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TAX iKcamvES FOR INDUSTRIAL SEVBIíUIííJíV 

Issues for discussion 

"So far as !..e know, no-one hat; ever asked whether   nterprise 
and investment need «incour-agorr.ont   ir.   the fern o'" 1 ix exemptions; 
it is Bimply a ruined  that this  is   the caso". 

Gu.iir.ar "'yr^al    n Aft idn__ Jorgina 

I.   IIüTICDUCPTOíI - ;n:F_F:.ii.T^. 

1. Tax inror.tives are the most v.iC.tly urod fora cf  incentive 
measure to promote industrial acci wpr.ent :;u devele >ing countries. 
This paper will consider thü  i^tucr, mvolvce m ilet icr.ins:  ¿-nd atún* 
appropriate tax incentives'). 

2. The primary purpose of tax  v.ountivfty  is to er acurado  private 
investnent  (both domestic and  for;i~r.)   in industri; 1  project»: hy 
raie ine the potential  profundi] i ty of new  inve¿t:.u rt,      Pho r>trcn¿t,i 
Of the'incentive effect depende  on tne  over-all levjl of  taxation 
bearing on an.  industri?.]  ontnr? riv2*a profits and  the  thoroughness 
with uiiich  these taxes are  collectai,   a« well at: the  genero:;:.ty of 
the  conceacicn.    ?or foreign  investors,   the  incentive effect nay^lc 
reduced  or eliminated uril^s^ uhi:  crnoer.feion io cover 3d by r.uitabU 
bilateral  tax an%• ngementax >>. 

3. Prom the Government'c point  of view,  tax incentives can aleo 
play another useful  role,     -he.'  leave additional BOJ f-^eneratcd 
funds at  tho dimenai of each f.nternriuc-'s nanai-en^n.i.     To tha 
extent  that  ther.; addition::.  ìVKWB are  Burse.pently r^invefcted   in 
the induFtri .1 cootor and not distributed ap dividends, tax incentives 
play a role in helping mobilise id.;ancc for fürt', er industrial invest- 

ment . 

4. The country Background Papere bhow  that  «on* developing cocn^r^i, 
have had both these primary objectivas in nino, as well as «sente sub- 
sidiary objectives. 

5. The Background Papere  .ur^r'   ühat  it   is difficult   to evaluate 
tho effectiveness of tax incentives,     -done  parere  hcv«  questioned 
whether   tax incentives . ere -eren;'^ to .-i.-.h'.tvc  tho development cf 
industry whi:h was, acv.f-.ily rcal^s-d;     tía:   i¿  particularly th.- case 
with  ir.iport-cu'cati  utin; projects '-cnef J t, in-~ frum  ether  incentives 
»uch as tariff protection ara ar.sibtance uni,   <dmücjn~.     Other panere 

(1)     Per rec-:r.t  o:camnationB of  the  suhj^t.   u« e UÎIDC » s Background 
Paper \^í :.j-<r\ivrou for  Ir.dubu^aj^V'vc..c-:'-v-T¿»   p"G-3red   for 
the  InternaVior'i.l  «vnromun  on Ir.a.ist'•-,fl ,'ev^lopnent,  À  nen» 
1967,  IZ; •>..¡f.\/j.2"(í; hay   t.'oi);   a.vJ   J-.-u.->  ...  Lent'6 article 
Tax Incartivi".:  f^r Inveut^cnt  m he •' j¿ '-J ': '" ' • _/.°" -n -vx C: c in  ^n8 

Internat i jr..»! hor.et ;ry i-hav. jtaff »v-"'"-;, July  1y'of. 

(t) Exemption- or ccncesaions '.n import - ~cb v.often included m 
the definiti'ri of fiscal cr toe ir.c;.'uv;>';_an¡ considered in 
the Issue r'yer on  Inport  but y Concordons  ^IL)/..J/}C/7). 

(J)    The probien of uoulle-t&xaticn a/rt^.o.— P iß  considered  in the 

Issue Fc-D-r on ij^L^!L^dJt=iJrdiii-:^ 

<i;v'<V?'-/-/>. 
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hava questioneu whether the effecta of tax incentives can "be 
isolated in any general evaluation of induetrial progress.    Thit 
last  issue is examined in the I. sue Paper Formulating a Programme 
of Incentive tlea^ures  (li)/:*a/30/l0). '  

II.     SUÜVKY C? loSUps,_TAI_STO 

6.      A whole rargc of iceues arise in designing an appropriât« eat 
of tí je ircontivet..    This section lists an Many a*> possible of the«« 
isBUGE under the  following headings: 

(A)    What  form can tax  incentiven take? 

