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INDUSTRIAL POLICIZS a.D T4Z ROLE OF

INCENTIVE EASURDS

Isgues for discussion

1. INTRODUCTION

1. Por the purpose of this naper, industrial policies are defined
as those economic pelicies waich have a direct eilect on the process
of industrialization, It i3 recognized that some industrial
policies aefined in *this way merely represent the influence of more
general economic policies on the indugtrial sector; other policies
have bee:n designed with tue industrial sector specifically in mind.
These policies include suc. importint elements of national economic
policy as: the tariff structure, other trade and forcign sxchange
policies, monatary und credit policy, budget and fiscal policy, eto.;
they also include the Government's polioy on ownership of enterprises
in the irdustrial sector,

2. The term "incentive policies for industrial development” is
wsed in tnis paper %o describe tiuose policies and measures adopted
by a Government to provide an additional stimulus for industirial
deveiopmer:. 3y "add1itional stimulus” 1s meant a form of encourage-
sent and/or removing of obstacles Wiich would be absent but for the

iatroduction of ar incentive measure,

3. Eight 1i1fferent types of incentive measure will be considered
&t the 3eminar:

a) Assistance at tie pre-investment stage;

) . Assistance w~1th land, factory buildings, ete;
Agsistance wita financirng,

Aszigtanc® with tie ievelopment of labour sxillsj
Import 1.ty ~oncegsions;

Protection from foreign competition;

Tax incentives for indu;trial ievelopment;

A} Meazures o facilitate foreign investment,

"B How

de Prom tiis li:t, it cac be seen tnat four types of inoentive
sasure re;resent a madification of existing industrial policies,
Japort duty roncezsions and protectior feem foreign competition
pepresert a nodification of tre tarif{f atruct.ire and other trade
amd foreigr enchangs poilcies., Assistance witn financing vhen used
88 am iacsntive measure i3 & sodification of the existing monetary
e eredit pelicy. Toe effectivensss of tax incertives depends on
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the fiscal and budget policy of the Government. Three of the other
types of incentive measure considered (assistance at the pre-
investment stage, accistance with land, factory buildings, etc. and
assistance with tie development of labour g'tills) are a form of
subsidy whici nelp remove obstacle. wiich might otierwise deter the
implementation of irdustrial projects by priv.:te investors.

Finally, measures to facilitate forein investment are inter-related

with many of the above incentive measures.

1I. THE PROBLEM

5. Targets for tne contribution of the industrial gsector to the
economic growth of a country are generally expected to be
establisied within tue framcwork of the general economic development
plan of the country or, in the absence of suca a plan, within the
context of a ;cneral policy for balanced economic development. 1%t
is generally recognized that tie achievement of the targets set

for the industrial ~ector depends u.on the formulation of a set af
appropriate industrial »olicies and tneir successful implementatisn.

The iirst aspect of the probiem, taen, is to formulate
ard implament o comprenensive paciage of industrial policies
within the overall framework of national 2conomic policies
and as an integral part of it in order to ac.ileve the
targets cctablished or expected from the industrial sectiol
within the growti: targets for e coonomy s a whole,

6. ixceot in centrally-nlanned economies, t.c araievement of these
targets depends on the performance of both the publiec and the

private sectors. Tae importance of their respective roles in
oontributing to industrial development varies from one country to
another, It is ;cnerally accepted that tarpets set for the develop=
ment of industry in the public sector r~an be secured by direct
measures taken by iie Government such as the allocation of

appropriate funds, the setting up of appropriate institutional

_ arrangements, -tc. It i3 also /ecnerally recosnized that the

oontribution to industrial developnent from the private sector
depends on tiic successful encouragement of private invesiment in

irdustry rether taan in traditional areas for private investiment

guch as buildin, and trading.
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Therefore, the second aspect of the problem is the

formulation and the implementation within, this franework
~of industrial policies, of a comprehensive package of

incentive mcusures capable of stimulating .nd encouraging
private investors (domestic and possibly foreign) to
achieve the contribution expocted from it to the indugtrial
development witnin the framowork of the natnional economic
development.

