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TIE ADMINISTRATION OF INCENTIVE MEASURES

Issues for discussion

I. ILTRCDUCTICH — [ME PRODLEM

1, Incentive measurcs will be most effoctive if they are clearly presented
to potential investors, exsily understood, and efficiently administered.

The grantinz and impinentation of incentive measures usually affects the
policy of and involves subsequert 1mplemeptin® action of a wide range of
Government departments. [ho problem raised 1in t.is paper 1s8: how can a
Government best arrange the administration of ircentive measures, so that

they are as effective as possible?

II. SURVEY OF ISSUES LAISED

2. The issues raised in this paper will be grouped under the following
headings:

A. What functions .l proscduras dous t.2 dninistretion of incentive

measures involve, ond hat type of machinery is ncoded to perform them?
B. How can administrative machinery to fulfil these |
functions best be ritted into the Governmeni's
organizational gtructure?
C. What information should be required from enterprises
applying for incentive benefits and how chould it be

analysed?

fa Tunctions invoived in the administration of incentive measures

3. Three types i administrative functions are involied 1n the process
of administering incentive measures. These functions are: (i) The granting

of incentive measures; (11) implerentation of those measurea involving

action by various Government departments; and (1i1) the follow—up of
benefittin enterprises.

‘}] ggghinerx for grnting incentive bencfits

4. The country Background Papers show that the developing countries use

various types of administrative machincry to determine whether a new project
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is eligible for incentive benefits. A few incentive laws make the granting
of incentive measures more or less automatic provided the aprlying enter—
prises meet certain criterin, but most laws leazve the administration at least

some discretion in interpreting the law.

5e The diseretion.r <lementl often de ends on the degrec of selectivity
included 1n the incentive legislation. Home le~i lation is scl.ctive as to
the type or bLranch of indusiry w ici can gualify for benefits, other

~

legislation offers incentive tuenc “ts 1t different levels of rencrosity,
153 [+

Some legislution is selective on botl counts,
(&)

6. liherc discretion 1o left to the administration, cffective interpretation
of the laws dcoends on the estublishnent of clear crituria. The issue arises:
does the discr.tionary .pprongh nake the granting of inentives a difficult

vosk if clsar uidinge critcria are not incluied in the law?

T In somc countries, the scope of adinnistr-tive Judsment has been
narrowed bv establishine cle.: and fixed criteri: for the granting; of
incentive benctityy  this 1s usuall' but not lun s tle c.se when benefits
of different levels ol generosity are offer . Sore of the criteria used
are discusse. in mere cet.al ir ti Issue Papor IT,73,/3¢,/11 "Criteria for
Selceting Indus rice onefittian . from Incentives”. The iosu ubicl arives

Iere 180 can tho wdootoon of eratira. sufficiently s ceaific and clear

sinplify decision-meiarg on the ely 1 ilit; of apnling ente rprises for
incentive benefits?

3. A other fuctor to Lo consiered in designin 1ncestive legislation and
the mac..iners to grant incertive bencfits i. the speed and efficiency with

wilch 1t can @ oiile aprlications.  Some countries write into their legisla=-
tion a time schedule for the proceisin, of apilic. tione. the issue ariues.
can such provisions i3 thc iaw act as a 8pur 1o more effective decision

makings wher osrontiy s ircentives?

2. A furti.i issuc arises .ere. ihat 18 a reasonable period for

Drocessing an aprlicotion, 2 we ks, 4 weeks, 6 Wecks, S_ggggg?
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&;;) Machinery for implementing incentive benefits

10. Most of the country Backeround Fapers provided little detail of the
machinery used to implenment incentive benefits once they are granted. A4
wide range of Govirnnent! devartients or acencics are usually involved in the
implementation of incertiv. measurcs. The authority administering: customs
duties on imports is usually concerned; also the Treasury or Finance
dinistry. Where assictunce with financing is jrovided, special financial

institutions may also play & role.

