Admittedly, this interpretation is somewhat at odds with the wording of Art. 2.2. ASCM which refers to
“certain enterprises located within a designated geographical region”. This seems to exclude subsidies granted
to al/ enterprises in a designated region. An earlier draft of the ASCM, the “Dunkel Draft,” would indeed have
made all regional subsidies specific. This change was, according to Clarke and Horlick (2004, p. 333), the result
of a deal between two large Member States. Nevertheless, we propose that 4/ kinds of regional subsidies
should be notified. We do this in application of the “/ dubio pro notification” rule because there is no legal
guidance as to what the restriction to certain enterprises effectively means. We know only from the US—Cotton
Panel that this must not be read as too restrictive (see Ehlermann and Goyette, 20006, p. 702).



3 The GSl-proposal for a subsidy template”

3.1 Design of the GSI-template

The GSI model for WTO subsidy notifications is firmly grounded in the ASCM, particularly in the
requirements agreed among WTO Members as stated under Article 25, Paragraph 3 of the ASCM. To
improve reporting however, the template is organized around a summary table that standardizes how
information on subsidies is arranged, and a notification annex, for reporting details of the notified
programmes.

The summary table provides the essential information. It is designed to enable more subsidy schemes
to be reported in the same number of pages than the current format used by most WTO Member
States, while also improving certain presentational aspects. The table can be used as a quick reference,
but also as a basis for comparing subsidy programs among countries. It contains the following fields: a
product or sector code; the level of government responsible, a code indicating whether the subsidy is
specific to a particular region; the type of subsidy; the title of the subsidy program; the target
beneficiary; the duration of the program; and the amount of the subsidy.

Using this table, key information on each subsidy programme can be arranged in a logical order,
according to internationally agreed classification schemes for recipient industries or products, and
possibly for subsidy types. Codifying the information also facilitates development of searchable
databases—a potentially valuable aspect of the notifications that has heretofore been difficult to realize.

The classification of subsidies according to a comprehensive and hierarchical (for example, with several
levels of specificity) industry or commodity classification scheme would also facilitate the explicit
reporting of the absence of subsidies to specific sectors or products. If a country provides no subsidies
to its agricultural sector, for example, it can indicate the single-digit or single-letter code for agriculture
in the table and write “no specific subsidies provided”. Ambiguity over the dividing line between
“general” or “specific”, as defined by ASCM Article 2, means that subsidies that are not general but are
available to several sectors may require a mechanism to avoid double counting (a problem inherent in
any subsidy notification tool).

The aim of the notification annex is to provide greater descriptive detail regarding the subsidy
programs. The ASCM requires more detailed information than could be usefully covered in the GSI-
recommended summary table, including: the policy objective or purpose of the subsidy, the legislation
or other authority under which it the subsidy is granted, and the administrative form of the subsidy
(such as grants, loans, or tax concessions). The annex provides this information, together with greater
information regarding key items in the summary table, such as brief descriptions of the product(s)
covered, to whom the subsidy is provided (whether to producers, to exporters, or others), the affected
product or activity, and the mechanics of the subsidy (its form, how it is calculated, if there are any
limits on the amount an individual recipient may receive).

The ASCM also calls for statistical data permitting an assessment of the trade effects of the subsidy.
However this is rarely provided under the existing regime and therefore has not been included in the
GSI template.

For improved efficiency, the notification does not necessarily need an independent heading
corresponding to each item, and may provide information on multiple items under one heading.

17 Chapter C was kindly provided by GSI staff.



3.2 Development of the template: work to date and future plans

The model template was circulated for peer review by experts in December 2006 and a draft posted for
public comment on the GSI website in February 2007. The model was the subject of an IISD-hosted
session at the 2007 WTO Public Forum, which drew an informed audience. Participants provided
useful comments and suggestions for further development of the template.

Following application of the template by FiFo in Germany, the GSI plans to engage research groups in
two or three additional countries to fill out an alternative notification using the new model for
notifications based on the information that is publicly available or obtained through government
channels. The GSI would ultimately like other governments to use the template as the basis of their
notifications.

Once initial studies have been completed (which will also help provide feedback on the model
template), researchers in other countries will be encouraged to take an interest in the new model and
prepare their own alternative notifications.

The new model template for subsidy notifications is one of a number of steps by GSI aimed at
strengthening international systems for subsidy monitoring and should assist countries and
organizations in identifying and eliminating perverse subsidies. The template should be seen as the first
step towards a multilateral, multi-stakeholder process for improving the current system of subsidy
notification.



4 German subsidies in the GSI template

In the course of this study, the GSI-subsidies template proposed for the WTO has been being applied
to German subsidies. This serves two objectives: to test the template for its suitability for regular use;
and to contrast the subsidies actually notified to the WTO with a notification that is much closer to the
legal obligation of Article 25 of the ASCM.

The following four sections give a report of this endeavour. First, we describe data sources used and
data limitations experienced (4.1). Then we outline our proposal for a “unique subsidy identifier” (USI),
which in our view is the only important attribute to add the finishing touch to the GSI-template (4.2).
The third section summarises smaller problems to be addressed and amendments to be made in the
course of putting the template into practice (4.3). The fourth section gives an overview of the results of
the effort (4.4). The actual template is not presented in the text, but in annexes I-111.

4.1 Data sources and limitations

It has already been mentioned that the overall information on subsidies and the ensuing transparency is
comparatively good in Germany. First of all, budgets at the federal level and in the Linder are very
detailed. All subsidy programmes on the expenditure side that are planned in advance and directly
disbursed by the respective governments should also be covered in budgets. In our view, the pre-test of
the new template delivers the best added value if not based on secondary sources, but on the relevant
primary sources such as budgets. Nevertheless budgets in Germany lack tax expenditure information.
Whetrever this information is relevant (as at the federal level), we use alternative sources.

Therefore, we drew on the budget plans of the 16 German Linder. Most Linder also compile subsidy
reports: some of them are marvellous pieces of work and analysis.!® But the quality of the reports and
the subsidy definitions employed differ widely among the Linder,!” and a few Linder still do not
produce a subsidy report. The Linder have almost no autonomous taxing powers. Consequently, they
cannot implement Linder-individual tax subsidies. For this reason using their regular, “expenditure-
only” budgets as our prime source cannot lead to a loss of information.

The opposite would be true for the federal level. In general, budgets in Germany still do not come with
a tax expenditure statement. Since all tax subsidies are accounted for at the federal level including those
from joint taxes—another source of information is needed here. Tax expenditures are reported in the
biannual subsidy report of the federal government. As a consequence, we report all federal subsidies
from this report to assure a uniform basis. The federal subsidy report that was published in autumn
2007 in its twenty-first edition gives a rather detailed account of all major subsidies, of their justification
and history. The report also gives actual data, whereas budgets deliver target figures.

The combined data basis of our study comprises 16 state budgets for Linder-subsidy programmes on
the expenses side and the federal subsidy report for both federal subsidy expenses and tax expenditures.

