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have questioned whether the effects of tax incertivee can be
isolated in any general evaluvation of industrial progress. This
last issue is examined in the Ie«sue Paper Formlatin: a Programme
of Incentive Vewcures (Iu/4a/30/10).

i1,  SURVEY & 135U7S TAISHD

- -

6. A vhole rarge of icecues arise in designing an appropriate set
of tex ircenmiven. This section lists ag Ay s possible of these
issuee under tie {olloving headirgs:

fh) Whet form can tax ircentiven talke?

(B) Wnat objectives are the tax incentives gxpected
to achieve?

(C) EHave tax ircentives been effective in achieving
these objectives?

’ N . .
(D) How genercus should the tax incentives be?

(E) Shoula they be offered only to en*erprisces
establiched within a linited tuime perioq’

(F) How much do i2x incentives cost in terme of
revenue forepone?

(G) Can tax incertives contrivute to the rinancing
of' furthcr 1ocustrial irvegtnent?

A, _The form tax arcentives cnn toke

To  liany diffoercat taxation svstems ars usea. Lost countries use
a corporaticn tax {couetiies called income tax or proiits tax) ag
e nain instrument for taxin- profits aad thic papcr tlerefore
conuentrates on (eus CONCISS10NS,.

o

De The tax ircentives uaed iike 3 namblop of “iffercrt forns:
fa) tux holiazy, 'b) acceler ted Jevpceiation allowences, (c)

investrent aliotarces and (d) casl. nrante, & Lax soliday rrovides
full or partial ke ption from profits Siroa laooten e oer of Jearse.
The mest corron Dora of accelorated deprec.ation is the initial

aslonanze WL1Ch inereases oo rate of delirscravion ¢f

rixed asscts
Thothe DIrst vear uu o vae expunue of A ronc 0 scets Lereafter, An
investrient allsvives on the other head Lilows wne enternrise 10 decuct
a provortion « ¥ (e 1avestrent csay 20 ) im o ine Jirat year, as well

ag depreciat e e Tul: ratial cest of th- vebtTent 1n the normal
way. Another [orn of 1ncentive now used in the United Kinedon and
Canada 1s tie cagd it pall o tae Soverpnen® *o reduce the cost of
PUIChAasSing nuy mac irery aad ver 1pment,

9. The main dilfcrence ctwaen a tax Enit lay ard ohe other forms of
tax 1incentive |- that i nerosity of tne nereflits derived from a

tax holidny Jere o oon toe oterprice’s aliliily o make prolits, whilst
the otlior me v (i do net. e important Louve arises:  whalch is the
most cffect: v fori of tax 1niientive 1o ape’
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11. Where lesiel:*ion has been draftec ©r sx snded &0 that tax
incenti’eg a'n 1o scaieve rore than one ﬂbr“~:1ve, two furiner
gensral isscoe arise. The Tirct iB - Are “he cbjectives imtually
consistgﬁg? ar=ariiua foura taer were notv whi 11 UELng meagures to
promote invesurint 14 major now irdustries ant in the less-develcped
regicnc at the saue tire.
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gbjective as » o rivi as v vodid Yo AF froine e 0 DTy Taenica
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where tax 1o'itav: . & provided oilr it the rev enteryrise locatos
in a lese—ieve.oret orea?

13 If tax incentives are used to promc.e investren' oaly in
priority inductrial projects, a nwirer o 1831€d arise, (he {1rgl e
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to celect tre — & ti gublect of another Issie ajer
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depraciration allowarces, investment al.owancen o1 investment

grants, tax incencives are eacy to adminictor, Hewever, a fow
develorin’ conntries also provide tax a-lidays for virtually all

rew invectment ir industry. Is there a dan~-r uwlen tax incantives
are used on u nem=selective basis that b st Beneflts are seen oB

a permanent nod: Pwv**xou of the tax syoter woich “‘mu‘.,..:uhiitjonal
mearures whel eYtra incenilves are reyguired?t

17. When iax ince.tives arc used to promoic u.lected priority
projecis, & ditt -ncilon can be draun betwqer import-substituting
projects ani txrorvt—oriented projecis.  ave iax innonﬁiyes baen
effective in igomouz?; inport-subsiitutine rro-ectg?  tany countrivs
have found tlhod effessive tarit{ protection lLas bﬁ&ﬂ a4 more effecti-re
ircentive thon tzy incentives, since this nelps deternine the level
of profits bkelcore trx. Assistance with financing and pre—investment
ttudies haive 2180 been rentioned as effective ways of promoting
industrial prozenta.