1. Tais Issue Paper will concentrate on the second aspect, keeping
in mind the first aspect, The aim is to examine the relationship
between incentive policies and industrial policies within the overall
framework of national economic policies with « view to identifying
possible areas of conflicts between thom, tne issues raiged by these

possible conflicts, and ways of climinating or overcoming them,

111, SURVEY OF ISSUES RAL

8., The issucs considered in this paper can he grouped under two
headings:

A, The relutionshlp between incentive policies and
industrial policies

B, Tuo role of incentive policiesn

A, The relution between incvutive policies and industrial policies

9. The 1ssucs rarsed by thic relationslip can be discussed with

referance to thie nature of t.ac relationsnip. Jdnila the policy on
ownership in tne industrial sector deterrines the scope arnd
importance of incentive moasures, tne relationsaip with the other
major industrial policiuzs raises the problem of possible conflicts
between incentive measures, industrial policies and national economie

policies.

1, Ownership policy _
10. It is generally stated that trrespoctive of the degree

importance of tne contribution of the private sector to the national
ecoromic growth, tiic sector in ordar to invest in induatry at the
desired level «iouid be encouraged by the formulation of a set of

adequate i1ncuntiv: measures in tue event that prevailing conditions

and policies do not provide sufficisnt stimlus.
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11, Therefo.3, the issuc ariscs: Is thore a relationship betweecn

the importance of tiic investment set or cxpected from the private

gsector and tic formulation of incentive. mcasures, particularly as

to their gencrosity vis-3-vig tuis scctor?  Can this generosity be

considered as a function of tne importance of the targ:ts expected
to bc aciuicved by the private scctor in industrial development?
12. Tais issue leads o o number of other issucs related to the
division of investment betweern the private aad puvlic scctors.

For examplc, 4o _incentive meagures need to be revicwed in conngctvion

witii botn any o wngy in toe Jovernment ownership policy in the

indugtrial scctor and tihe development of tiwe privat.: scctor itself?

Should less csencrous incentives be considered witer bl private

industri s become sufficiontly sclf-gencrating of new investment?

Or snould t.ic i1ncuntive measurcs be re—adjusted pradually te meot

With a policy of a morc vilanced division of invesvaent between

the private and oublic sectors?

2, Tao roletionsni) with the major industrial policies.

13, It is ¢uencrally ascoptou that industrial policies arc an integral
b

part of tic n:tionul ~conomic policy and that the incciative measures

arc part of tie inlustri:d polieizs. Tuc issuc arises: How could

Rgggiblu arecas of conflict bu identificd with a view to proventing

them or, whor: pousibl:, 2lisinating thom?

‘4. Although 1t is not possible to cover all the 1lssucs raised by
this possible conflict withan caed of tac major policies, this

paper will attempt to roview some of them, In doing so a distinotion
can somctimes be made botwecn copflicts which arise from the

process of industrialization itsclf and sonflicts which arise as a

result of the intreduction of incentive policies.

15. A number of countrics nav. fac.d the conflict botween the

goal of raising budgel revenue ar o promoting industrlalization.
This conflict ariscs waern import duty concussions arc granted; the
introduction of a protective tariff results in tac climination of
imports of certain products witnout & compensating lncrease in tax
revonuo., T.e conflict bocomes muon snwrper if tax irncentives are
provided ir a form wilch rusults 1n new induatrial onterprises
paying little taxation on corporate profits in the zarly years of
their eatablishment., In Argentina, for oxample, budgutary
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difficulties led to a critical appraisal in 1963 of those

incentive measures which resulted in substantial losses of

revenuc.

16, Meusurcs to case industry's financing roquirements wnd make
industrial investment more attractive have in somc countries
conflicted with some general economic policy objectives, parti-
cularly thut of maintaining internal and exturnal geconomic
gtability. In some countrics inflation, resultiiy anong other
factors from the oxpansion of wonctary demard, .as miude it more
difficult to atiract foreign canital. A new investment law was
passed in Chile in 1960 wnici permitted cnterprises to re-value
their Jixed asscts ceell year in line with the depreciation of the

exchange ratc,

17. In Ecuador tac ousic objective of tuc motictary and foreign
excaange policivs lias boen to maintain aonctary stability.