18 See for example the subsidy report of the mid-size state of Rhineland-Palatinate for the five years from 2002
to 2006. With more than 750 pages it does not leave many questions unanswered. (Ministerinm der Finanzen
Rbeinland-Pfalz, 2005, Bericht der Landesregierung tiber die Finanzhilfen im Haushalt des Landes Rheinland-
Pfalz fur die Jahre 2002 bis 2006, Landtag Rheinland-Pfalz, 14. Wahlperiode, Votlage 14/4426, 10.06.2005;
Mainz).

19 See Thone (2005), p. 341f., for a comparative analysis.



The data were combined from 2006 sources (actual data) and from 2007 planning data from the Linder
budgets.2

Regarding these data sources, one point must be made very clear: the template now encompasses 180
different German subsidies and subsidy programmes which are specific and—in our view—should be
notified to the WTO. This list is not exhaustive. It would not deserve the title “New and Full
Notification Pursuant to Article XVI:1 of the GATT 1994 and Article 25 of the Agreement on
Subsidies and Countervailing Measures” as it is used in official notifications. It is new, but it is not full.
It reports only subsidies from the sources used.

The programmes reported here can be considered as a kind of lower boundary. We take our
information only from sources whose respectability is beyond doubt. Our approach is reflective of our
status as “outsiders” behaving as if we were the government and fulfilling the duty to notify. It has
become clear that the actual notifications are not complete (see 2.1). In this study, we show to a certain
degree what could (and should) have been done better. Yet, we do not want to scandalise this fact.
Thus, we do not leave the grounds of the most fundamental and unquestionable data sources, and we
refrain from calculating “maximum” figures of subsidies not notified.

As a consequence, our coverage of specific German subsidies will, most probably, be incomplete. In
particular, the following fields are #of covered:

e subsidies granted by local governments;

e Linder subsidies granted on an ad-hoc basis, because they are usually not budgeted in advance;

e subsidies granted by separate funding mechanisms or government entrustments (for example
specialised state banks);?! and

e subsidies—tax expenditures and direct expenses—according to other (and wider) definitions than
the federal subsidy report. Germany has a long tradition of questioning the aid definition used in
the subsidy report. As the WTO definition of subsidies is very broad, this discussion might also

offer fruitful information for ASCM notifications.

4.2 A unique subsidy identifier

Subsidies are used in a wide variety of forms for multiple economic or social purposes and by different
levels of government. Thus, even a political culture not particulatly prone to the use of this instrument
can easily end up with a large portfolio of subsidies. Seeing this from the temporal perspective and
allowing for the making of amendments, (partial) abolishment, re-naming of programmes, adoption of
new schemes under familiar names and so on, such a “subsidy landscape” can easily develop into a
“subsidy jungle”. In Germany, this is certainly the case.?

20 The state Bavaria was used for an exemplary field test. Here, we also covered all subsidies to the services
sector. In the course of the exceptional data analysis, we considered it necessary to use 2006 budget data in
this special case.

2l The best overview for these programmes can be found in the official data bank “Férderdatenbank” for EU,
federal and Linder subsidies, <http://www.foetderdatenbank.de>.

22 See Thoéne (2003a), Nitsche and Heidhues (2006).



A full notification of all specific subsidies to the WTO, which conforms to the current notification
customs, per se cannot guarantee that certain subsidies schemes can be tracked over the years, nor can
it guarantee that cross-links between different schemes—or between different government levels co-
financing one joint scheme—can be unmistakably identified by the outside observer. For this purpose,
also, the proposed new GSI subsidies template should be amended.

We propose to introduce a unique subsidy identifier (USI), basically an individual code for each subsidy
scheme or each discretionary subsidy (in case no superordinate scheme exists). This identifier should:

e unambiguously identify a subsidy scheme or a single discretionary subsidy;

e cnable the recognition of older, possibly slightly changed subsidies that were already notified in
previous years, and thus enable a time series to be constructed;

e allow cross-links to be established among different subsidy schemes via unmistakable references;
e cnable hierarchical alpha-numerical ordering in database systems; and

e be simple.

These attributes can be attained in different ways. Naturally, the simplest way to fulfil these
requirements would be to allocate a plain numerical code to each subsidy. Such a number would form
the core of the proposed USIL. Apart from that, many pieces of information could be used to enrich the
USI, be it the recipients, the form, the age, the volume, or any information gathered in filling out the
subsidy template. But to offer this information is the template’s task. So, for simplicity’s sake, we
propose to use only limited data for the USI,?? specifically:

1. Location-code: Information on the country and the level of government granting the subsidy. The
sponsor®—that is, the legal entity granting the subsidy—should be identified with her respective
ISO 3166 code:

— countries are identified with the ISO 3166-1 alpha-2 country code;?
— subdivisions (regions, states, Linder) with the ISO 3166—2 subdivision code;?
= local government with the UN/LOCODE location code.?’

At the moment, no official codes for supranational entities are available. As far as we know, the
European Union at the moment is the only relevant supranational entity granting its own subsidies.
Therefore, for the time being, the alpha-2 country code could be replaced by “EU”.

If the subsidy in question is granted by central government, the two codes below should be filled
out each with a (double) zero. This makes sure that the alpha-numerical ordering of the USI is
bottom-down hierarchical.

23 Naturally, the dividing line between a high degree of simplicity and some further informational content could
be drawn differently than we propose for the USI. But we should be aware that maximum simplicity (for
example only a numerical code) thwarts transparency.

2+ In case of a subsidy sponsored by a private body in the sense of Art 1.1 (a)(1)(iv) ASCM, the public body
primarily responsible for entrusting this body with the task should be stated.

%5 See <www.iso.otrg/iso/country_codes.htm>.
26 Subdivision codes are, depending on the country, either 2- to 3-digit letter codes or 2-digit number codes.

27 See <www.unece.org/cefact/locode/>.



2. Numerical code: The subsidies schemes or discretionary subsidies outside programmes should be
numbered consecutively. Once a subsidy scheme has been given a number, it will apply to the
subsidy until the programme is abandoned. Once used, numbers of former subsidies should not be
re-used for new programmes. Consequently, the numerical codes themselves will not provide an
ordering function, but only serve as an unmistakable identification. To have enough room for
future notifications we propose at least a five digit numerical code.?8 Single subsidies within notified
subsidy schemes do not get assigned their own number (actually, they are not notified separately
either).

3. Version number: Over the years, subsidy schemes encounter minor and major changes. Sometimes
they change beyond recognition. The latter case is a cause for a new subsidy number. Smaller
changes should be documented with a new version number. Discerning whether a change is minor
or major necessarily will be up to the discretion of the notifying Member states.

Ideally, version numbers should start counting from the introduction of the subsidy. Yet, for the
majority of older subsidies this would call for additional “historiographical” analyses which are not
central for the purpose of the notification. Thus, counting versions from the time of the first
notification of the respective measure seems comparatively easy to accomplish.