XB)    What objectives are  the tax incentive»! expected 
to achieve? 

(C)    Have tax incentive been effective in achieving 
these  objectiver;? 

(i))    HOW generous  ohould  the tax incentives  be? 

(E)     Should  they bo offered onl.v  to enterprises 
established within a limited  txrne period? 

(P)    How much do tax incentives cost  in terme of 
rev(.'n\xe foreruno? 

(G)    Can tax incertivee  contribute to the financing 
of further  locuotrial  irvjttn^nt? 

A. i'he  for:-:  tax  incentives  can  take 

¡o       liany different   taxation   systems ari.  usee,    ttost countries us« 
a corporation tax (eo.eti.-.OE called  incorno tax cr profits tax) as 
tue mam instrument for   tnxirr; profits .,id  thic paper  therefor« 
concent ratee on   Lrict-;« cone o s ¿ions. 

j.       'flit;   tax incentives user»   w iky a nur.il :-r of different   foms: 
va)   tax holicv.-,   : b)  acceler 'ted dwreciat ion allowances,   (c) 
invert-ient   allowances and  (d)   cash grantr.     »   tax  holiday provide« 
lu. 1   or partial   -xe. ntj AX 1'ro-r, profits f.-r a i;~\.te<f nun 1er of years. 
'l'ho most  con-.en   f.-r-i  ^f accelerateci  depmc .ati-m   is the   initial 
â±JP^li?i£ ui'ic^   i:ií:reaí;^s   k.:o   rate   cf jtw-c.Mt^n  cf   fixed  asset« 
in t'.f  first  year   u   -.¡.J expunne of a r.-u--;..'   rv.ti.   vhe reafter.    An 
>aY££^:¿vn   ¿tUi\^Cj* or.   the  other hand  ai leva  --.y  t-nternrise  to deduct 
a proportion •-•"   ,ht  :nv.:st:".t;n t   ; say  2C  ;   t-,  ;:,,   f-.rat  year,   as well 
au dépréciât in,-   -.,..« fui .   .nitiai  cost  of th-  ¿nv«bt..u.t   in  the nomi 
way.     Another fern of incentive now  used   in  the United  Kingdoa and 
Canada is  ti* £¿H¿„;r_Hii í*al :   -    *•-*  CJovjriïr.ient   *o reduce the coet  of 
purchasing  no< -„iCMre-y and  t^r   i prient. 

9.       The .-nain différence letween a tax hoir \AJ HT*1  „ha  other  forma  of 
tax  incentive  .-   that  thv   -'.-neroüity of th«  oenefits derived   from * 
tax holiday ;.V,«-e. on  the •• . t- -oris« »t alii it;/  tc  rvik.   profits,  whilst 
the  others me- ..-^ cto net.      :  «  important   ^nve arises:     which is the 
most  effecttv. /rT--Lof-_liY   ir;,>;ntive   to UMì? 

B. Cbl-ct:.ven 

10.     na mc..:.vv.i.-8 have been us;"d  (i)  tu ~ic< tirala   HI   forms of new 
industrial   i -.v;-«*-•»•.<•..   'lv.>   ^   .—not**  irivni-,    ;.-,   7J /   m  -rioriiy 
lncuHtnal   rrr •--;• •-.,   .;n     t-j     nc-..--      ,     ;..  •-   vol:--     ~:   ti-orts  of 
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* «    although this List i» a f*ir\y corapreher.31.vo one, haa the 
need to oncmira^e r-^ernisation of exiettrii ^ nufaetiirlr.£; 
ffpilitics re<:c-. vçi «mourh attention in b^n«    «^e ion inj; countriea? 

11. Whore icriEV^ion has been drafted or si ended KO that tax 
incentives &:<n to  »caleva nore than one objeciive,  two furtner 
fendrai  íSRíVí- .irtno.     The  fi.ri-t   ìB - Are  "K«; objectivée /ritrailiv 
confile tent?    .-i >"*«*•. lina fovxu  tue;* *)ero not wh« n uein^; measures to 
prenote investirent  ir. n.-vjor now irduatries ani in the leao-deveicped. 
rabien-3 at  th<:  jn-.t<-  tire. 

