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TNPOKT DUTY CONCESSIONS AS AN INCENTIVE MEASURE

Issues for disouSSiOn

. Y

)" "Rem13810n of import dut1as ig. generally tngught 10 ba of L
greater potentlal value 10 most manufacturlng buslneases T
“than 1ncome tax concesslons.?« . ,
;Wﬁfxw;J~?;kiy~v : GebrgezLent:~Tgaflncen$iVae-k ,
L V o for Investment =

: :t.; IHTRQDUCTI@N - THE 'PROBLEM' L

wa el

Import duty concessions are one of several types cf 1ncent1ve measure
which can be used to enhance the potentlal profltablllty of a new industrlal
projects . Where 1mport duties’ are lévied on imports of machlnq;y'and '
'equlpment, they can serve to .reduce the capltal cost of a project. Where
conoessions are also. granted on the dutles 1ev1ed on 1mported raw materlals

and supglles, thay serve ta reauce the operatlng costs of the progect.

2., The problem raised in thls paper. is "are. such. concessxons ar. apprepriate

way of 1ntrodu01ng 1ncent1ve§“{ or can the tariff structure for tnese oaiegorles

of 1mports ‘best be brought into 1ine with the Government’s de81re to" encourage .355
new industrial progects and’ prov1de them w1th a favourable cost structure by =

general and non—dlscrlmlnatory revzslon of the tarlff struoture” : \ JE K

' II. REVIEW OF ISSUES™

y3; A range of issues ariges when considering this prdblem.‘ This;section‘

lists‘aﬂ~many.as possible under the folléwing headings:

(A) Why are 1mport duty concessions needed?’ S 'ﬁ.ﬂggw‘@p.
(B) 'If they are needed, should they be ‘granted on a nor~select1ve
: or selectxve basis? If granted on & selectlve b381s, what

‘criteria should be used? - &
(C) Do import duty concessions conflict with other industrial -

polloy obgectlves? RN ;l\;f<1v.fgwwﬂ.'.,ﬂ L o

A. Are 1mport*duty concess1ons needed¢ T T e A'" o

4. Exemptlons or reductions of import duties are granted for some or all

of the follow1ng,ca§egor1es;o:Almports: (a) machinery and equipment; (b) raw }

materials) (c) intermediate goods. The issue arises ave guch import duty

conoessiong necessgary?
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5« A simple answélr iF that “t.&Yy ‘are-only necessary if-the duties levied on
those categories of imports are higi enough to meke the concession worthwhile,
The issue arises then: at what level do concessionsg become worthwhiles if

the import duty is h, 104, 15k or 20% etc?

1. Concessions on imports of machinery and equipment

6. Impor%’duty Eonbeséions are applied to three categories of imports,

Vth are imports of machinery and equipment the catepory nogt fregquently

granted concessions?  Because, they reduce  the capital cost of the project

and reduce its total financing requirementsj because there is a fear that
other countries granting this concession will attract the investmentj or

other reasons?

7. The duration and scope of the concession granted for this category of

import varies a great deal and is'not always clearly defined, The issue

arises: should the initial concession also apply to imports of spafe partsg

or replacement parts needed &t a leter date?

2 Concessions on imports of raw materials and other supplies

8. - Import duty concessions are not(granted so frequently for imports'of'

raw meterials aznd other imported supplies, e.g. component parts. . In almost
every case, such concessions are restricted fo categories of goods where there
is no local producfion or sufficient localfsupplies are not available, In
Ecuador's legislation, this eﬁé%ﬁtion ié“méde sﬁﬁject to 2 regular annual
review to ensure that local materials are used as soon as they become available,

9« The issue arises: . - Is there any economic logic. in granting this type

of concession for imports of raw meteriuls? Is it because the Government

‘wishes ﬁo provide .a form of continuing incentive; because this concession
helps reduce manufacturing costs; or other reasons? Why should enterprises
which are expected to do without this concession after a period of years need
it in the initial operating period?

10, Is there any economic logic in extending the concession granted

for imﬁorts of raw meterials to other imported supplies - such as component
—— « | _ . -

11, When import duties on those categories of imports are high, relief from
these duties can result in a significant reduétion in .menufacturing costs,

This raises further issues: Does the incentive legislation ‘always ensure
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?that*théSe feduéﬁiona are pascé&“6ﬁ~£d'the éOnsﬁmtr°' The‘relevant law iﬁ S

ngerxa pravides that relief from 1mport duties on raw materlals is granted

onlz 1f1the onterprlse can’ Drove that 1t would otherwise be unabie to pro&uce

the’ end prsauot at pr1¢ee COmpetltlve w1th the prices of comparable 1mported

goods or at prlces whlch wotld ensure that an qdequate market in: ngerla could'

Eroteotlon establlshed for the flnlohed product? . TulS has not a;waya been

the- case,t_; Several COuntry Buakground kapers point out that the oombanatlon x

of tarlff proteotian and 1mport auty*con06381ons provmdes unduly favourable

manufacturlng condltlons for some entcrprl es.

o 3

"

By Should conoess1ons be granted on a.non-select1Ve or seleﬁtivé basis?