4. Year of first notification. Again, the year of the introduction of a subsidy is the most interesting from
many analytical perspectives in subsidy control. For this reason, the start date is one of the
categories asked for with the GSI subsidy template. However it often happens, as we will see in the
German case, that this information is not easily ascertained, especially with a view to the “minor-
or-major-change question”. Simpler and less ambiguous information is the year of the first
notification that we propose for the USI.

5. “Notified”- and “unnotified”-indicator. The Buropean Commission’s State aid register classifies subsidy
cases according to their legal status, including terms like “notified”, “unnotified”, “contradictoire”,
“recovery case”.? Certainly, the WTO notification system has a very different legal background. So
adapting the EU-classification would not be adequate—with the exception of the markers “N”
(notified) and “NN” (unnotified). Tautologically, all subsidies notified by the Member states to the
WTO would receive the “N”-marker. Yet, for the time being, cases of subsidies wilfully or
accidentally not notified will remain a considerable problem for the ASCM mechanism. Whenever
subsidies from this category are uncovered and discussed, a provisional “NN”-indicator could be
allotted by the WTO secretariat. Also, Member states might bring forward cases of doubt where
they are hesitant to allot a final USI. For these purposes, a consistent system to identify unnotified
subsidies would be helpful.

To avoid confusion we propose to reserve the top ten per cent of the national numerical codes for
NN-cases (No. 90001 and above in case of a 5-digit numerical codes).

Table 1 illustrates the unique subsidy identifier (USI) proposed for the notification of subsidies to the
WTO with a few fictional examples.

28 Making room for 99 999 different subsidies and subsidy schemes, at first glance, may appear quite generous.
But the USI could be used for several decades. Adopted in big countries with many states and a multitude of
municipalities (such as the United States, Russia, China, Brazil and others), and with regard to the legal
obligation to notify the smallest subsidy as long as it is specific, this quantity does not seem too high.

2 See <http://ec.cutopa.cu/comm/competition/state_aid/register/ii/>.



Table 1 The unique subsidy identifier applied to fictional examples

Location Numerical | Version First Notified / Example explanation
code code number | notified | unnotified
DE-NW-CGN- 00956- 3- 2007- N German subsidy No 956, first

notified in 2007, 3" version,
sponsored by the city of
Cologne in the state
Northrhine-Westfalia

JP-20-00- 00352- 2- 2009- N Japanese subsidy No. 352,
first notified in 2009, 2™
version, sponsored by the
Nagano prefecture

PA-00-MFS- 00009- 1- 2007- N Panamanian subsidy No. 9,
first notified in 2007, 1%
version, sponsored by the city
of Miraflores

CH-00-00- 90012- 1- 2007- NN Unnotified Swiss Federal
subsidy No. 12, first uncovered
in 2007.

© M. Théne (FiFo Kéln), 2007.

We use the USI in our application of the GSI subsidies template to Germany. As the primary purpose
of this paper is the pre-test of the template, we act—in ome respect—as if we where the notifying
government: we classify all German subsidies in this report as if we were notifying them now for the
first time. This is relevant for the following categories of the USI: numerical code, version number, year
of first notification, and “notified/unnotified”.

4.3 Putting the template into practice

We encountered very few problems when applying the GSI-template to the German subsidies. The
template proved to be an easily accessible and transparent instrument to record specific subsidies for a
presumed notification process. Apart from a few minor questions, we came across three issues worth
discussing in some detail.

4.3.1 Regional aid and quasi-horizontal programmes

Many subsidies recorded in the course of our analysis are regional support programmes. When we fit
regional subsidy programmes into the Central Product Classification (CPC) and International Standard
Industrial Classification (ISIC) summary tables we discover a small problem which points to a larger
one beyond the template-discussion. Regional subsidies typically have a very wide coverage in terms of
products, making them “quasi-horizontal”. When such subsidies are reported in the same summary
table as the non-regional specific subsidies, they will have the effect of making the table show that the
whole product classification is receiving subsidies. This means that the important information about
which sectors are not covered by non-regional specific subsidies is lost. We avoid this problem by
reporting regional subsidies in a different table below the “master” summary table (see Annexes I and
10).



Behind this lies a bigger problem: regional specificity is an independent cause for notification; other
characteristics of specificity do not have to be met. This ruling makes sense because regional subsidies
account for a large proportion of total subsidisation in many countries. When regional programmes
serve as a “cloak” for subsidies that are also sectoral specific, they must be recorded diligently.

Yet, the cloak cannot be unveiled as long as regional programmes are notified only as regional
programmes. Notifications of these programmes need not give any hint of which products or industries
profit from the subsidies. As a consequence, no one has the slightest chance to challenge subsidies
granted within regional programmes. But if the notification of a regional measure by definition
precludes all further questions concerning the potential harm done to competitors located in other
countries, the notification misses its primary purpose. We come back to this question in our concluding
remarks (Chapter 5).

4.3.2 Shifting of benefits

Usually, subsidies are recorded as they are spent. The legal recipient of the transfer is also considered to
be the economic recipient. Of course, this is a rather simplistic perspective that ignores benefit shifting.
This phenomenon can be accounted for rather easily where producers and consumers are concerned.
Under normal market conditions, neither a zero per cent nor a 100 per cent shifting or “pass-through”
of the economic benefit is likely. Thus, all earmarked subsidies that are meant to benefit consumers will
partially end up in the hands of producers (under normal market conditions, such as non-atomistic
competition, less than perfect transparency and a certain degree of information asymmetries). This is
the reason why, for example, the reduced VAT rates for certain goods are reported in the federal
government’s subsidy report—as opposed to “pure” social transfers.

It becomes more complicated when it is not only a question of producers and consumers, but also
between different levels in the production chain. Especially, for programmes that promote certain
purposes that can be achieved by very different means, we encounter significant problems in allocating
them to specific product groups (CPC) or productive activities (ISIC).

One of the big subsidy issues in Germany at the moment is the promotion of renewable energies in
electricity production and heating. As these programmes are designed to be open to new technical
solutions, as well as to promote innovation in this field, it is virtually impossible to formulate reliable
CPC- and ISIC-classes. This problem was aggravated by the fact that the new CPC-classification—so
new that it is still a draft version—foresees a separate category for “lighting sets of a kind used for
Christmas trees”, but none for photovoltaic installations and solar plants. Thus, in the case of
renewable electricity production, we assigned all subsidies only to “electricity” and not to the different
producers of the associated installations.

4.3.3 Tax expenditures and co-financed programmes

Germany has a rather vivid culture of co-financing subsidies between different levels of government.
Joint subsidies are granted via direct expenditure and through tax expenditure as well. What is more, aid
programmes of the European Union are regularly co-financed either by the state or by the federal level.

Here the question is where should co-financed subsidies be accounted for, on one level with the total
sum, or on every single level separately? With a view to strengthening budget accountability, we
consider it useful that each jurisdiction notifies its own part of co-financed programmes. Here, the USI
can be used to establish the necessary cross-links between different data sets.