12. Sccm'ly,   .a   t,,e   ir.cer,t /ve  effect  to ach/evo «ach  s<+»arat«« 
objective as ^ »w T;'\; I   as x  »,^-ud  he jj* J*"'1.-.:*?' ue./ ¡ >¿_1¿¿?    ÏX'^xcm, 
offerp,   tc exter '   -i»>   tax holiday  nerxod  from   li   vear-. te   1*) yt-ure 
if a nr-w e-itf r--r-»¡::   mocitos   in  a  1 e. • t-d (••/..; V"r«.d   r<-   ir\i.     Tu  th% 
incanti ve effect c-.a  strong as  In  Iran and Pa.<i 3 tan,   for %.. ampia, 
where  tax  io) i uv-v  -/t  provided  cvly  if tho  r,w enterpiise  locato* 
in a  ltst—ievil epe i  »?rea? 

13»     If tax  jnctint ivoii are  u*-.*id  to prone.e   inveetnen*   o/*lj   in 
priority industrial   ^rojoctis,  a nunter of issue*, arine.     i+¡e  tiret —- 
Which  indue trier  should he crvarca ara w.iat  criteria should  j« uae¿ 
to calect   tt.e-i —  in   %'•,•  ¿rinj»et   r.f aaoth-T   IPî'«  ï ¿if.».r 

s»,—>r>      ií'3'ie   - -   r „r    ti.*.»   . .-1   - • ; . y   -¿r r^ach 
.T   ~ ir.   :..",-      'twf'"i   "S      •. i ' *   *..'.   j.ev  oritur- 

(Ko.   ITY't.0/3' i ;     >.' 

be ado;''.-'  ». 
priée«;'''  -- h. 
(Mo.  Iii/V;/ 
can i*? -i- ri*- 1 ,         ' 

Accantiv   J     • .   •       •     .   . 

Ufad  ' ' '••   • 
,   "   • 

14.     An   in*,* r. ' 
ether **« t.r.   >• » / - 
tear in * - • •. • 
peed  t f   ' . 
w .^r ^esaep^   * 

15«     Th»,   «t-%r# • -.-.'..*- 
•aaaur** „ 

ragiona ¡    •? i- i   ' » 

»Jth   the   !r ,     « 

eàowia    -  - , / 
ej*«*a  •.%«;• •   .        •      ' 

•tr«*ctu**-   ,• '    - 
eeaq»eti*. i ,•»<*<„ a      .    : 

adequate   -r.. ^ ; •-. * k 

UBVOivvu " 

A' 

I      E     . 

.   -» 1 It 

*«-» " 

. '    Ì3'i*ì 

-.''• i    »lot l»e 

r    •  , -        * **? 

»    •* ± i'   - 

* ,* • IK*    m t ft»f 

*-     * - » -i.-aii 

»r 

s     •*.   •    «la 

%Z^,W"    *^m^%^ Aiin^* 
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depreciation allowances, investment aljawancoo or investment 
grar.ta, tax lucenti.vea are eacy to adnviititer. Hcwover, a faw 
developing countries also provide tax h'didayi, for virtually all 
new investment in industry. TB there a da'yprwhen tax incentives 

•:nnefítü are teen as 
ich   ^•'•(TalVKj 

a^e used  on a non-sulecttvo  baciJ ti.at  t _o 
a Fermant nt nod :fir-t ion  of ti', e tax sy^tt.    u_ 
measures  ¿hei__extra  incentivos aru requiredV 

additional 

1?.     When lax j»»cO'»tiveo are used to pronoie-  ¡.-elected  priority 
projects,   e diet.notion can be drawn betwaei.   irnpor t-subs ti tut in^ 
projects ano cy ¿rt-orientcd projects.     " avc^ _lax inn er, ti ves boon 
effective  ii  nronoti»  -  in;"•or!.-Gi:b'-:t,i tutim*  promete?    f.'anv countries 
have  found tl¿>.t fffoct've  tariff protection  aas been a more effective 
incentive  tl,-\n  tax  incentiveo,  pince  this helps dutormno  the luvcl 
of profits be for« t.-x.    Abaiutance with financing and pre-in^sinent 
tìtudies have  ?«IBO been mentioned as effective w&ys of promoting 
industrial  projects. 