11. A general iscue arigses: what procedurcs can be used by the Govornment

department_ o1 alency responsible for granting incentives to ensure their

effective implementation by other departments?

2. 1In a few countries a special Government decrec has been required for
the granting of majo: benclits on a case by cace basis; but the more comnon
practice 1s for the Government <denartment or agency responsible to be able
to grant incentives on the basis of the incentive lesislation itself. Tre
issue arises: 525&Q§;3§yi_yg;£“9£‘ppﬁg££p15g§_lgggg)j}}Q;_ﬁzgmﬁ&ﬁggp}}yggmpg
Published foi public discussion, or 1s this a matter for the Government?
Are special decrec:s necessary wher major incentive hencfits arc granted on

an adhoc basis?

13. TDlie actual implementation of incentive neasures usually depends on
instructions passed to the relevant Government departments. For the
departments concerned, implementation oan be tiresome and time-~-consuming,
Certain forms of tax incuntives involve considcrable detailed work for the
revenue authorities. Import duty concessions on raw naterials involve a
serivs of trancactions which mav prove tiresome for the custors officia.s

concerned. he :issuc arineg: with such toyes of neertlve meisure, €an

- -~ —

the administrative effort be reduced; 1if not, would 1t be better to

goncentrate OD/lLC}Qf}FF‘:§{¥m{r{§ﬂqﬂliz are nore sinple to adrmanister?

(111) Follow-up on firms cranted incentive tenefits

14. The incentive legislation of many developin. countries provides that
benefittin - enterprises should me.t certain initial ~onditions and comply
with other conditions once they start operations. Thailand has established

a special department to follow up benefitting onterprises. The issue arises:
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ig therc a necd to develop follow-up gr.qqe‘d_\;_r_o:a_ for onterprises benefitting

from incentive measurcs?

15. The experience of some developing countrics sugegests that some
applications are made without there being any serious intention of

implemuntin, the projuct. Th issw: ariscs: what steps can be taken to

prevent thi: type of application? Can (1) a finuncial depocit in the form
of a bond, or (11) an applicution fec, or (iii) the zranting of cone

cessions subject to a fixed implem.ntation schedule, help deter this vractice?

16. A number of incentive laws provide that fines can be levied for parties

who abise incentives rerted. the 1ssue arises: are such clauses effective,

and if not, 15 this because the fines are set at too low a level?

. -

Be Centralised or de-centralised nmachinery for adminictering incentive

measurcs

17« The coun'ry 3as'ground Papers ani otiher studies show that developing
eountrics have locited the nachinery for administering incentlve measures in
various parts of tli: Jovernm nut orginizuation. Jome countiries prefer to have
the machin.ry under the Treasury becaust of the fiscal implications of many
incentives. li2x1co i one xumple. Others prefer to have the Ministry of
Induatry responuible, presumcily because they wish to e¢mphaeize the promo-
tional aspect of incentive legislation. 1Ir other countrics wiere the
Planning Crioanization plays an important role, the administration of
incentive lawe 18 associated witlh the responsibilities of this Crganization,

India appears to lean towards this arrar ,.ment as well as Pakistan,

18. Somc¢ of tre fe by Satasrowad Papers show that more than one
application has te be made 1f more than one different *yre of ircentive

measurs 1s Lnvolved., The 185w arises: 18 1% _pref .abl. to organize the

sministritior sranting lucertive measurcs 8- that only cne application will

Buffice for all avillabie in.oontives?
WY A O A . W 8 - - R S B w aw  w e o e o

19, Tae riises wnot: issue VB the scattured rance of Joverrment
TR AT R ot e o b c o el o se—— = g

= s E e #oay A s - P - iy N -
dejartrorts and enc . g ML e tive  waBure. Lr 2ome_cames

gg{}gttaa ?agégﬁg 3&;33¥VH§1&§2 Ladt Arcentives are pegt AL ted ag a {ggﬁg‘g?
Sowe country Backoronnd Fap.rs report that irvestors have fows it 4:ffieult

to learn at oné and tre same time whether they will ottain all or only some
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of the incentives avai lable.

