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Eias The circumstances of the cowntry described in this case study are typical
of those faced Yy certain developing countries. NHowever, the cowntry
doscribed here is an imeginery or Rypothetical ome. Participants should
base their solution on information provided in this case study and mot
on their knowledge of the circumstances and probdlems faced in reality W
& particular country sbout which thay have far mors detailed information.

This dooument has been reproduced without formal oditing,
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TG GO WIFEUNCS FOR TME SDVISORY MISSION

A Thm severmacgt's iottor Teqwotine angistencq from the UNIDO

The lctter reproduced delew ociginmated the reowcst for assistanca frew
oo,

MIKISTRY OF COMMERCE /}D IMDUSTRY
Coentrel Squere, Copital City, Countay A

Office of ths Direstor Gencral
October 1, 1970

Resident Nepresentative
United Matiome Divologment Programme
Cepital City, Country A

Desr My,

4s yvi are mware, imnlcaenteiion of the new Netiomel Develormont Plan of the
Covermmont covering the Period July 1, 1970 to Junc 30, 1975 iv nw m.

The Plen includes n detuiled set of Largets for the inmdustrial sector, It
ottlines acm: goaerel poliey odlectivoa for indurtris) development ond indicetes
the rele to be played by publac ard private scetor inveatment in their schioverent,

At the tixe when tha Plan wae nrepsred we did not feel obls to spell omt
in detdil the tj1e o2 moasiruo Ry povermunt ‘wuld use to ncure the sucoussful
izpdemontotion of the Lidustrial developoent progremma, We feel thet same
chenges are newled ond we huve specific idess. Mowevor, defore int
tham wo would like to diacuss these 1dods with a amnll group of consultants
suppliod by the Unitod Notions,

The idea o hrving thece dircussions would be to ellcw us to drow on the
sdvice of men with oxperience .n tormidating policy mersures iu other countries.
Sugrostnd terms of relorence for the hdvisory Miscicn rre sttechod to this letter,

When posning this roquest ca to the UNIDO, I would be greteful if you
wuWd indicite tha importance of the iMvinory Missirn orriving here before

*he enld of Jenuary naxt so thut their re~ommendations con be considered whens
the new budgst 1s preprred in Msrch om.

Yours sincerely,

Diructor-Gencral
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B somsultants recrulted by UADO w11 Se Asked tos

-)mmmmmwammmmu
Sehiove the argete md chjestives of the mew prugramme of indwsirial
dmlmtmhrlm-lms

) sugmest medafientions “n sxisting swesusee ari/or new mesnsurcs
Waish sppser to be moeded;

o)mwuwmmm‘mumemm
anehinery wned to irplusent *hese Bodour+c, awt,

d}mmwrormumxemmmn
outamencus inciitutions to inplensnt She nessures recamendod,
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3. Pnaa cp &w&‘l’m:ﬁm
(T™s pert should be r.ad siter slwplers II, ITI me V)

As explained in M letter of Ostoder 1, 1970, the Direster Oemesel of
the Kinistry of Cammeroy ard Imwstry 1o losiring te WRIDO o provide o
seeond cpimion on the idaes M Iuidtrvhuurm_ﬁancdm
rrd {instremente weed to inploment the nov Develapment Ploa,

mmwm'.ummumumm-*h
mmwmmmtmnmbm%mcdhrlntblm
ﬂ.pﬂdimhﬂdmmwd“n“. e torgt hos boee
m»so,-rmmmlmxmruo.m-mmmd
expenaion from » larger base, The Director-Osmenl Selieves thet privee
hmuuuummu«ummmumumm
Main investasat ia normfecturing sufficion ly Mirnetive; Mo ae pt forwvard
0cM8 idese for imrodueing strenger tax irsemtives but Mo iders mw boen
mnmlum.stqdunm.-nu vwensideis thet thepe will cort 1o
- 2eeh 43 terws of La revenve forcrrm for toe Jeng o poried,