18.    The istue raised above night therefore bo rephrased mora pro- 
vocatively to  read:     art» tax incentives necceaary to prenote  invest- 
ment   in inport-aubfct it ut ir/  ii.dun tries?    here  it may be useful  to 
quote a  R'.rr-a-y  of  the  rea-;iU; of t >ne  opinion uurveysi   j.n which 
businoot;.^-.'»! IM re anXed what  role  tax  ineunti «s played. V 3) 

n«-je<-Pf;-';.rv   in Drenóte  i.-x*>or i-< rier ted '''?•      A,! ,e   * XX   , HCOl.tlV«!       
LH_4.V*^r-Vg/*'-' ;^r>< countries ^rovn'e .ax roba;va and ot;:<..•!• necours« 
which make t*,* p -ocecr of export in- itaelf tiovv profitable for r.ew 
tfitfrpriyí'8 oa wtil  a?» txistin--   mauötriea.     Are   fur the,'  tax 
lnoej'ti'/tiK   *o  tnc.'Ura-T*-'   t*.e  estasi tuhmont   of  ex;>or-,-orn->,,ted 
industriar,  hccaSt'-ijy?     In  (,'crpi,   «L^r«:   t't.e  t.<- ort   promut; on has  ò#an 
particularly  hi   •'->* ftf m (   t:.w  w.oi*:   ;rici-^e   of   incentivassi   ¡¡as   DS*n 
oriented  t..>w»ir Ui ijccu'in'i'iii,-; tf •   eiitablishment   of export—ojannuel 
industries, 

.'CU     K<i*!'iírco   in ene fa <(?in?   industri««   ta   locato   in   leüß-de vu loped 
resone  cf  i -v- t<\\    '--,   ,   --in* COITI

1
- ¡OS  B^-'.-.,t.>   t-.at   i  ;T"..n  of 

ce .\H>U «n   is -t^-t    t ,,-   , f f..,. 11,(..,     "'i ..   iü..'ja   iri-.'.T   t    ••-f^^rei 
*r*   .4«  ^:   -• ' 2_ .        .   _;*.   w\      :   - .... f      , -i-      a o-.-: - r * :oi>ai 
ij^mtri   . * , .        *   r   i '   - *     '-   ' •     ' ' --• *  "~     '»'.; - i  ±** 

i) ^#>     #          • *. »    « * '   *. -    ?.*í   * *   # «'    t     i      /*                        4 

A ï>-%l»€î  ; . .   •*         ir • • %  4«    .• • *     1 1j( 

f sa ki • "     -n. 1,-1 n    *" r-*f<   1 " ,   ^ - 
••Opini'-   ; -.'    i - */ -. •    *rv 
^ifor» » , .» i *    *  i • . »-   • 

ta it-   * -  . fe«* », 
ti*»!*-   .  . ,  - - 

'• *,   ' 

A*®»      M-       J ~ *'«*. '      Sil          f 

4 lí     P   !* , ^.f.' 

•1*1 lar . ; * r '• ,    * 
55   fir * i*I       ,' 
f«tt^< t- , ñ    *%-í 

è»   t** . . »,     '    ** 
S^s«*, e   - . ^ »    \. *=^        fti^*t f*i. »#i«    ,* 

- "     »   J:   v' • I. tion*l 
»   »K--,   •-   **   : têt irn rn&d*. 

d    '•?.„    r ; -s  ì AVO almost 
a r-*;   t. /*_ t y nino:  rois 

%'tí   'fri i.*.*« -»n,   î n 

•    ,•   tu   #«*     »ion  .*s 
~^,    *r j   t "«* ^ *   f", r^i % 

. .."""»" -       '*,   'na 
:   ,-'.     ; .      * ••       '*   t .« 

,   «•   j.«   »r    i* „-or t -i"t 
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C,  How generous should the tax i\ '.antivws be? 