13 There are two approaches used for. sclectlng qualifylng 1nduatrles,
The flrst approoch dlstlnéulshes between (a) 1mports requlred for' 1ncorporatloni;

in goods subsequently exported and (b) 1mports uaed for gooda sold on the

local market. The second appro;ch 51ngles out prlorlty 1ndustr1al proaeota

and grdnts 1mport duty conoessmons only‘to those Drogccts.

(a) Con sslons ggﬂntcd to promote exports of manufactured goods

TR e PR . P PP

14 The flrst type of selective approLch ig used by\many of the 1ndustrlally

3 ‘w';-vot -‘i‘.&&’fiﬂm‘-‘ah"“v e T -

advanced oountrles as well as an 1ncreaslng nunmer of develOplng countries.

; leen that the export oi mdnufactured produots is a natlonal economic goal,
tL-%he -niadTy ﬁisaavantage*ts the ccst and. effort 1nvolved in admlnlsterlng th13¢
type_of measure, . The main issue arising 1n 1mp1ement1ng this apprOach RN
~thefefdre*isz ‘what system should be uged? - thLvduty draw~back approaoh; o
more general forms:of* import duty exemptlons for: GXport—orlented mndustriea;

duty-frce manufacturlng zones? ‘ 'mi' R L 1*_~“~ : S

, o gB) Concesslons granteq to_promote priority xndustrlal proaects )

'15. _The second approach is more contraversial since it creates a more . - y
favourable cost structure for the. bpneflttlng progects and not oﬁher progects. 7%

The 1ssue can be c0n31derud 1n the follow1ng Way' should 1ncent1ves be’ applzed E‘

in this. form which affects the cost gtructure gna hence the enterprise 8 g
& ;lltx 30 establlsg cogpmtltlvc selllng prlces, or in a measure llke tax
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16, A further factor to be oon51dered when formulatlng 1mport duty concessions
on a selective basis is the effort and cost 1nvolved in 1mplement1ng thcm and
the danger of abuse, Concessions for imporis of machinery and equipment are
legs complex in this respect since they are a once-and-for-all transécfibh; ¥
iﬁports of raw materials are impleménted in a continuing series of transactions

which are open to abuseﬁ(l) The -issue srises: How serious a problem is the

administration of import duty concessions granted on @ selective basis?

173“5~An“interesting eamment»0n~thiSapoint“is the. example of Eouador;éhére:;u
the legislation provides that all companies benefitting from import duty
concess1ons must pay a special tax equal to 5 per cent of the 1mport dutles
foregone to cover the cost of administering this part of the incentive

"progranme.

ﬁc) Implloatlons for the tariff structure

18, Import duty concesgions represent an adaustment to the tarlff structure.

_ Where they are applied on such a widespread basis that they can be considered
as a general concession, then the same result would be achieved by permanently A
modifying the tarlff structure to include the con09881ons granted.

19, Where conccss1ona are granted on a selective ba81s to0 promote priority

industrles, the issue arises: would it not be more appropriate to wmodify

the tariff structure %o achieve the same-effect on. a non—discriminatory bésis?

When Thailand eliminated concessions on imports of raw meterials, it modified

the tariff structure at the szme time.

C. Do iERQEEAQEE£W92£9?$S%9n§ conflict with othcr industrial policy ohjoctives?

s -

20, One ‘major conflict which arises when formulating import duty concessions
is the loss of revenue. For many Governmenis import duties are a major source
of revenue. psy rupresenied 13 pim cent of Government rewenue in 1963 in
Mexico, about 20 per cent in Chile and Colombia, but up to 50 per cent in. Costa

Rlca, Nlcarggua and Panama (@)

(1) One developing country advised by a UNILO expert found that abuse
of the system was so widespread that it considered withdrawing its
" selective concession for raw materizls and instead establishing a low
rate of import duty for all 1mports of raw materlals whlch would brlng
in the gane volume of rcvenueo