18. The isruc raised above nirht therefore be rephrased wmoras nro=
vocatively tu read: are tax incentives necesnary to oremote invegte
ment in inmport-subetitutins 'Jum:rxeaQ dere 1t nay be usceful to
quote a sy O e regilts of £ ome cpinion surveys jn which
Lusinesum n ware asied what role tax incentives tlayed, 3)

9. Are tox yncertives neeorsenry o prenote exoorteirierted
indusitries’” ©ans couniriuvs IO ie AKX TUDaLeS and ofier nmesgures
which make the procece of exporiin: 1tself nore profitadle for new
Enterprises oa well am oxastine nausiriles.  are Surtho tax
incertives ‘o encouraze Lne establisiment of exports-orieted
industries necesssrr?  In dorea, wiere the o ort promolion has ove2n

partreularly svoroesful, Lie w.ole pac<wure of 1acentived a9 Deen
orientel townia cocoirasarn the sstablighment of export-niiancel
industries,

SO Experierce an oencornooowint industries to locate in lece-developed
regions of coveral del o0 vint countries BuvceLts that 4 sroup of

ruaBures 1s cllen Lo ot offactive,  The 1ssue arises L oorefrorey
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€. How generoun ghould the tax iisentives te?

21, The country Backgrounc Fapers
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27. The paper on Nigeria's experience mention: that tie generous
tax incentives offered for investment in the less-developed regions
0f the United Ninglom have made it more difficult t¢ attract Dritish
investment in Lire~ia, 'Mie raises the issve: has tic use of tax
incentives heceome so widespread in develoneg coantyics that sioilap
measures are reciicdu in L-VQlOJlnf count{gqahlgugfnlact roreign
inveuiorg?

28. The same isene appliet to tax reivatcs and otler msa sures used
to mike the mrocess of exporting nore profi u&ﬁ]o\4l' lave the
measures token by doveloped courntrice o 1:re exporbing nors

profitable reaciec » wrtage wiere devilooits counirics mush take
eimilar action in order to ollow their industries Lo compete
equally favouracle turis?

D. Tre time factcer

29. The laws of develoning countries which enact tax incentives

do not usually provide for ihe withdrawal of the benefits offersd
after a certain date. One exception to thisg reneral rule is Indiaj
there developnent rebates (initial +1lowances) have teen cffered at
a higher leve! for industries esta*lished v:fore a fixer date. The
istue arises thereforzs: pave nost develoning counteics nmissed the
quortunitv 1) u*ﬁmoto T‘EL‘“ J‘lrgpgﬂﬁﬁpr Sbeeltic projec gghthn;
e im wiicl the uenefitiing

entﬂr;rlbo e 1t e eécublw‘h;u?

30. The answer to Lhtis cuection is srobarly nol aw cle r—cut as

&

1v may appear at Tirst.  Mose cowniries vrien identify 2 liust of
industrial projects for wnieh wncentives will autoncireally be

grunted tend to focus altention on these. furthernons, the principal
of "first come, rirst cerved" aopears to be «ffcctive even in
countries Lhich have nct resiricted 1ncentives 10 new act:vitles
(the so-called Fiorvor Indusiries). (e coament-ior on investment
opporiunities in the Contral ‘mericqs Comnon Uarret noviced that

"a large nunber of Jirmo, anciieus to he 2irst 1. beliove that they
will be grantecd tiwge ancentiveg aloug with tarirf protection more
readily than those whe wilt come latex™\©i

E, HoWw costly are tux irzentives in terme of rovenuc foregone?