21« The country Background Papero hov that che generosity of 
tax incentivos in the 2C dcvelopir? -jcunti i.. s .studied varies 
greatly froi.-. one co another. This- : usen „-. rhndanental issue: 

what factor- 'tikmne iho level ,-.<_ -»^_»*-,2ii "tj_ix heno."i tu are granted 
in tht: v.'i'ii' u:p >rLcj.:n^j^^_l2^ivi_JJ^»; >>':'     A"o t".o i;;v^la set 

determined uy hmich, b.y copy in: <-\i' •in.: le;i;;.u:ticn in other 
countries, !y thy need to connue ih  ?nvf-nt::u-nt with other 
countries, or wit;i other factors iii .urnf 

22.  ^he country Back -round Pape:.: e not provide ~n answer to 

this question,  however, these p:.pe> ; -ugrer.t that ¿m increasing 
number of cuuntrien arc hocouvv ;;e" -cive in the application of 
tax incentivos;.  The insue c.rii= T. t.j -rei/ore: sne-uid the. <"o:vji'Ocit" 
of ta,   *--      '• •- -  •• ~" "• :—"" 
Do heav 

»..^» ,! vi vut,.      i.«   1LI.11.B   (.-.JIì: •:.     i -i-fiurv:   ii,,t-uia   ; re   r or. J r o civ? 

a<_ inceliti ves defend °¿L.^
V
IJ •'-'}'' ",° BL. the  nroj^ct  F>;^\ orted? 

eavy and  li^ht  industries need t  e  sane  ler.~th of tnx hoTiday? 

23.     What  evidence   there  íó bue:'e3t¡-   that   the   level  of   tax 
incentivos ia deterninect  in nan y c cur. »ri eu chvudy by  the i 
to make   inventnent   in industry ; ¡<v 
nient  in o ti: er  svetti e  tuen ,.a trai. 
Turkey,   inveì, tr.er.t  in l^i.ry housir 
by taxation,   whilst   tax  inocetiver- 
inveetment.     Phia raises the  i„aue 
to doternin^^:e_leve^l   of  '-^x   -rete 
policy **e_*t>211¿? 

prof it i!ii -__r e i et i vc_ ;_£ _XJ -vî9 *•- 
,   real  jHtr.U'  and  uocsin.'-.     In 
:  has  been  positively dircouraf-'oo. 
<oro  oft'.'-re;"   for  indue:-ial 

can a'.v ^'.tiaoinich   .se  es t ad i i-¿h- 
'. ivou  r" . r- i. >f-r.e -'*;£ll<. 

24. Tilia raisec a furt-.er  isce:     chould t>; e  et?nr roa i t,y_ o f j he 
tax incentive defend   on the  t.iZ3   or scale_ r,f  i':;;u^\-it-     ire 
revised   law   1:1   the óudan provider  a   tr:i  rci.jy   ;n-   hvc  ye ara  plut: 
exemption on  %*' of piofitu enrnee   :n   the  :VihH:n:'  f:;/c  years,   if 
the   investment   e>--e-ds G?.1   rulii-M."  Jhe   l'.'i>-i-i7'o7"rhe "td7 holiday 
in Nigeria HIBO CU-  ende  on   t. e ^r,oee.<-   i.ivv...;txi  it.  ?ur.n  a way  that 
enterprises  requirir.,; ¿>  1cv;  miti.-il  capitai   irv^ctnent  .»rv encouraged 
to expand  t  air ooertttior.3 at z.t; e i-ly date,     h<..no eou.ntrtoa which 
have restricted   tax meant: teu  to priority  mduntrieL  have chosen 
those which require  lar^e  ca; ita".   ; rivettimi tü  '',o.<.  argentina, 
Mexico). 

25. Some of   ',' «  ti.-.ck ground  Capere point  c--_'..   .h,»t   tax  incentives 
have   tended  to  •"••vou.-  thn   larger typo  of t-,t;M<riE«  in which  foreifjn 
investors a« ^   fr» 'ueniiv   involved.     This   '^",(,  a general   iosue: 
fthOulQ  a  By.-'e     < h....V:^,.>IiC£nt3^^ he jlvwl_-     .   te   pro-; »te   saill-sci.lj; 
industri   h- Cr em  th-s  objective  U;  better  -f • i- zed   ev   r* cueing the 
rat« of  cori-.--    .«>;,   tax  on   proti" e   m   th< 

26. Tr.e   i-jv : 
by extf-T «. 
Mhic;i   ir r. -t, 't- • 

1963,   ••»-  . : 
Ine« it ; •*• e>. 

1T-: ."----..• 

.   *   1..  e, *. : , 1 

l'-r-iti...f i .     :. 