This does not make sense for tax expenditures however. VAT, personal income and corporate income
taxes are “common taxes” in Germany. That is to say, the federal government, Linder governments—
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and, in some cases, municipal governments—receive a predetermined share of tax revenues.
Consequently, tax expenditures in these taxes are also shared among the different levels. But they
cannot be allocated to individual Linder, at least not without major efforts. Since the Linder have
almost no autonomous taxing powers, they cannot implement Linder-individual tax subsidies. So, each
jurisdiction notifies its own part in co-financed programs, but tax expenditures from taxes are recorded
fully at the federal level.0

4.4 Results for Germany

The proposed new GSI template for notifying subsidies to the WTO has been applied successfully to
the German subsidies of the federal government and of the sixteen Linder. In the 2007 budgets of the
Linder and in 2006 actual subsidy data of the twenty-first federal subsidy report (BMI 2007) we found
180 subsidies and subsidy programmes which we consider to be specific and thus are fit to be notified
to the WTO under the obligation of Art. 25 of the ASCM. The total volume of these subsidies amounts
to € 10.8 billion. As a reminder: for 2006, the European Union, on behalf of the German government,
notified 11 subsidies amounting to € 1.25 billion for Germany.

The central results of our analysis are to be found in Annexes I-I1I. Here, we can only give a short
overview. First, Figure 3 gives a short impression how these programmes are allocated between the
federal level and the 16 Linder.

10 q r 100
== No. of subs. =@=\/olume (bn. €)

Amount (bn. €)
(4]
No. of subsidies

Central Gov.; Central Gov.; Léander; Léander;
Non-regional subs. Regional subs. Non-regional subs. Regional subs.

Figure 3 Regional and non-regional subsidies on the central and state level

30 Countries with tax expenditures on more levels of government would be reported separately for each
respective state or municipality.



In terms of the sheer number of subsidies, the Linder clearly dominate. They operate more than 80
per cent of the subsidy programmes that can be considered specific. Yet these programmes, taken
together, amount to only 15 per cent of the total value of all subsidies granted in 2006. Here, the federal
government—and expenditures via federal or joint taxes—dominate.

A second look at the summary tables in CPC- or ISIC-classification (Annexes I and II) reveals that
certain sectors receive strong attention. Forestry and fishing dominate the first annex pages. Forestry
alone accounts for 49 of 180 programmes; fishing and fish processing add another 23 measures. Yet the
total value of these two fields amounts to no more than € 100 million.

Much more aid goes to the energy sector, partly to renewable energy sources with the potential to
mitigate climate change. The other part of these subsidies goes to non-renewable energy sources,
namely hard coal, and the main purpose is not to promote this sector, but to ameliorate long overdue
structural change. Finally, regional programmes constitute a large fraction of the specific subsidies, both
at the federal, and at the Linder level (Figure 3). Typically, these programmes are designed as cross-
cutting measures in sectoral terms; many of them span the entire spectrum of the CPC-classification, or
the ISIC-classification respectively.
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Figure 4 Size of subsidies to be notified

In Figure 4, we illustrate the volumes of the subsidy programmes and their frequency in the
notification. The majority of programmes disburse between € 100 000 and € 10 million per year. They
account for 64 per cent of all subsidy programmes, but in aggregate contribute only two per cent of the
total volume of specific subsidies. Twenty-four programmes disburse less than € 100,000 per year; they
account for more than 13 per cent of the notification effort, but their fraction of the total volume of
specific subsidies amounts to a mere 0.007 per cent. On the other side, 23 per cent of the programmes
disburse more than € 10 million per year, accounting for 98 per cent of the volume of measures to be
notified.
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The biggest specific subsidy covered here (the tax exemption for bio-fuels) amounts to € 2.1 billion,
while the two smallest (both relating to the fishing industry) amount to € 2000 each. These figures do
not illustrate the extremes of the bandwidth. As noted above, the WTO legal definitions of subsidies
also covers measures where the government makes private companies subsidise other private
companies. These subsidies are not covered by any other official definition.3! Coincidentally, the
German feed-in law for electricity produced from renewable sources (Ernenerbare Energien-Gesetz—
EEG) is one example of a programme above the limit of those reported in the template. This measure
amounted to € 3.3 billion in 2006; the Federal Ministry of the Environment estimates a volume of € 4.7
billion for 2007.32

At the other end of the spectrum lie the smallest specific subsidies which, according to the ASCM-
rules, would have to be notified to the WTO when any benefit can be assumed—even when this
benefits lies below € 1. Such small subsidies are not unusual in Germany. Subsidised loans and loan
guarantees, for example, can be nullified by falling general interest rates, matginalising the economic
benefits of the subsidies. This kind of outcome obviously depends on the economic cycle. In 2005 and
2006 this happened to many of the subsidised loan programmes administered by specialised state banks
like the Kreditanstalt fiir Wiederanfban (KEW).

When we ask for the reasons for underperformance of governments in their obligation to notify
specific subsidies to the WTO, the lack of de minimis rules can be considered one of the dominating
factors. Many programmes and individual subsidies that must be notified according to the ASCM-
regulations are too small to have a measurable impact on international trade. So, even if a government
is very open to reporting all its potentially actionable subsidies it is confronted with the obligation to
notify a clutch of petite subsidies that would never be challenged because of their insufficient size. This
is not only burdensome by itself; it can also undermine the general “notification-morale.”

31 And thus, they are not covered by our “consetrvative” template.

2 See BMU (2007), p. 40.



5 Conclusions

Our conclusions from the application of the GSI-subsidy template to Germany refer to two objects, to
the template itself and to the ASCM-notification obligation.

The proposed new template for notifying subsidies to the WTO developed by the Global Subsidies
Initiative (GSI) has been applied successfully to the German subsidies of the federal government and of
the 16 Linder. Instead of the 11 subsidies notified for Germany for 2006, our conservative approach
covers 180 specific subsidy programmes that should have been notified. Instead of a total volume of
€ 1.25 billion, we have identified subsidies that add up to € 10.8 billion. In the coutse of our analysis,
the template proved to be an easily accessible and transparent instrument to record specific subsidies in
a notification process.

The only major amendment we would propose is the unique subsidy identifier (USI) which should
prove helpful whenever cross-references between different subsidies are made, when a single subsidy-
programme extends to several separate sections of the CPC- or ISIC-classification, or when—in the
longer term—subsidies are analysed in the inter-temporal perspective. Primarily, the recommended USI
should be viewed as a “dummy” for a final identifier. First, any USI is a compromise between simplicity
and informative content. In our version, we recommend an information-enriched, but not very simple
USI. However, this is not a strong recommendation; a simpler and less informative USI would also be
sufficient for the job. Secondly, we designed the identifier only for notification purposes. Of course, it
might be considered useful to employ an identifier also in further ASCM processes. From this wider
perspective additional elements might be considered useful.