31, A major consideration in sclectins inconlive neasures is their
coe., and effoctiveness. 3Besrins in mind that 1t 1g nermally much
easter 1o eniiwate Lhe cost cf a prosramme of iax incentives (at
least in retrospuect), it is rather surprising that attenpts at such

(4) sece thie “o-ort of Ui hv/uﬁu?nu Ixper! korkin~ Group on Incentives
for Industrial Lx» rt , lioverber 1968,

(5) MCTAD's Trrantives for sxoorts in Jevelorad and Developing
T —— ey
Countri-s, Ccteoer 100 (70/2/C.2/5 "\

(6) See S.L. -circiterg, Tic Inited Staten Investor and the Central
Anerican “ormmon jariet, raze 294 - U5, Jousress Joint Noonomie
Commiltee _9iL Congress 1st Session, =10 Leptember 1365,
(Appendix VIII),
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moasurement hava been made in only a few coun rioes. In Hexico,
records were kepi from an early date. Of ihe 20 developing
countrics wiiose experience is studied in the _uckground Papers,
only a few countries provided useful cuta.

32. Of course, measuring the coset must hove = purrose. One
author las a'.erried to compare the cost o7 t-x helidays ard
import dutr conceszions orffered ir Junalca wini the resulting
benefits wiich indusiry broucht to ile cconomy\f). The ‘sgue
ariges: 18 such a cosi~-benefit anaiyeis & Jeasible and worthwlila
exercige”

33. An alternative use for data ¢n the coct of tax incentives

is to crupare these costs wilh the cost of other incertives.

The country Background taper ca ..i-oria does thig, 1t <liows

that of the IE.5C million cost of the total pacance off incentiveg
offered between 1958 and 1963, tax incentiver cost about 16 million
and import duty exemptions abovt Muid millicn. The issue arises
therefore: cnould develoming corniracs colleci datn on .o cost of

e e o pusEn. b e i = . o G

their tax ince.tives and connare trose witl cooly of other incentives?

¥, Can tax incentives corntribule 1o the Tinarcin

f further
industrial invectrent?

NS

34. A wide ranse of techrigques are availatle to encourare industrial
enterprisce to reinvest srirtianca o0iits in i exvansion of the
existing plant or new radustrial ventures. As tre industrial sector
grows, this poierntial gource of savinss and irvestrent becones
increasingly impertunt for the national escnory.  In tre aavanced
countries, belwoen HC, and 10 of new induscrial invertnmeni ig
financed in tiis way.\>v/) istinntes by PCLA sugsrest the pro-ortior
had already reached between 100 and o4 1n sowe Litin American
countries in the 1950s.19Y)

35. A general iarue oriser: have cevelori~g soumurios pald

sufficient altention 4o tnis ouaoative (da) 27 es1evdn tielr
syeter: for toxin: indu weisl provits, {(b) in ovwdifyine oiis with
incentive measuregy

36, The tzv syvien itself nay ercouwrage ret aned nrofits by taxiag
profits disiribuled as dividends at a Alpier ate than those retained
in the busiucos. Few of the 20 developin ¢sintries studied in the
Background raprr. appear e use ihis senerval syster, forelgn
investors miy Y influenced in this directicr by meamures which

limit the volume of profits they are allowed ‘o remit abroad in any
one year,

(1) Paul 1. Chen=-Young, "A ctudv of +tax snecentives in Jamaica®
Nationa! Tax Journal, Vol. X¥. MNo.3 [.serte-per 1467,

(8) oxcD Indiustrial Investment Policies, Jailn 1969, page 21
(9) EcLA The Proce u of Trdust

o eveloroent in Latin dmerics

page 10,7 Tules Lo bo.li.sed ).

!
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37. A number of developing countries have vrevided tax ;
sxermptions which are optional but conditional on the rei vegtnent

of the funds saved in scecafied investieni ¢ cpportunitiesi?

Por example, ia veru between 200 and 0. of ”Of3uz can be re-

invested tax {rce 1n new projects, the vero.iic: eaemited derending

on the location choran Such reinvesbaent provisions cannot be

effective wiilst an entc;;:l e 13 wenelitiine frem o tax holiday,

Instead, thnev chould be convidercd ae an a.ternative to this and

othier forms of *ox incentive, '%w 1¥sue Lrlses:  can reinveeiment

A - ¢ — . — i . —

grovieione =flcoLively ool oo Lvr forns of tax inceniives fer

e e e 7o e, e e s e ot e

pros Oﬁt‘ coinvastuerl o in o vnodoas LTl nen cetg?