•   .•        '   .   •     -T r        r 

if,      lit .     -1 ' 

. . tt 101     t '• 

:   a , * 

e:u ftb'' 

•..ti •   e «er.   ir.t'tut-ncf.d 
.iCu »T. * :*.•-•-;   in   1y6/ 
ïid«   r«*.'One 11 ve   to 
- - e  «,'*;r   r    .»   tax 

c   ^ j*a- 
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27. The paper on Nigeria's experience men ti or-s that the generous 
tax incentives offered for investment in thr. issE-devolopod regions 
of the Unitoci hinçlom have made it more difficult tc attract British 
investment in hige;ña.    This raises the issve:    has the uso of. tax 
incentives hacina LíO widespread  in developed _countrios that  siuilar 
measures  are re en di'aa   in dovelopine countri e s _ to jxl t rae t foreign 
investors? 

28. The  Bame  i s «ut applies   to tax rebates and  other measures used 
to make the nrocess of exporting nere prof iuao] cU; t (^5.    Have the, 
measures taken  by ci .• ve loped  count ri oc   to ¡:-ke export in- mora 
profitable  r&ac;.m:   1  .--t.age  vh.ere dt-vjlo_>_>ÌK^_j^ounJ,rie-s must   take 
similar action   in order  to allow  their  industries  to compete on 
equally  favourable  turns':1 

D. The time factor 

29» The Laws of developing countries which enact tax incentives 
do not usually provide for the withdrawal of the benefits offered 
after a certain date.  One exception to this /renerai rule is India; 
there development rebates ¿'initial allowances; have been offered at 
a higher level for industries established before a fi;:eh date. The 
issue arises therefore : L^XliJ.!0.^ J^ii^^rA'1^ c°up±?lLz  nisbeu the 
opportunity to promote the 5i(L/l/hLlHdiÍ_ilí '-'li^1-*Ac. JaV.0^-^*8. within 
í^^nÍh\2á~¿^12^ 
enterprise must be estabtieh.euV 

ruent\cn is pi obably not a« clo „r-cut aa 
countries vr ich identify a list of 
incentives will autone t 1 .-.ally be 

í'urxÍ!tmo'',JI the principal 

JO.     'Ene  answer to  Ihn 
it   may appear at  first.     -?hc 
industrial   project.;  for wrnc 
granted   tond  to  focus  attention on  these. 
of   "first   come,   first   served"  ape-ear« to be effective  even   in 
countries  i.hich have  net  resine tea  incentives  to n«'.,  activities 
(the so-calleü  Pioneer Industrio.:).     One  cci.Tr.ont'..tor  on investment 
opportunities   in the  Central   '.merle?-..': Common Market  noticed  that 
"a  large  number of firm;,  annida:;  to be   , irst  ir   believe that  they 
v?ill be granted  these   iicen+ivs along v.i'h tariff protection more 
readily than those who s/il i  come   Jator"(°/, 

E. How costly .are^ta^ ir_ceiit_ljfeji__in J^rnc  °f   revenue  foregone? 

31.     A majo- consideration  in selecting   incentive Measures   is their 
cos- and effect ? venosa.    Bearing  in nnind  th^t  it   is normally much 
easier to eetiuate the  cost  cf a programme of tax incentives  (at 
least in  retrospect),   it  is  rather surprising that attempts at such 

(4) See the '•..-•ort of ujilDO/in.'CPAb Expert Working Group on Incentive» 
for  In-hiF.trvil  h'xports,  1,'ovor.ber  1960, 

(5) WCTAD's  T."-»ntive8  for  hxperta in :Jev^'.opod and Developing 
Count rie;:»,   hctooer  1 JOÔ~Ç'B/1-/C.2j^l) 

(6) See  S.l.  -chreiburg,  The United State:; Investor and the Central 
Ario r i c a r 1 '" onion h i r, : e t,   page  264 - U.a.   loar^ress Joint  leonomic 
Connittee   J-yth Congress   1st  Session,   v..-iO Captember  1965, 
(appendix VIII). 
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WMMwrement hava been made in only a few counriûa. In Mexico, 
records were kepi: from an early date. Of the 20 developing 
countries whose experience is studied in the background Papers, 
only a few rourtries provided useful data. 

32. Of course, measuring the cost, must hove s purpose. Ono 
author has at ,-err.r ted to compare the coet. of t --:•;  hclidayu ari 
import duty concessioni, offered in „.riaica va'd the resulting 
benefits which industry brought to >he econoir'V < ), The issue 
arises: JJt±ugA a cosi-benefit anaj^iö a ..y* LU bio and worth-.'hila 
exercise? 