The other change we propose for the template is a separation of regional subsidy programmes in the
CPC- and ISIC-summary tables. Regional state aid programmes in Germany (and also in many other
countries) usually cover a wide spectrum of eligible sectoral uses; sometimes almost the whole CPC-
and ISIC-scale. For this reason, they may be characterised as “quasi-horizontal” subsidies. If the
regional programmes are reported within the template’s summary tables, one important feature of these
tables is lost: they cannot give any information that products or productive activities receive o specific
subsidies. Consequently, we set regional subsidies apart.

Summing up our conclusions for the template, we clearly see its potential for fostering a big leap
forward in transparency of specific subsidies. It could also help to reduce to workload of notitying
subsidies to the WTO—at least for those countries which are already truly producing full notification
now. For countries not delivering full notifications, the conclusion on the workload, naturally, is
ambiguous. From our German case study we cannot make definitive judgments concerning other WTO
Members. Yet a cursory view of the notifications submitted to the WTO confirms the impression that
many countries in fact do economize on notifying. It is not always as obvious as in the German case.
But the structural problem seems to be always the same. So when we compare acfual notifications to the
WTO with full notifications in the GSI-template, the workload might also increase.

The study also underscores the need to improve implementation of the ASCM itself. In working with
the template, we learned one thing: governments may be unduly unwilling to follow their obligations
under the ASCM. That strikes us as a misinterpretation of the ASCM, because the Agreement itself is
based upon the tacit understanding that its notification obligations may be applied with common sense.
No Member economy would ever seriously think of notifying all specific subsidies, including those that
confer benefits of only a few dollars or euros. So Member states must use their own judgement to
come to a “sensible” notification. Of course, this situation is prone to misuse since every government
has an incentive to exert its discretion to the best of its own interest.
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Thus, the implementation of the GSI-template shows central definitions of subsidies “worthy of
notifying”. This might be accomplished with a “white list” (subsidies that do not need to be notified) or
a de minimis rule, or both, and a WTO handbook of specific subsidies and measures to be notified.

Another question is the treatment of regional subsidy programmes in the notification process. Regional
specificity is an independent cause for notification; other characteristics of specificity do not have to be
met. This approach certainly makes sense because regional subsidies account for a big fraction of total
subsidisation in many countries. It is even more important where regional programmes serve as a cloak
for subsidies that are also sectoral specific.

Yet, this cloak cannot be unveiled as long as regional programmes are notified only as regional
programmes. According to the rules of these programmes they are often what we call “quasi-
horizontal” programmes. Notifications of regional programmes need not give any hint as to which
products or industries profit from the subsidies. As a consequence, no other country has even a
theoretical chance to challenge subsidies granted within regional programmes. So if the accepted
notification of regional aid by definition precludes all further questions concerning the potential harm
done to competitors located in other countries, the notification misses its primary purpose.

Consequently, regional programmes should ideally be notified with additional information on their
actual use, especially in sectoral terms. As ASCM-notifications are always delivered ex post, this
information should be available to the granting authorities.3®> Most probably, this would mean an zncrease
of the workload of notifications. But the additional informational “burden” is considered acceptable—
especially because the notification of regional programmes gains a meaning.

Finally, we should be aware that all the methods to improve transparency and to reduce the workload
of notifications still do not tackle the basic political economy of the ASCM. In this sense, the GSI-
template can be seen as a necessary step; yet alone, it will not be a sufficient step to reach full and timely
notifications. The incentive—and sanctions—problems for notifications remain the same. With rising
transparency, the fear of self-incrimination may rise.

In our view, further discussion should extend to questions concerning how the WTO might be
empowered to go a little further with a two-sided policy. On the one hand, notifications must be made
more systematic, and therefore easier for other countries to peruse. This was the objective of this paper.
On the other hand, the WTO Secretariat should also be empowered to increase the pressure on
member states to comply with their notification duties. We do not discuss the ways and means of such
a policy here. But at least we have seen that subsidy-reporting by outsiders is feasible where general
budget transparency is fairly good. Independent shadow subsidy notifications that offer a countercheck
for official notifications might constitute o7¢ element to mitigate the incentive problem.

3 If not, they have good reason to improve the monitoring of the measure.
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Annex 3: Example of the GSI notification annex

Product(s):
DE-00-00-00001-1-2007-N

fishing products

Product codes: CPC 04111-04120; ISIC 0311-0322

Authority:

Purpose:

Title of the programme:

To whom and how the
subsidy is provided:

Duration of the subsidy:

Amount of the subsidy:

Federal Ministry for Food, Agriculture and Consumer Protection

To replace and to modernise old ships with the intention to improve the fishing industry structure.

Loan provision in the fishing sector
Darlehen fiir die Kutterfischerei

Low-interest government loans are used to help young fishermen finance fishing equipment.

In 2007, new guidelines for the period 2008-13 will come into force.

In 2006, loans worth € 500 000 were assigned.

Product(s):
DE-00-00-00002-1-2007-N

fishing products

Product codes: CPC 04111-04120; 04210-04930; ISIC 0311-0322

Authority

Purpose:

Title of the programme:

To whom and how the
subsidy is provided:

Duration of the subsidy:

Amount of the subsidy:

Federal Ministry for Food, Agriculture and Consumer Protection

To replace and to modernise old ships with the intention to improve the fishing industry structure.

Improvement of the fishing industry structure
StrukturmaRnahmen fiir die Seefischerei

Investment aid is used to help young fishermen finance fishing equipment.

In 2007, new guidelines for the period 2008-13 will come into force.

In 2006, a total amount of €236 000 was assigned.

Product(s):
DE-00-00-00003-1-2007-N

Agricultural alcohol

Product codes: CPC 34131-34170; ISIC 2021

Authority

Purpose:

Annex llI: Notification Annex
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Federal Ministry of Finance

To guarantee sales of agricultural alcohol and to guarantee the respective income of farms, connected

to a distillery .
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Title of the programme:

To whom and how the
subsidy is provided:

Duration of the subsidy:

Amount of the subsidy:

Government aid to the "Bundesmonopolverwaltung”
Zuschusse an die Bundesmonopolverwaltung fiir Branntwein

The subsidy is used to support the "Bundesmonopolverwaltung fir Branntwein". This institution
guarantees a minimum price level for agricultural alcohol in Germany.

This programme started in 1976 and—in its current form—is intended to end in 2010.

In 2006, a total amount of € 86 million was paid.

Product(s):
DE-00-00-00004-1-2007-N

German hard coal

Product codes: CPC 11010-11030; 14100; 17200; ISIC 0510

Authority

Purpose:

Title of the programme:

To whom and how the
subsidy is provided:

Duration of the subsidy:

Amount of the subsidy:

Federal Ministry of Economics and Technology

To enable domestic producers of hard coal to compete in the domestic market for electricity production
as well as in the steel industry. Furthermore, domestic producers shall be compensated for adjustments
in production capacity.