Credit polic has helped to facilitate thoe financing of industry,
but the main assistance with financing has come {rom a state-owned
Industrial Developmernt Bank osteblished Ly the Government in 1964
and a similur banc cotablished by private intorosts. Tiie roles
of other institutions ia finaicing industrial invectinoent aave been

limited for ta. sake of monctary stability.

18. Tiic country papers show that incentive nc.surcs, as well as
industrial policies, often conflict with tic balunce of payments
policy. Industrislization liae been the principal source of a
rising import bill in many countrics, and the import—-substitution
process has not saved os much forcign exchnangce as expocted.
Balarce of paym:uts difficultivs vhica regult from tnis and other
factors and persistent inflation hav: mrd o 1t necossary %o introduce
economic stabllization policics in Ar_co.tina from time to timoj
these policics heve luod to v substanticl reduction in the rate of
growth of in: eccnomy und conscquently 1a the demand for the
products of locul industrics. Tuis slowin, down ias offact to a
certain citent the offoct of the incentive measurcs offered by tho

Government.

19. Ir Chile, the sain national economic policies which nave affecte.
Ldusiri cte tin, ors tag. rolttd to tie Yilane. of poyacnts, Two
{asortant rol ticnosad, s e o wdentifod, Zrduztrialiszition haa
oontributed to the dev.lopmont of difficulties with the balance of

paymenta; but later on tac resulting need to congerv: foreign
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exchange has provided more offective protection for loccal

industrics and nenc. stimulated their develiopment.

20, The incertive mensurce may sometinmis conflict between themselves,
particularly when tiev sim to sorve conflicting objectives. The
object of Jamaica's poncrouc procruaie of incentives in fovour of

the export-oriunt.d iingtrices was mainly to inercase cmployment; but
by allowing duty—"ree imports of raw wmatorials and other necessary
gupplics, this pro, rome aas conflicted with the offects of the

other pro, runrie of incentives wnich was designed to encourage import-

substituting inlustrics.

21. These fow examples of poasible conflicts between the incentive
measurcs and mojor industrial policies as well as betwecen the
latter and tiic rnitional ccoromic policics riisce two important

igpgsues: Can incentive measures be harmonized with industrial

policice and nition:l conomic policl og?

Tow doo o Wt e necsosery adustments to reconcile

gonfli~ts which ric. o fueer nationad sconomic osjuctives,

IR
-

ndugtrial Lovelopaciit objectives, wid witiin these — the objectives

of incuntiv.: v .cures?
A ———

Be The role of incentive nolicics
R ———

22. role of incentive measurcs can be considered under three
headings:
(i) tucir relatioughip to industrial policy objectivesg

(11) their rol: in the dynamic sctting of the process of
econonic doevelopments; and

(44i) 1limits to ' . scopu .t oficetivoness o iucuntive
Mo L OUlC e

12) Relationonin to inductricl policy objuctives

23. The role of 1ucertive melsures ¢ .. 9@ soncidered in relationship
to the ovj:ctiven eat blich.d Jor t... industrial scctor, Pirst of

all therc iz toe onersd seccet:  tuls riieoss the issue: Jhat role

gan a puckag. of 1acuntive moasurcs play in heloin: to acaicve the

quantitative tapcct oot for orivate investnient an the industrial

gector? noot.or woris, waat role cun aicootive coasures play in
assurin. to.t o oafdficiont volume oif fin.ncinl und other regources
are mobiiis d =nl channclled into investment in the industrial

soctor?
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24. Besides this more genoral role, incentive measurcs may bc used

to promote investment in selected industrial projects which the
Governncent wishes to s2e implemented. T.e issuc arises: Are

incentive meusurcg an aporopriate was of directing privatce invegtment

into certein irndustrivs or ocrtain_ﬁzpjuots? Tails issuce is

discussed in snorc detwil in the Tusue Papor on Criteria for

gelecting industrice benetfitiing 30, Lacentive meagur s (ID/WG/30/11).