33. An alternative use for data en the cost of tax incentiven 
is to cannare these costa with th* cost of other incentives. 
The country Background Taper en .aporia does this,  it shows 
that of the P£.h() million coat of Vue  total pacale o\'  incentiveo 
offered between 19^8 and 1SK>8, tax incentive!, co;;t about :i\6  million 
and import duty exemptions about I\<;i8 million.  The isaue arises 
therefore : jE*2.\iJ^JÌ£X^iLrL^^ c L_i'-atrt_°il i £ oont^of 
their tax i»ofí'^tiye_g__ajjd_cj¿n;^^- _thefje with ^o;,t¡' of other incentive»'; 

P.  Can tax incentives contribuât; t o ti io f i na ? • c i n¿ of further 
industrial invog trient ? 

34« A wide ran,;c of techniques are available to encourage industrial 
enterprises to rein"est rjtamoa ¡..-olita in Vu--  expansion of the 
existing plant or new industrial ventures.  As tr.e industrial sector 
grows, this potential scurce of saviir-s and mwotr-.t-nt. bocones 
increasingly important for the national economy.  In t'-.e advanced 
countries, between SC-.and 7('- d' iww industria.' investment in 
financed in this way.W  Kstinatos by i-'CLA surest the pro ort ion 
had already reached between 10- and uO;¿ in some I, ¡.tin American 
countries in the lyh-üs.wi 

35» A cenerai Ì3M;O -.riven have e- evelo pá/v; cov,n„i\Us paid 
sufficient attenti on ',O t'a¿ o ojeo t i ve !. a; m • a, s i •- > ! i n * t ¡ ; e i r 
jryster; for taxin; indu, trial protiYsY y[bt) ^""c^TKin; Jas" with 
incent i ve rneasur--.-sï 

36. The tar. syi.;;.e:n itself ,¡i?.y encourage ret- .med profits by taxing 
profits distributed as dividendo at a hii-ner 1 be than those retained 
in the business.  Pew of the 20 developin- count rica studied in the 
Background •ap<-ia appear tc use ¿Ian general syuton.  Foreign 
invostors nay he influenced in this direction by measures which 
limit the volume of profits they are allowed to renit abroad in any 
one year. 

/-\ Paul L. Chen-Young, "A study of tax inrcr. ives in Jamaica" 
National Tax Journal, Vol. XX. No.3 (-e^ti-nber 1^6?). 

(3) OECD Indu.;trial Investment policies, .7 il;. 1 ¿>6->, pa¿e 21 

(9) KCLA The Prece--a cf ^m^tr-al hgvel a--ieut m Latin Amerjfif 
pace no7.;'1; oaltíí. i:o ÓU.I..J.4.). 
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37»    A »umber of developing countries hav*» provided tax 
•xesptionB which are optional but conditioi-^l on the reinvestment 
of the funds ca-.-ec. in specified inve~3tneni opportunitiesOoJ. 
Por example,   in > era between  }(*' and 30., o:' ;rofiU- can be rê- 
invosted   tax free  in new projects,   the   .^portion exempted dependiïjg 
on the  locatif! chorar.,     cuci, reinvcst.-.icnx  pro-^nons  cannot  be 
effective whilHt   m ente.-prise  13 ^.u-fit t lur fru:.i a tax holiday. 
Instead,   they rhmila  be conn.ìurod «e an tut-rnativc  tc this and 
oth-.r  forms cf v.x  li.cont iv( .     l'ho  it-but-  .-.riseti:     can rainvcstmont 

inai  n¿'o uute'í 
tax inceriti ves  fer 

i'O. Another int, 
c re! it oyulc'n in 
te encourage ¡.ri 
recently other ' 
Corporations arc 
tncoî« tax ìiafai 
futur® ínveetm^n 
in thec.« regione 
çrouoed toother 
f V of the ca it 
deposito ar- not 
Oevferment. By 
inco.iw  tax liabi 