(Z)H.See ECLA Prooess of Indubtrlal Dcvelopmant in Ldtln Amerlca, age 158 -
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22gﬁ Howevor,&furthar analy ; nay.. show that the conflict arlscs not so much

as a result of  the, concess 1unb granted but as a result of the- 1ndustrla¢iﬁatlon
process 1tse¢f and thc Governmunt’s d081re (reflected in, 1mpqrt duty uOHCQES&OnS)
to keep the. cast of locally-produced goods as. low as possmble. A key 1ssue
erises then: Should the cost of import duty concessions be con 1dered as, _par 7
R___igg_gggt of ;ug_lnoentlve programme, or_a cost of adaptlng the tarlff

structure to the needs of the 1ndustr13113atlon process 1ts»1f? If the second

and broader vlew is taken, should not the’ ‘revenue generatlng effects of 'f:L -
1ndustr1allsatlon (or at least the benefltting pro jects) be takan into account?(B) ‘
23, Import duty oon09851ons cen- encourage the wrong type of,lnaustrlalisathn
if they are grantad without careful scrutlny of the type ‘of progect supported.‘:‘
A comblnatlon of hlgh tarlff protectlon for. ghe flnlshed product and . 1mport ;

duty con09881on9 ‘can ehcourage, the deve*opment,of aosenblywtype_lndustrlea

which bring profits to the enterprise but little benefit in terms-of value

addéd to the cgonomy; frpquently they also result 1n 3 conszderable 1norea»e o
in costs to the consumeT, " One way to av01d the 81tuutlon 15 to 1nclude mlnlmum

local content. aondltlons as part of or as- a supplement to the 1ncenﬁlve 1eglslatlon;“ﬁ

India and Arbentlna thC introduced a local conﬁent requlrement Whlvh rlses/

progre331velJ each year for the manufacture of cars, buses, trucks, tractors, etcn N

(4)

Other countries Ce.g. Ecuador) have est.blishéd minimum local content PR A8

The issue a@rises then: Can import duty conocssmons lead to the developmenL of

the wrong type of industrlalzprogectv : If sol_how can this be avoided?

24, Impart duty concess1ons can dlscouruge the searon for local sources of

supply and hende reduce the pre sure to build up suppbrt ng 1ooal 1ndustrles.

Most’ coﬁntrles limit 1mport duty pr1v1leucs to raw materlals ‘and other supplies
not locally avallable, but only a few uountrleb have made e gal nrovision Lor
follow1ng Ecuador's practice of keeping this concession under ‘annual rev1ew .
Have dbveloplng countries always paid sufficient attantlon to this p“oblem in

‘designing thelr incentive lew1slatlon?
}

25 Thls .;qfllct is potuntlmlly more serious s when import pr1v1leges are

grented for a wide rarge ochategorles of imported goods used in exported

L

3) For a.careful nnalvsﬂs of quz t@n‘s eprrlcnce, see otephen R. Lew1s, J;.,; L
"Revenue Implications of’ Chunglng Industrial Structure: An Empirical Study® 7
National Tax Journal, Vol.XX, No.4. (December 1967), DPPe 395411 '

(4) See the Issue Paper Criteris for Helecting 1ndustr1es qualifying for
Incentives, (ID/WG/30/11)

-
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manufactured goods. The issue arisesy; Are situations likely to arise where

some exportinz enterprises continue to purchase import reguirements from

abroad when they could be purchasced locally?

26, A similar conflict is also beginning to arise in those developing
countries which have developed local industries to make machinery and
equipment. In Argentina and Indla, import licensing controls have

been used to ensure that firms arc forced 1o buy local mechinery as equipment
when it ig available at a conpetitive price. The local enterprise may prefer

to buy abrocd for many reasons;y the issue ariscs: ghoula import duty -

concessions for plant and mechinery be supplemented by other meacurcs

designed to help build up = local capitsl zoods industry?  What criteria

should be applied to enforce local purchases; the cif price of competing

imports plus the import duty or other criteria?

111, SUGGESTED ISSUES FOR DISCUSSION

27 This paper has raised a number of issues. To maximise the value of
the sessions devoted to this subjcet, it is suggestecd that discussion
concentrates on the following issucs. To bring dﬁt the experience of
countries represcnted at the Seminsr, perticipants might indicate:
(a) whether they grant full or partial import duty concessions
(1) for machincry and cquipment, (ii) for raw wcterials,
(iii) for other categorices of importcd goods;
(b) whether their teriff structure mekes these valuablo'oonceséibns;
(¢) how long the concessions lust for cech category of importsj
(d} whether these concesgsions have noticeably discouraged the development
of local sources of supply;

'(e) whoether import duty conccssions have led to the estcblishment of the
wrong typc of industry.

The following generzl issues might be discussed:
(f) 1Is lowering the cost structurc of local industry such a
worthwhile aim thot import duty concessions arc ncecessary?
(g) 'is therc any justification for using import duty conccssions
(a discriminatory approach) in preference to revising the
tariff structure (a non-discriminatory approzch)?
(k) how cen the general goal of rcducing the cost-structure of

new 1ndustr10b and encouraging local production of the imported
goods . g. blfcd concessions be res olvad?