A seterdl reasen for Faquatin: UNIDO senistanse 10 *he Penltisstion thad
frea Jowwary Y, 1971 there wi) b mzmum.mmxmd
sountries to which wowtry A belengn. hnblmtw-&emlhoh.w
Fopresmtations throwthont 19 frem the lessl Pedevotion of Mntveiries; oame
of its maber entery' incs hove boen forcet cut of burimese by taperte frem
Reighbouring scuntries. Unlike reRe Reisdbouring somntrics, evumtry A heo
s mwummm.fmmu.m-mum. we of
quetitetive restrictions oo tmports, The Teforetice conplsing thet 18
-hnmlmwlcpndtm-tbth“ruumq-o
Feslt cf the [icelng of trade withaa chtrining betier msouse to the ansbete
of nuirhbouri.y atries 2s coagensrtion beoseuse they coniisne te agply
actitetive matricticns,

mumwuwmgmu.m“o—-m
Larifr s riso crusing the Urector-Consral seme sensern, Wilsp same
wmmqm.mmm.tm, cthero oo ast, B

/ooo
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noagaises thet there is 1ittle lagie buhind the present trriff structwre,
I 40 » strenge ndxture of spocifie me ad yrlnpgy dutics, it wee arisinelly
desipned 1in the 12te 19508 #8 » sourec of budzet revenuej Although the
Nalstry of Crmeree »rd Irndustey 13 /150 responsidle for trrde policy, the
povwrful Ninister of Plasnce wes rble to roise the level of 711 ispert dwtics
W 30 per e3h in 196] when the Ministry dadly need'd more revemte and
wasted teo #veld rrising this from other forme of taxition,

A8 aperts 8w now sdviging un the introdustiom of o now terifl mamenclrture,
the Birvetor-Oumerel feels thot tids would be ¢ pued time L0 earmine the
offoste of the Soriff structure on infwstrisl develogment. A brief glomes ot
the Wriff schotule suggested it wowld be difficult to snalyie becwse of the
widotprosd wee of spueific dutioes,

1
Quite a vide romge o infestrirlists were intervicwed, They were ;
mp-mnmmmmmmmm&m 1
cowtry, Mc,'mmmmmuw.mmor“
carnings \o seplemat o) caperts vhish wre capected to level off ot thedr
presemt Jevel Wless nev Feserves sere fowsd seen,

mwmxuuu--.uoru-numunnmm
palicy am 1% inplemontotion, Newy of them camploinnd sbeut the lisensing
geian. The Ninistey, 11 sppears,hes rlueys been 8freid of riving "
Sherprire menspely prwwrs; it W, therefers, s & mrtter of wrimsiple, ,
mxm:nmm-umtmmuwmnm.
mauqu.m.uummm-rmmwuwm
of indueiry, thoum'mulf-om.umm“
Spacity doon wiid to devilep smmert m rimts.

They Alee camplaia shout the Custems Dipartmat wiich 1s reomensible to
tay Mindster of PMimnse. Cle: remse of iaperticd reede 1s emtremsly alew.
Althvugh legiclation wes emneted 1n 1960 to provide impert duty emmptiens
mmw,pmumwu-mnm-‘
MW.*&J‘.!‘”PMMW&M!’NW

foen
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doting bock to 1968 hove nover been sottled. Other firme clrimed thrt there
wore scveral preducts which they womnld Lo preporod to mrmufncturc within the
country if and when ‘he Custams Deprrtmnt wns willine Lo reduce the import
duty on the mojw row mterils roquired for the memufreturing nroco~sy

the import duty on mutoriuls wue highor then the import duty on the finnl
procuct; dut their representations to the Customs Denvrtmont to corrcot
this situetion hos boen unouocossul so for,

