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FORMULATILG & PROGRANT OF INCEI'TIVE MUASURES

Iesucs_for discussion

I.  INTRCDUC ICK - (HD P ODLEM

1, The formulation of u pro raawmc ol appropriate incentive policies is
an art more tlan 2 sciunce. Economic dola ana analysis can help the jolicy
maker, bvt the formml.ticr de onds on cstimatin: th. reaction of private

investors to the policics fellowed.

2. The proccess of formulatine a now p.cliage of incentive measurcs 1as
soveral clements. First, th. objeciives need to be defincd. A choice has
to be made as bto whether oll new industrial projccts will benefit or only
sclected projects. The lovel ol gensrosity of t.e incentives has to be
determined znd a decision made ~s te whether it will varv from project to
project. The differ.rnt types of incentive measurc have to be reviewed and
a decision made on wiici types toe vse in the prosramae and whitt derrec of

emphasis to Tive (o ench onc.

3. The aim of this paper 1s to review the cconomic criteris and considera-
tions involved in this process of formulating an appropriate prograame of

incentive measurce.

II. SURVEY OF IS5UIS RAISED

- —————

4. Tae issues raised in this paper can be arouped under the following
hesdings:
A. Can clear objectives be ouvtlined for a programme of
incentive measures?
B. What runge and t-ne of industrial project require
incentives?”
C. Wh t factors and critoria are involved in determining
the generosity of the incentives to be offered?
P. what criteria can bo used to select the most
appropriate neasurcs from tie differcnt types of

incentive mcasurcs availloable?
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A.__Objectives for the programm. of incentive measures

5 When modifvying an existins prosramae of incertive neasures or
formulatin~ a new Lro rommae, certain hacsground asswartions can be used,

The wajor censideration will we the volume of 1nvectnont in industry

required from the nrivate secior aud tire type of industries to be established.
The volwrne of investmeni will devend on the proportion of national investment
required by the ind-strwal sector, and the proportion of this total expected

i

to be coniributed by tl. poivate wector. The issuc arises: how do thuse

Jenerosi’y of tie require. projramne of incentive

- —— -

~

targets =flcct t.e scope an

measureg?

Ce The ol juctives can be clarified at tlhe nacro econcmic level {f
potential sources of [inancin  ¢f investmcn’ in the private sector are
ou.lined. Such an outline would shiow whi.t proportion of funds can be
gener:ted vy the savin-s o ¢xistin:, onterprises and wi:at oroportion of
investuent will have to¢ be raised from sources ontside tie industrial sector.
A furt.er consideratior will le  whit veolume of funds ic forei-sn investment
vxpected to contribute? the issue arisce. shoul! the nain enyphasis of the

pro_ramne ol ancentive neasures € degl ned e encruluge savings (l.e. the

re—investinen: of profltg ty ex1stir 1ndus.ri i sngqqﬁnises)? or sioulc it

Leoteoatiract cources of finance cubsite tic ind sirial sector?

[ I the emnhasis 1s orn attractin, finance fron outgids the indusirial
sector, tie 1ssus arises:  should ducentive mwasurce e desijned cypecifically

te encourage e .4 faciliiuie vhe availability ov ficance in t.e apyropriate

rorng?

8, Desid; s encovri in_ new investme:t in the indusgtrial sector, prosrammes
of 1incentive "wasvres wmay have subsidiary o jectivec such as (a) to encourage
new enterprises to locate 1n less—developed rezioas ol the counirr, and (b) to
cromote 2 higlerr veluie of exports of nanufactired code. The 1ssue arises:
are these objectives mutuall ' consistent? Cun tie same inceuntive neasure

L._sed 1o proiote more . o.an one objective?

- S——

E
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Bs What ranze and type cf industries require incentives

9., Depending on the stage of industrialization reached in the country,
new irwvestment will be di.ided beiween:
(a) iew industrial cierprises;
(b) Dxpansion of exigting industrial enterprises;
(c) Modernisation of eaicting industrial enter-
prises.
The iscue arises: e all oy only she of thuse forms of investment to be

promoted b incentive neasuras?