35, Another int.orestin-e exzrinle ¢f an optiontli schome is the tax

credit systen an'reduced 1n lruazil in 1461;  the syeten 1g designed

Lo erncourase [riv.ie lnvestuent In indusirial pro_cc.o (wnd more

recently other .. ¢ of projest) in the Lortn-.act and Amazan regicns,
Corscrations are releasen rom ineore tax on up o 90, of their

income tax liability, provided t.ev place tris cum on derosit for

future inves‘ment in »rojecis apnroved by Loe develorrony arencien

in thege resions O Urlll and SUT..4.  These deposlts runt then rne ¥
ﬁfOu:@d tosetner by varions aumers and used to supply 2%, (¢ or )
/%" of the ca it reqasenents of an apoioved preoect; it the

deposits ar not relnvestol witiin 3 years, they reverts 1o the

doverrment. By 1Jo6, it 1r esiinated Lhat onr-r‘x“d of «ill corporcte

incce tax liabilities vere plased on depo .rgill).

1
&

17, Otaer countrics nave introdused snecral lesiclaticn that has
tre effect of forcing cnter,riscs to reinveot pert of tiaeir profiig,
Tn the Ivory Ceoaot, 1¢ of an indvgtrial eriaerrrise’s Lrof1ts nuet
b2 invegled in national 1vvestens certificates;  the investor say
uae these 1o 1nveul 1n a4 now locol enterprise v andustry and other
fields or to purc.ase = 2C-vear Government bopc nearing interest at
t.. In Celomoia, 1nu"*tr1 Al oentarerloes were [or a tirw required

to invest 37 of thelr pretits in the nationii gteel nill,

4G, The issue arises i‘ierefrre: pave thene rewrvesthent mrovisions
added to tie lﬁg:u‘o: LAVI0NLL CvAnTs, or :é“é?ﬁrfizizigz;ggg T

ﬂistr?t;:;(' of paticn-i 12vestionty In ooroor HCres, 1s rhie Lype

of mckeae more userul fur achievinzg specilis c. nctives than the
gereral goal of raisinz the leve! of indust-iai investmantd

(%0) Geores L. ient in tie article citea mentions The Republic ¢

of Cuina, Coula %ica, «cuador, Chad, morecco, Senesal, Tunisia,
Uruguay -wong others,

(11) Cee Altert . Yirsehman "Irdustrial Development in the Brazilian
Jortl-east and tre tax credit syete~ of Article ’4/18"
Journal of Developmert vtudies, Volume ¥, No. 1 (December 1967).
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11, SUGOFSTED ISSUES FOR DISCUSSION

41, In this Issue Paper more than any othar, a very wide range
of ipsves have Le:n ruised. In order to raks tha <ossions
devoied tc th.is sutvject of maximum value, 1t i1 fu~zested that
diecursicn aisnt focus on the frllowirg 1ccuea:

Te bring ouc the experience of countriss rzoresentod at
the Seminar, [ariicipants vifht inrdicale:

‘) at proportion of new industrial invesiment
has Venefitted from tax incentives in tisir
country?

(b) ilave tax incentives plaved a simificant role
in promoting this new invectiment”

”
[+
N -

Have tax incentives played 4 sirmificcat rele
in promotin;: other objectives suc ag #elf=
financin; of furtler investaent, locati~n of
industr;, bigher expeorts”

More general 1ssues which miprt te discussed irciudes
£

(d) Should ¢iffevert types of tax incertive
gyosters be us-dl at diffurent giages ir the
industrialivotion procegs?

(.) Can axistine gystens be introved to use tox
incentives nore effectively L6 2chieve goces fic
objectives vy granting a time linit for their
availability-

(f) Do develovin+ countrics in some regiomg need
to take steps 10 avoid exreorsive and vosteoful
inter—country competition in the rraatiug of
incre2singly genzrous tax incentives™