Seversl fims complnined thot the tex incontives offerod by the
gwernment wore of littlc vrlus, A tox holidny of five years, for viich meny
Row prejects were eligible, wos of 1ittle use to lerne orojects whieh took
sovoral yoors to rench o profiteble level of produstion, Texstion wee in
&y orce toc highy Lhere wos o § por cent tax on busincss turnover which
wos oddod to mamufeeturing costy seversl timos if o product wes hondlod by e
mmber of different enterpriscs; on top of- this, there wrs cornurete profits
tax ot 50 per cent. ™o govorramnt's {rilure to colloct parsoncl incame tex
enocurnded most firms to distribute os high o proporion of profits ns
possibls re dividends., Much of the monoy distributed 75 dividends eppcorTe
to be tromsferreu ubrosd; it is not reinveoted in the oountry,

h opmntaticn of production Tppori's to by r problem in same industrics,
8ix firme hvo been liounsud to osscmble orre; tho present murket is 20,000
wiits pur onmm ord o total of 18 models ore onocabled, There are four fivms
os3cmbling “ruchs; the w ricet 2s 5,000 units, Your 1irme nrufaroture 20,000
refrigaretors per ywar; oueh firm wnufecturcs Jour differant medels, The
vnlue added 1ia thune operitions appecrs to be in the ronge of 10 nar cemt
025 per oent, Ten firme hevo beon lloonscd to mamfrcture phorsuoruticsls,
™here cre ovor 30 mejor production units in the cotton toxtile indvetsy
produsing 150 million ynrvs psr onmm, o :

Bports -f memuloctured gocis ore wnll, Gorments, building meterisls
tdml‘od-onom o ncighbouring coumtriss in swbetential
valwmes, Yery fow mrmufactured goode ore uxported to industrislisod cowntries,

[ooo




When oskod uboul the ronsons for this poor export poriornencs,
Anduetrinlists point cut thai Lneir ccatu are high, Thore is no refund -
of turnuver tox on caportrd items; the Foderation of latustriee have osbred
for © redete tu campensote for this trx, but the Mintstry of Pnrmoe replied
thet suzh 2 scheme would be complicntod cnd too expensive to edminister.
Imports of plent rnd machinery are charged import duty, usuolly st o rete
of 20 por cont. The Mraanging Director of one uf tho 1/rgust business '
housus scid the moin cvstacle to exporting wes tho oxchanga rate; ouwr odl
industry, he scid, permits us io mrintoin sn exchonge rate which ovcr-wvalues
tho currency; 2 camperison of the cost structure of the imdustrinl ond
epricultura). sestors of our economy with the cost structure cf these snclers
1a other eountrics would suggust the noed for sn exchange rate of 6 dimers
inoterd of 4 dinnrs to the V.8, dollor,

A visit to the government-owncd Lndustrinl dovelopment benk provided
scme ligit on the problem of finoncing new investment. The Generel Nensger
confirmed that meny busincssmen preforred to 3end their money out of the cewmtry
rother thon reirvest thoir profits; the fow foreisn investor whom s brnk hed
helped were ruch more willing to roiuvest their profits in the country., Mest
£irzs were still privite fomily businesscs. His benk hod holped the govermment
to catoblish o stock exchinge vnd there were 20 qucted companios; but treding
wos lirited. In 1949, the goverument Ltraduced sn axcrution from personel
income tox to encourezs ancll stvare to invest in induatrial shéres; o
Secommenditic) by the Minintry of Commerce tnd Industry to roduce cornarete:
tax from 50 per ccnt Lo 40 per ccnt for comnonies thei hed 25 pur sent
public ownership wus rojoctod bty the Ministry of Pinonce, Howsver, most of
privote invastorr still prefer to invest in tex-free goverrmcnt bonds whiecl
¥yicld 8 por cent nt progent; if thay had cnough meney, they would snoculate
dn renl estite.

I fourd that ths nttitude of the Industrisl Developmont Bank to be
rotier conservetive, They do not wish to carry out more then the treditionsl
borking funclions. Thore is no investment promotion agency, so the brnk could
play & role in holping to identify ~nd formulnte new nrojects; but it eppecrs

[eoo




mot to do so, Ths brnk hes so frr mode 1ittlc contact with potential oxtorneld
sources of finenco; they hrve never looked to tho “erld Bonk or othor externel
sources for loans to re-lend to their customzrs,

There ors no industrial ress or cstotes
of the industry is locatod in the cepibal city,
for industrial ostdtes on 7reas In the capitn) city and sther me jor towns;
in the absence of town planmning, industry hog scatiered sll over the towm,

Poreign investors o nnot own 1nl; this s be »n obztacle for saae notentisl
1nmtm.

in Country a, About 8 per gent
There 18 » desparste need

Poreign investment is weliome in princinla, but discournged in practice
(quite illogically) by the nationalisation of two Toreign-owned electricity
- companics in 1965, There is mo Joreign invostment law ss such, only policy
atatmnents wode in the lote 1950s. However, &iven the rbeence of exchenge .

control nad o comfori~ble balance of payments position, thers seems to he
scope for ottrecting mare foreign 1mstnqt.