20. Many countries use a special advisory com.ittee on which most of the
interested Government departments are represcnted to approve the granting of
incentive measurcs, at any rate in tuc case of injor projects., Under these
arrange:.ents, decision akin- on the grantiny of incentives may cither be
centralised with one awncy or departiivnt or made tlc responsibility of the
committec. Tha issuc aricog: are ticre any dis uuvmtmcs An centralising

- ——

dec*i_s_i’o_x makiry; ¢ on t.o ;ro uting of Ancentives”  Apolvia - <nterprises would

usually prefoer this, Dous it caunse ary difecultics for the Gov.rnment?
21. Some developin- cown ries [for vxamyle Israel, the thilippines and
Thailand) lLave established ¢ ceparate organization for crantin.. incentive
berefits. T[he issue arises: are there any advantages in having the
administr:xtive machiner; rantin; Ancuitives 48 . separate part of _the
2= T LT 3 Pal

Governmunt _or ‘,.Lf .on mth a certain amount _ol 1nucnendence?
Tgart. nuiendence

22. Somc countrics Lave Maced the administrition ol' incentive measures
under the dircect authorit - of the Presidert's Office or the Prime Minisgter's
Office. In this way the decivion Lo grint incentives carrics more authority,

The issuc arises: -What are the .dvaut. g s or_diradvantages of th s approaoh?

Ce  Information required from .ntorprises Pplying for incenti vis

23. The legislation of most developing countrics requires that formal
application should be made. The lgiue ariges  liow much information oan

the Goverrmont reasonably oxpe o t?

24. The information requested in thie application forms of some developing
countries 1e very detailed and 1t would require a substantial and welle
qualified st.f7 to walys. these in full.  The 1ssue acises: shoulid the

8taff involv.d an the | wministra tion of of 1in i entiv. Jeasnres incl ude projee’

T

analyste skiilcd in Lhe Duel iese, financial, markotting and tecinical and

Sngineering v, ectg of CAeCt appirnisal? In otien words, should the

Government try to assea. tic Comere;a] d technic ]l Souwrdness of eaeh
pro ect?
2%, Bouw countrics algo wish © use ration:! _conouic (i,e, cogt=benefit)

erituria to eviiuitle new industrial projectis tenefitiing from incentives,

Is_this worthwhilc? shat kind of staff dous At roquire?
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26, In Thailand thc Government has prepared instruction booklets in Thai
and uvnglish to explain to potential invistors how to fill out a detailed

application for incentive benefits. The issuc arises: is this a useful

supplement to promotional litcraturc explaining the prosramme of incentive

measures?

IIT. _SUGGLS (3D ISSUDS FOD DISCUSSION

27. This Issuc Fap.r has raised a wide range of issucs. It is suggested

that discussion concuntrate on tho followin;:

To bring out tlLe cxpuricnce of countrics reprosented at the

Seminar, participants migiit doscribe:

(a) whiit type of administrative machinery is used for
granting incentive oeasurcs in thoir country;

(b) Ilow much discretion is left to the administration
in deciding (i) wiiich projccts siiculd benefit, and
(ii) how junerous the incentives should be;

(c) To whut extent thce machinery; for granting incentives
has becn contralised:

(d) Whut problems heve srisen in the adminictr.tion of

incentive me.vures (i) in granting incentives,
(11) in implemcntine them, and (iii) in the followe

up of bencfitting ¢nterprises.

More genvral iscues which might be discussed are:
(e) Do potential investors, particularly foreign
investors, prefur to deal with a centralised

authority which cuan decide quickly which incentive

benefits t'cy will be granted and ensur. their speedy ‘ : |
implenentation®
(f) wnhat type of informution should a Goverament expect
from an enterise apelying for incentive measures? |
" (g) what speci.l s:1lls arc required if the staff are to
appraise cach project (i) fer 1ts commercial and
tochnical soundn sy, and (11) for its contrib tion to -

national econoric ai oo,