Output linked subsidy for hard coal that is used in electricity production or in the steel industry or to
compensate adjustments in productions capacity

Zuschusse flr den Absatz deutscher Steinkohle zur Verstromung und an die Stahlindustrie sowie zum
Ausgleich infolge von Kapazitatsanpassungen

Per tonne subsidies are granted to producers. The capital granted will be awarded at the end of the year
the subsidy is intended for. No limit exists concerning the amount of individual subsidy payments.

In its current form, the programme started on 22 December 2005 and is intended to be in force until
2018.

A total amount of € 1.65 billion was spent in 2006.

Product(s):
DE-00-00-00006-1-2007-N

Vessels from German shipyards

Product codes: CPC 49311-49390

Authority

Purpose:

Title of the programme:

To whom and how the
subsidy is provided:

Duration of the subsidy:

Annex llI: Notification Annex

Federal Ministry of Economics and Technology

To support German shipyards sustaining in international competition. The programme has been
replaced by the "CIRR-Zinsausgleichsprogramm".

Interest allowances intended to finance orders at German shipyards
Zinszuschusse zur Finanzierung von Auftradgen an die deutschen Schiffswerften

German shipyards are beneficiaries of this subsidy. The subsidy is used to reduce interest rates for
loans offered to customers

According to the Federal Subsidy Report, the start date could not be identified. Since 15. April 2002, only
existing liabilities are being fulfilled.
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Amount of the subsidy: In 2006 a total amount of €12.6 million was awarded.

Product(s): Vessels from German shipyards

DE-00-00-00007-1-2007-N

Product codes: CPC 49311-49390; ISIC 3011

Authority Federal Ministry of Economics and Technology

Purpose: This subsidy has been implemented as a reaction to a WTO-trial against Korea. It's purpose is the
protection of the German shipyard industry against price dumping.

Title of the programme:  Competition aid to the German shipyard industry
Wettbewerbshilfen fiir deutsche Schiffswerften

To whom and how the Capital grant to shipyards for the construction of new vessels
subsidy is provided:

Duration of the subsidy: The programme started on 27 June 2002 and was granted until 31 March 2005 for vessels delivered
within a period of 3 years, starting in 2005.

Amount of the subsidy:  The total amount of the programme is € 22.4 million.

Product(s): Vessels from German shipyards

DE-00-00-00008-1-2007-N

Product codes: CPC 49311-49390; ISIC 3011

Authority Federal Ministry of Economics and Technology

Purpose: To promote innovations in shipbuilding technology and to minimise financial risks companies are
exposed to when undertaking applied research.
Title of the programme:  "Innovation aid" to the German shipyard industry

Innovationsbeihilfen zugunsten der deutschen Werftindustrie

To whom and how the The subsidy is provided to shipyards when undertaking applied research and innovation. A maximum of
subsidy is provided: 20% of the innovation costs are being refunded.

Duration of the subsidy: The programme started on 27 November 2003 and is limited until the end of 2008.

Amount of the subsidy: In 2006, a total amount of € 9.5 million was assigned.

Product(s): Airplanes produced by Airbus
DE-00-00-00009-1-2007-N

Product codes: CPC 49623 ISIC 3030

Authority Federal Ministry of Economics and Technology

Annex llI: Notification Annex Alll-3
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Purpose:

Title of the programme:

To whom and how the
subsidy is provided:

Duration of the subsidy:

Amount of the subsidy:

To sustain distribution conditions enabling Airbus to compete in international competition.

government aid to airbus
Finanzierungshilfen fiir den Absatz von zivilen Flugzeugen inklusive Triebwerken

The subsidy is provided to Airbus and is intended to reduce financing costs (lowering the interest rates)
for buyers of Airbus planes.

The programme started in 1986, no end date is indicated yet.

In 2006, a total amount of € 4.5 million was paid to Airbus.

Product(s): Joint Agreement for the Improvement of Regional Economic Structures
Product codes: CPC 11010—89420 ISIC 0510—8299

Authority Federal Ministry of Economics and Technology

Purpose: To improve regional economic structures.

Title of the programme:

To whom and how the
subsidy is provided:

Duration of the subsidy:

Amount of the subsidy:

Joint agreement for the improvement of regional economic structures
Gemeinschaftsaufgabe "Verbesserung der regionalen Wirtschaftsstruktur"

The subsidy is intended for industrial investments as well as for non-commercial investments by federal
states.

The programme started in 1969, no end date is indicated yet.

2006: Total amount € 509.5 million; of which 50% were financed from the federal budget.

Product(s): Products from mining
Product codes: CPC 11010-11040; ISIC 0510
Authority Federal Ministry of Economics and Technology
Purpose: To compensate special working conditions in the mining industry.

Title of the programme:

To whom and how the
subsidy is provided:

Annex llI: Notification Annex

Premium to miners, financed by earnings from income tax

Gewahrung von Bergmannspramien an alle Arbeitnehmer im Bergbau, die unter Tage beschaftigt
werden, aus Mitteln des Lohnsteueraufkommens

The subsidy is provided to companies in the mining sector as capital grant according to daily full shifts
underground.
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Duration of the subsidy:

Amount of the subsidy:

The subsidy started in 1956 and is scheduled to expire by the end of 2007.

In 2006 a total amount of € 21 million was assigned.

Product(s): Products from energy intensive industry
Product codes: CPC 11010-49942; ISIC 1010-3290
Authority Federal Ministry of Economics and Technology
Purpose: To avoid distortions in international competition for companies in energy intensive industries due to high

Title of the programme:

To whom and how the
subsidy is provided:

Duration of the subsidy:

Amount of the subsidy:

energy related levies.

Exceptional energy tax reductions
Spitzenlastausgleich

The subsidy is provided to energy intensive companies. If energy related levies due to electricity taxes
and energy taxes on heating material exceed the reduction of contributions to pension funds,
compensations will be paid.

The subsidy started in 1999, no end date is specified yet.

In 2006, a total amount of € 240 million was assigned.

Product(s): Products from energy intensive industry
Product codes: CPC 11010-49942; ISIC 1010-3290
Authority Federal Ministry of Economics and Technology
Purpose: To avoid distortions in international competition for companies in energy intensive industries due to high

Title of the programme:

To whom and how the
subsidy is provided:

Duration of the subsidy:

Amount of the subsidy:

energy related levies.

Exceptional electricity tax reductions
Spitzenlastausgleich

The subsidy is provided to electricity intensive companies. If energy related levies due to electricity taxes
exceed the reduction of contributions to pension funds, compensations will be paid.

The subsidy started in 1999, no end date is specified yet.

In 2006, a total amount of € 1.7 billion was assigned.

Product(s):

Products from electricity intensive industry

Product codes: CPC 11010-49942; ISIC 1010-3290

Annex llI: Notification Annex
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Authority

Purpose:

Title of the programme:

To whom and how the
subsidy is provided:

Duration of the subsidy:

Amount of the subsidy:

Federal Ministry of Economics and Technology

To sustain and improve international competitiveness of energy intensive industries.