10. The scope and renerosit, of the programac of incentive measures will
also ‘enend on the rince ard type of industries which are being established.
llany developin; countrics hove founu 1t Gifficult to mobilis. the funds
requirced for sucu cupital=intensive indusiries as steel manufacturin~. The
issue arisvs: 11 such capilnl=irvensive projucts are promoted in the pravate

sector, do tlcy require gsoecial censiacration wien degslring a prograame of

}ncentive mgisurqg?

11. In another Ioouc Popor (Citicria for Seleetin, Indusiries qualifving
for Incentive “inefits [D/WG,'30/11) the was in which developing countiries
have selected particular industries to benefit fron incentive nicasurces are
congidered. he paper biaowe thnt tlie selection of benefittins projects has
been made (.) in the form of o list ot indnotries, or (b) on tlc¢ basis of

Y il

certain est.ulishc. ccoromic eriterin,  [lie isoie ariges:  what criteria

I

siiould be used tc declde whetibor to provide incentives for . project:

national cconomic criteria or the potential profitchility of the project?

12.  _xpericnce weuld sugegest it gome countrics ane o reduced the range of

>

industrier gqulif irg for incent.ve bencfite ag the process of 1ndustrializa-

tion procecded. Tl. 1vsue ariscst  how docs tie stage of 1ndustrialization

reaclied affec. the choice of industries benefitting, from incentive measures”?
13. An 1mport .t cujuctive whicn is often forjotten is tne newd to establish
efficient 1ndusir' 1 cater, risces, The 1o0ue oris 8. wWilsh crll ‘1 can be

used ‘' dctermine  fricieacy and liow do iese criteria ¢ oonje b later

stares in Yoo andusirialisition process?  in o'Lier words, w.oat level of

rotectior. (2%, 505, 100%) shoul. te tclerated when approving new
i~ Pl )

projects to bencfit rom incentive meusures?
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C. _ Determining the gonerosity of the incentives to be offered

14. The provision of incentives by a Government reflects its deeire to
gsee certain industries established. Incentives arc only necded if these
projects do not appear sufficiently profitabls in the light of the rieks

involved for nrivate investeors to undertaxe themn.

15. Hany developin« couniries provide incentiives of a uniform level of
sen:rosity to all benefitiing types of vroject. Ilowever, the potential
grotiitability of & wroject [or the private investors sponsoring it may well
vary from onc branch oi indusiry to another. Th¢ lssue arises thercefore.

1g 1t necessary to provide incertives of different lovels of gencrosity?

- . . . \ .
16,  Wiere the nrosramme of incentive measures is sclective (a) in the type
of projects supported, =nd (L) ii the generosity of lncentives sranted to
viie project, considerable discretion can be left to thiose u'miniziering tlhe

rogramac of incencive aeastures,  Fhe issue arlces: how can thigs clement
5] -

of discretion be rudiced? (Thiu 1ssue iz diccrssed further in the Issue

Papers ID/WG.30/11 and ID/G.30/12).

1/« Some councries wave est Liished cnterories of industrics w.ich are
oranted 1ncentives of differcernt levels of encrositr., (ther cow'ries Lave
varied t.e generosity accordin . to certain economic criteria such as 4 e
progects conuribuiion in teems of valwe added witlin the conniry., The

186U6 ariscs re ! use a ueeful way of introducing a flexibility into the

programme of incentive measurcs witiout leaving too mucl discretion to those

administering 1t?

D.__ Selecting the diffe-.rt types of incentive measure to ase

(1) . Introduction

134 Seven different types of incentive measure hLave been considered at this
Seritnar,  In addition, direct forms of subsidy or grant to an industrial
niterprise mi~ht also bLe considered, althoug: such a form of incerntive does
not requirc an I.gue Paper to consider the prollems involved in its design

and implementaticn,
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19« 1In the seven Issuc Papers which consider different types of incentive
measure, a number of important considerations were raised. The purposc of
this section of t'ie paper is o gather these tozether and surzest ways in
wiiich some incentive measures can be selcected for inclusion in the propgramme

of incentive nmeasures and others can be rojected.