25. Ircentive measuresn arce ulso us.ad Lo cneour iy now criterprises
to locatc in industricdly leso=develooed regions of the country.

The issue arisces: Arc incentive measurcg .n appropriate way of

achievins tiis ovbjective?  Can they compenscate enterprises for the
-

additional costs involved in meetirg the Government's wishes as to

location?

26, Pinally, inceative measures nave ocen used to oncourage a
higher volun: of uinorts of manufictur:d goods. In some cases the
incentive has tal-en tie form of provicing ndditional encour:. cment
for export—oriunted industrics; but more froguently it has boen
based on moiin the oxvorting procus: itsoelf more profitable. The

igssuc riscs: ar. incentive measurcs .noappropriat. way of achicving

this objective?

(ii) The rel:tionshio betweol lncontive aensurss, industrial

policios and natlonsd ceonomle policles in s aynamic setting

27. It ic sunorldly coco niaed bt indusieilizetion is o dynamic

process, Poor for e, tow rlooue Tiges: Should not .o reaztlonship

between inceativ. moacurcs, dndugtrisl policics na national

economic policl.y 5. reviewed 1n btue context of o dynaalce

evaluation of the industri-lization of the country?

28, The dynomic aclrols roages the question:  1s tiure any
relationsnip but.gvct too pacage incurtive measurces uged and the
stage of indusiriclizztion of tie country?  Sous people believe
that the p.ckoso of incontive measurcs must boe formulated taking
into acrount tue stire of industrialization of the country. There-

fore, tuc iuguc arises: Dogs the pacrcie of incentive measures

need to b r.vicwed and wdjusted periodically in the ligat of the

ogress of iaductrialicition of the country?”
ke

Hdow could such w revies ve pororched ane what criteria

can b used Yo make sucn o rovicw? Thio issue will be discussged in
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more detail in tic Issuac Paper Fornulating a Programme of
Incentive iicasures (ID/WG/30/10).

29. The dynw.ic nsture ol incontive mo.oures raices a furtier

general issuc. 0w cen tae rolotionshiy potwoon incentéve measurcs

and industrial policivs b3 adapt.d to caan ing; nationsl economic

gircumstunces wnd rosulting cawges in notional cconomic policy
gbjectiv.g.

(iii) Limits to the scope und . ffectivencss of incentive measures

30. Waut can incentive mensures b oxoccted to achieve and what

results suould one ot oxpect thom to acaiove?

1. The country papers sugeest thit o number of countrics have
Uges
formulot.d o well=concuived pac g of incentive measures and made
adoquate wrrirgiients for their implementition. Howaver, despite
£ ¥
their avoilubility, the rate of prowth of t.c industrial scctor has
remained below tue rate which thewe courtrics cXpected to achieve,

The issuv ariscs: C.or tuc provision of .. woell-formulated zot of

;ggﬁntiVu measures by ituclf cnsurc t.i. wchicvenent of t.rgets

get for privit. invostiort in 40 industrinl coctor? 01 are

ether factors rd conditions aveacd ~n . casential ore—condition

for tho .nocitive o woures 49 oocure b sortripution from the

private scctor to industri.l dovelopiaonis.

32, The Aountry B ~irownd papers strose tant tie sucecoss of
incentive me.curcs snould not Dl oCvaated simply on t.uec basis of
the criteriac: (n) tuxt an sppropri.te pacio.c of incentives has
been formulat.d and (b) thnt 2duqueic machinery for their implemens
tation has been develoned, Tnc Papers cmphazise that many
additional facters dotermine whoethor « desired level of investment
in industry ie rculized or not and conclude that tac effectivenesc
of incentive meusurcs caanot be cvalucted in dgnltion, =h.ot is

without considerirn: tnese other factors. The issue zrises:

What arc tocs. otiior foactore?  Sacusc tics oc congidered as

an egsenticl oro—roguiiite Cor dncentiv o Louroc e olay taeir

full rolc?