Electricity tax reduction to certain processes
Stromsteuerbegtinstigung fiir bestimmte Prozesse und Verfahren

Tax exemption for electricity consumption related to certain industrial processes on the basis of Art. 2
Abs. 4b of EU guidelines 2003/96/EG.

The subsidy started in 2006, no end date is specified yet.

In 2006, a total amount of € 16 million was assigned.

Product(s): Products from energy intensive industry
Product codes: CPC 11010-49942; ISIC 1010-3290
Authority Federal Ministry of Economics and Technology
Purpose: To sustain and improve international competitiveness of energy intensive industries.

Title of the programme:

To whom and how the
subsidy is provided:

Duration of the subsidy:

Amount of the subsidy:

Energy tax reduction to certain processes

Energiesteuerbeglinstigung fiir bestimmte Prozesse und Verfahren

Tax exemption for energy consumption related to certain industrial processes on the basis of Art. 2 Abs.

4b of EU guidelines 2003/96/EG.

In its current form, the programme is in force since 27 October 2003. No end date is specified yet.

In 2006, a total amount of € 117 million was assigned.

Product(s): Products from East Germany
Product codes: CPC 11010-89420; ISIC 0510-9329
Authority Federal Ministry of Transport, Building and Urban Affairs
Purpose: To promote investments in East Germany, especially in small and medium-sized businesses.

Title of the programme:

Annex llI: Notification Annex

Aid to investments in East Germany

Investitionszulage flr Ausriistungsinvestitionen
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To whom and how the
subsidy is provided:

Duration of the subsidy:

Amount of the subsidy:

The subsidy is provided to manufacturing companies, certain manufacturing-related services, trade and
crafts business. Especially small and medium-sized businesses are recipients of capital grants.
According to the Federal Subsidy Report, there is no information provided about how the subsidy is
allocated.

In its current form, the programme started in 1999. The programmes were replaced by the
"Investitionszulagengesetz 2005" by the end of 2004.

A total amount of € 380 million was assigned in 2006.

Product(s): Products from East Germany
Product codes: CPC 11010-89420; ISIC 0510-9329
Authority Federal Ministry of Transport, Building and Urban Affairs
Purpose: To promote businesses in East Germany, especially small and medium-sized businesses.

Title of the programme:

To whom and how the
subsidy is provided:

Duration of the subsidy:

Amount of the subsidy:

Aid to investment in East Germany
Investitionszulage fir Ausristungsinvestitionen

The subsidy is provided to manufacturing companies and manufacturing-related services as well as
small and medium-sized businesses. According to the Federal Subsidy Report, there is no information
provided about how the subsidy is allocated.

In its current form, the programme started in 2005 and will be replaced by the
"Investitionszulagengesetz" by the end of 2006.

In 2006, a total amount of € 438 million was assigned.

Product(s): Products from East Germany

Product codes: CPC 11010-89420; ISIC 0510-9329
Authority Federal Ministry of Transport, Building and Urban Affairs
Purpose: To promote new, industrial used buildings in East Germany.

Title of the programme:

To whom and how the
subsidy is provided:

Duration of the subsidy:

Amount of the subsidy:

Annex llI: Notification Annex

44

Aid to immovable investment in East Germany
Investitionszulage fir betriebliche Gebaudeneubauten in den neuen Landern und in Berlin

The subsidy is provided to manufacturing companies, certain manufacturing-related services, trade and
crafts business. According to the Federal Subsidy Report, there is no information provided about how
the subsidy is allocated.

In its current form, the programme started by the end of 2002. The programme was replaced by the
"Investitionszulagengesetz" by the end of 2004.

In 2006, a total amount of €67 million was assigned.
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Product(s):

Products from East Germany

Product codes: CPC 11010-89420; ISIC 0510-9329

Authority

Purpose:

Title of the programme:

To whom and how the
subsidy is provided:

Duration of the subsidy:

Amount of the subsidy:

Federal Ministry of Transport, Building and Urban Affairs

To promote new, industrial used buildings in East Germany.

Aid to immovable investment in East Germany.

Investitionszulage flr betriebliche Gebdudeneubauten in den neuen Landern und in Berlin

The subsidy is provided to manufacturing companies, certain manufacturing-related services, trade and
crafts business. According to the Federal Subsidy Report, there is no information provided about how

the subsidy is allocated.

In its current form, the programme started in 2005 and was replaced by the "Investitionszulagengesetz"
by the end of 2006.

In 2006, a total amount of € 77 million was assigned.

Product(s): Products from East Germany
Product codes: CPC 11010-89420; ISIC 7210
Authority Federal Ministry of Economics and Technology
Purpose: To promote sustainable growth in East Germany. Small and medium-sized businesses as well as R&D

Title of the programme:

To whom and how the
subsidy is provided:

Duration of the subsidy:

Amount of the subsidy:

with high risk are being subsidized.
Subsidy to innovative sources of growth (INNO-WATT)
Forderung innovativer Wachstumstrager (INNO-WATT)

The subsidy is provided to businesses who are conducting R&D. 40-45% of the corresponding R&D
costs are being refunded.

No start date was indicated in the Federal Subsidy Report. The programme is scheduled to end by the
end of 2008.

In 2006, a total amount of € 44 million was spent.

Product(s): Products from East Germany
Product codes: CPC 11010-89420; ISIC 1010-3320
Authority Federal Ministry of Economics and Technology
Purpose: To increase competitiveness of east-German products in international competition.

Annex llI: Notification Annex
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Title of the programme:

To whom and how the
subsidy is provided:

Duration of the subsidy:

Amount of the subsidy:

Aid to export sales of eastern German products
Forderung des Absatzes ostdeutscher Produkte

The subsidy is provided to small and medium size businesses located in East Germany when entering
foreign markets in form of specialised consulting as well as establishing contacts to potential business
partners.

No start date was indicated in the Federal Subsidy Report. No end date is specified yet.

In 2006, a total amount of € 1.7 million was spent.

Product(s): Electricity and Heat
Authority Federal Ministry of Finance
Purpose: To avoid double taxation for energy producing companies and to promote highly efficient facilities

Title of the programme:

To whom and how the
subsidy is provided:

Duration of the subsidy:

Amount of the subsidy:

producing combined heat and power.

Tax reduction on combined heat and power
Steuerbegtinstigung fur die Stromerzeugung und die gekoppelte Erzeugung von Kraft und Warme

Total tax relief for energy commodities used to produce electricity in facilities with more than 2 MW or
alternatively which are used in combined heat and power facilities.

The subsidy replaced a former regulation on 1 August 2006. No end date is specified yet.

In 2006, a total amount of € 1 329 million was spent.