-.rtjsiui* exar,],lQ cr an option-1  schone  is  tne tax 
'reduced   in Mrnzil   in   1^01 ;     th«  Byften ie designed 
v..i«  mvct:t'-,tir.t  in  induotrial  preseci:  ( mû more 
.'.   u of  prajc-t)   in th'.- ;.orth-„act and Ar.ason regions. 
raleasen   fr o"i  moo-.e.  tax on \;p  io  -yj j of their 

lity,   provided  ti.ev place  this  ¡nai on  deposit   for 
:   in projects approved bv   i.;c dev^iorrv.-ui.  a-encies 
-' 1'r.i.J and  1Í.T..A.     These  deposite rruir**   then   r,e 
by vario-s  owners and used  to  supply  ?ri'ì   SO'.' or 

*1  ruqMrí'Dcnta of an approved  project;     ii* tha 
reinvestì.»'.  wi;-iiu  3  yearn,   caoy rt-vcri   to  the 

1jo6,   it   ir? «ytir:iated   '.hat   oru.-r ird nf all  corporato 
lepo,-.itv • • /. lriiei> nere  placed on depo.-.: 

In.     Otner countries nave   introduced c^eciaJ   1-virlaiicn  that has 
tr.e effect  of   f:,rcin^ cnterpnncs  to reinvest  p¿rt cf then'  nrofito. 
Tn  th«   Ivory Cciut,   IO    of an   industrial  er.tor-rictrü  profite nuet 
t*   invoBtcd   m national   ir.v«at-ier.t  certificate;     trio   investor c&y 
use  theae  to  ir.vt-nt   m a new loci i  enterprise  iu  industry and  other 
Timida  or  to purear  -   2C-vpar Oovernnent   bor.d "oeirtny  interest at 
!>;._   In Colombia,   ludur-trni  «'ntMrpriuea  wi-e  Tor a tir-  reouired 
to  invest   %;. of  th<-ir prcijtg  in  tiir, national   steel riiil. 

rave  tr.nr.e  r 
c 

r^i.-yt-pt-i 40.     Th«5   xsfa-jrt  arises  there^nrn: 
^1dcd .12, lhF iiï:lLJLLlrlLl2^;^  -''-"ïn^s 

of sehen« more useful fer achisvin» specific e, actives than the 
«eneral ^oal of raisir- the level of industrial"invuEtmont? 

In •:',T ::CH »1 

-revisions 
¡¿>*d the 
IB riue tvoe 

(H>) 

(n) 

0»©r?t ¿. tent in the article cited «eution» The Reoublic 
of China, Coau ^ica,  Ixuador, Chad,  «-»crcoco, Senegal,  Tunisia, 

ian te« alteri ( , Hxrschnan "Industrial Development in the Brazil 
Nwrt)<>««8t and trie tax credit syst er: of Article M/l3". 
Jownal of Developoer.t ¿tudiea,* Volunt V. No. 1 (December I96?). 
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3. .TO/8 

HI,  sugcTRSfsp isms FOB mzcimio/i 

41.    In fchiB Issue Paper sore than any ©the?, » very »fid» 
Of iBaveii have War. raised.    In order to rake tb* ",ò»f»ioni 
devoted tc this subject of maximum value,  it  i^ .-urgeeted that 
dißcuesiun ai$\\  focus on the fallowing i.v.ue*: 

Te ti'in^ ou¿  the experience of countries rspreeentod at 
the Seminar,  y&rlieipants rißht  indícale: 

„a,>    i'H^at proportion of neu  industrial  inv«etnei¿t 
has benefitted  fron tai   incentive» m t.-.iir 
country? 

(b) Have tax incentive» played a ai**r.ifiu*nt relè 
in pronotir.» this new invectnent? 

(c) Have tax incentives played  •* oleifici nt  relè 
in promoting other objecUvft m¿c    as »«If« 
financing of  further  Investment,   locati-i tìf 
industry,  higher experts' 

Kore general   issues which -sight 'ce discus»*d  i"cludet 

(d) Should different  type»?  of   t-»x  incentive 
systems  be ue-d at diff^rtr.t   8t?^«s  ir  the 
industriell! :»tion proceea? 

(»/    Can exit.tin» cystenn be   mprovfcd  to ufce   t¿jc 
incontivt; e noie effect iveì>   ir,  3Chi*%« C2££.lfic 

objectivea by  «"anting a time   lu.it   for" th*ir 
availability 

(f)    Do develotir, • countriou   in  «jr,-e  re* io-e need 
to take steps  to avoid «xpTui-/« %r:d e.mtcful 
intcr-eountry compétition  in  the ^rar.tju* of 
increasingly £<*narous tax  uicynt lveo*' 
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