(ii) Removiny obsticles

20, Given thot tlie nin olgective of most programmes of incentive measure ie
to vromote tie achicvement of o r~iven level of private investnent in the
industrial scctor, it will be important to review past performance in this
regpect and to identify ny particular obstocles. Where obstacles or dis-
incentives con be identified, the different types of incentive mcasure

which can renove these obslacles will clearly regrire special censideration

in formilating a new or modiiie! prosrame of incerlive measurcs.

21, Threo types ¢f incerntive measure rel, for thicir incentive coffect
cuiefly on their ability to remove obstacles w.ich mi~ht otherwise deter
the implerentiation of 1ndustrild projoavs by poivate investors.  Tev are:
Assistanc. at the pre=investmoent stase;  Agsistance with land and factory

buildings; wnd agsistarnce with the development of labour sli:ills.
1 |

(a11) _frectivioncss

22, The inc.niive Urfkgt o[ the other ditferent types of incentive measure
mainly

congidered depends/on their offuct on the potential profit:bility of the

benefittin: project 1n the eyes of the investor. Can this bLe measured?

23. The streu-th of the off ct will depend not only on the tupe of measure
ci.osern but also on tiw weigrec of gencrosit  with witlch 1L is implemented.
leverthelcss, certaln <cenomic criterin for choosing neiween difierent

mecsures can be considered.,

24, Tariffs and ot.uor forms of protection, import duty concessione, and the
provision of {inancing on favourable terms all have a dircet Learing on ithe
potential profitability of a project. The uffect of tax incerntives in
certaln roras epends on the level of profits rezli.ed Ly the enterprise,

Tie 1zooue ariscg. 18 tue potentlal investor's uecigion more strongl:
B VM- b - LB UeClbdon mole ST :

inflaenced o  the level of profite he 15 lilely to make, or by concessions

walch will reduce nilf tax 1isabiing,?

P
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(iv) The cost to the Government

25. When formulating: a prosramme of incentive measures, it is important to
consider the cost to the Government of the over-all package, Of the seven
types of incentive measu:c considered, six result in a dircot cost to the
Government ~ither ir the form of expenditure or in the form of revenue fore-
i:one., The ceventh measure — Jariff Protcction == need not necessarily
result in a cost to the Government, instead, the enhanced profitability of
tie enterprise will be paid for in terms of hicher prices charged to the

consumer,

26. The issuc wriscs: can 1 table which comparvs the anticipated cost of

saeh new individu.l reasure help in formul iting an Jppropriate proramme of

incentive meagureg?

(v) _Costs of wdminisiering the measure

27+ Incentive measurces wiich ape casy to understand and simple to administer
are usually the most offcetive.  Sonw measurces, for example import duty
concessiony on raw materials, recult in considerable adininistrative costs

and ¢ffortn,  The issuc arives: suoule neusures wlhich re conplicated or

- ——_— 2 ——

- .

costly Yo adiminister be rided out from a modificd programme of incentive

ne Lsures?

Ly;) Removing conflicts with othcr_gplicy meugures

28. Once 2 provisional selection of the diflerent iypes of incentive measure
to use has been riade, the proramme oan be checked to sue whether it will
have results wiich conflict with other industrial volicy objectives., For
example, tariff protection, if granied on an excessive basis, may conflict
with the ;oal of estavlishing internat onaliy competitive industiries.  The
eranting of import duty concessions on 1 soeloctive basis to new but not
existing enterpriges sanufacturcin: the eane product may conflict with the

objective of . ir rules of competition.  The 1ssuc arises'  should these

and_similar conflicis be elimnated by excluding the type of incentive

measureg involved from the progrunme?
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111, _SUGCLSTLD ISSUES FOR DISCUSSION

2%, A number of issucs lave lLeon raised in this paper but the subject
matter is a difficult onc to discuss in terms of issucs. Instcad,
participants will be usked to comment on tlie 2pproach suggested in this

paper.,