Product(s): Electricity
Authority Federal Ministry of Finance
Purpose: To promote the construction of water craft facilities

Title of the programme:

To whom and how the
subsidy is provided:

Duration of the subsidy:

Annex llI: Notification Annex
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Tax reduction to operators of water craft installations

ErmaRigung der Einkommen- und Kérperschaftssteuer, die auf den Gewinn aus den steuerbegiinstigten
Wasserkraftanlagen entfallt.

The subsidy is provided to operators of water craft facilities in form of a tax reduction by half, starting
from initial operation for 20 years.

The programme started on 26 October 1944 and is scheduled to run out by the end of 2010.
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Amount of the subsidy:

In 2006, a total amount of € 1 million was spent.

Product(s): Electricity
Authority Federal Ministry for the Environment, Nature Conservation and Nuclear Safety
Purpose: To promote construction of wind power plants and to provide performance data for scientific research.

Title of the programme:

To whom and how the
subsidy is provided:

Duration of the subsidy:

Amount of the subsidy:

250 MW wind programme
250 MW Wind Programme

The subsidy is provided to wind energy producers for a period of 10 years. An allowance of up to 4.09
eurocents is paid per kWh on top of the market price, not exceeding 25% of the maximum amount.
Alternatively, an investment grant of € 46 020 can be obtained. Beneficiaries are obliged to take part in a
scientific evaluation programme.

In its previous version (100 MW wind programme), the programme started in 1989 and is scheduled to
end in 2007.

In 2006, a total amount of € 163 000 was spent.

Product(s): Alcohol
Authority Federal Ministry of Finance
Purpose: To protect small distilleries (a maximum annual output of 4 hl).

Title of the programme:

To whom and how the
subsidy is provided:

Duration of the subsidy:

Amount of the subsidy:

Tax reduction to small liquor distilleries
Steuerermalligung fir Brennereien bis 4 hl A und fur Stoffbesitzer.

The subsidy is provided to small distilleries (see above) in the form of a tax reduction.

In its current form, the programme started in 1993, no end date is specified yet.

In 2006, tax reductions amounting to € 6 million were granted.

Product(s):

Biofuel

Authority

Annex llI: Notification Annex

Federal Ministry of Finance
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Purpose:

Title of the programme:

To whom and how the
subsidy is provided:

Duration of the subsidy:

Amount of the subsidy:

To promote Biofuel.

Tax reduction to biofuel
Steuerbegtinstigung flr Biokraft- und Bioheizstoffe

Consumption tax on biofuel is being reduced to compensate companies for an imposed minimum quota.

The subsidy replaced a former regulation on 1 August 2006. The programme is scheduled to end in
2015.

In 2006, tax reductions amounting to € 2 144 million were granted.

Product(s): Biofuel
Authority Federal Ministry of Finance
Purpose: To promote pilot projects with the intention to generate innovative technical know-how.

Title of the programme:

To whom and how the
subsidy is provided:

Duration of the subsidy:

Amount of the subsidy:

Tax reduction for pilot projects
Steuerbegtinstigung flr Pilotprojekte

Tax reductions on biofuels as well as on energy input factors for pilot projects can be granted.

The programme started in 1953, no end date is specified yet.

In 2006, tax reductions amounting to € 2 million were granted.

Product(s): dental products
Authority Federal Ministry of Finance
Purpose: Tax reduction in the medical sector for social and healthcare reasons.

Title of the programme:

To whom and how the
subsidy is provided:

Duration of the subsidy:

Annex llI: Notification Annex

48

Tax reduction for dental services

ErmaRigter Steuersatz fiir die Umsatze aus der Tatigkeit als Zahntechniker sowie fir die Lieferungen
und Wiederherstellungen von Zahnprothesen und kieferorthopadischen Apparaten durch Zahnarzte

Tax reduction on the turnover of dental technicians as well as on taxable dental prosthesis from dentists.

No start date is indicated in the Federal Subsidy Report. No end date is specified yet.
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Amount of the subsidy:

In 2006, tax reductions amounting to € 320 million were granted.

Title of the programme:

To whom and how the
subsidy is provided:

Amount of the subsidy:

Duration of the subsidy:

Product(s): Know how in the renewable energy sector
Authority Federal Ministry of Economics and Technology
Purpose: To promote export of German technology in the renewable energy sector as well as technologies for

energy efficiency—especially for medium-sized businesses.

Government aid to export of technologies in the renewable energy sector

Unterstitzung des Exports von Technologien in den Bereichen erneuerbare Energien und
Energieeffizienz

Government aid to institutions who are undertaking marketing initiatives for German technology.
Furthermore, purchase of Certified Emission Reductions (CER) and Emission Reduction Units (ERU)
from Joint Implementation Projects is being funded.

No start date is indicated in the Federal Subsidy Report. No end date is specified yet for export
subsidies. However, Government aid to the purchase of CER and ERU is limited until 2012.

In 2006, a total amount of € 8 779 million was spent.

Title of the programme:

To whom and how the
subsidy is provided:

Amount of the subsidy:

Duration of the subsidy:

Product(s): Photovoltaics
Authority Federal Ministry for the Environment, Nature Conservation and Nuclear Safety
Purpose: To promote technical development in photovoltaics by construction of an additional capacity of 300 MW

peak.

100,000 photovoltaic roofs project
100.000 Dacher-Solarstrom-Programm

The subsidy was provided by loans with reduced interest rates.

The programme started in 1999 and ended on 1 July 2003.

In 2006, a total amount of € 20 879 million was spent.

Annex llI: Notification Annex
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The Global Subsidies Initiative (GSI)
of the International Institute for Sustainable Development (IISD)

The International Institute for Sustainable Development’s Global Subsidies
Initiative shines a spotlight on subsidies — transfers of public money to pri-
vate interests — and the ways in which they can undermine efforts to put the
world on a path toward sustainable development.

Subsidies have profound and long-lasting effects on economies, the distri-
bution of income in society, and the environment, both at home and abroad.
Subsidies have shaped the pattern and methods of agricultural production,
even in countries that now provide few or no farm subsidies. They have
encouraged fishing fleets to search farther and deeper than ever before,
aggravating the problem of over-fishing. They have fueled unsustainable
energy production and wasteful consumption patterns.

While subsidies can play a legitimate role in securing public goods that
would otherwise remain beyond reach, they can also be easily subverted.
Special interest lobbies and electoral ambitions can hijack public policy.
When subsidies result in a fundamentally unfair trading system, and lie
at the root of serious environmental degradation, the question has to be
asked: Is this how taxpayers want their money spent?

The GSI starts from the premise that full transparency and public account-
ability for the stated aims of public expenditure must be the cornerstones of
any subsidy program. In cooperation with a growing international network
of research and media partners, the GSI is endeavouring to lay bare just
what good or harm public subsidies are doing; to encourage public debate
and awareness of the options that are available; and to help provide policy-
makers with the tools they need to secure sustainable outcomes for our
societies and our planet.

For further information please contact:
info@globalsubsidies.org or visit www.globalsubsidies.org.