Foreign techniesl und nnagerinl noirsomnel heve to rangw their mu
overy three montha; they are 1isble to local incame tux sfter 3 memthe residence

in vhe country; on incomes over $5,000, the merginal rate is L0 per oent.
Pu'oismtl st pay thoir income tax,

T™he goverment exercises no control over foreign toohmical collaboretion

dgroamonts bt all fuer rre 1liable to o 30 pax ocunt tax daduoted st souree by
the peying campory.

The Director-Genersl at the end of my 7isit summed up le view on
industrisl develcpmont policy in the following mannes:

"Thw country wes still poor in anny Tespects; theroc wes comsidersble
Unempl ot wnd cutside the wrjor citier md woges were low, It should de

pussible to establieh more omall-scole imdustries to uee somo of the chesp

lubour availuble; checp lubour might »lso form the tasis for esteblishing new
export-arientod industrios,

foon
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Over the next five yeors, production of intermediate snd cepitel roode
industries nexded to be developed. The privnte sector hzd beon reluctent to
anvest in these indusiries becruse there wns mo uick roturn on imestment,
He felt that o tex holiday of 10 yesrs should be providudg bul if +Ms didn't
promote sufficient investment very quickly, the Plenning Boord recossended
that more projucts should be implemented in the public scctor.

The m:in problem in thesc industrics wes to dewign plents which were
suited to the sise¢ of mrrkets in the region. The technology which industrialired
countries were developing pre-suppos~d n largor merket thon most developing
courtries could expect to achieve within the next decede or twe."

C. Briefing by UNIDO liendguurtere stoff given to tho idvisory Mission
(This part should berend ofter chapters II, III snd IV)

The momburs of the idvisory Mission discus,d thoir omsigrmont st UNIDO
Hosdquorters in Vienn: with the stoff member who conducted the exploratory visit
to Country A. Tho following notes record th: main conclusions of the discussionm:

1. At the baginning of their miseion, the Mesion should etteent to
olerify the objoctives of the 1970-1975 prosrsmme of industrinl development
amd identify thc miin obstccles rnd problems encountered in implementing the
1965-1970 progrorme.

2, The next step will be to moke a complete cnalysis of the exlsting
set of masurcs wsed, This should includo an snslysis of policy sreas in
which thore hed boen little or nmo netion by the govermmont so far, These
include the preparotion of pre-investmont studies of spocific projects,
promotion of invcstment in specific projects by contocts with potentiol inwestore
(domcstic and foreign), mcasurcs to improve and publicise the potentisl for

fereign investment, nnd mewsures to incieose the volue odded in certsin bremehes
of indusiry.

3. Tho mousures used to imploment industrinl policy which eppecr to

rGuire podificrtion are toriffs, licensing new investmont, investnont
incertives.

fooe
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k. Tho Mission should fdentify spocific orses whare tix texriff
structuiv is rn obetnclo to Lhe nchicyrment of industricl policy objectives,
It should suggest principl.s which could mct os a brsis for rovising the
tariff structme (for cxemple, how to docide whit lovel of protection is
noodeds whothor intermodirte, crpit-l poods and rew mntericls should he
granted tho srmo lovel of protection r.e consumer goods). The Mirsion should
+1so comsider how thuse principlas for ~ovising the torife structuro :t the
notionol lovel m:y influunce discussions trking pleco on the formlotion of
4 common extornel Liriff for the rogion ns » wholo,

5« The Mission should identify the srin purpuscs of reristoring nnw
enterprises ond licensing now investaont proposnles, The merits :md dis-
~vratugos of liconsing should be ssscssd lecding to ¢ rocommendntion for
future policy,

6. The Dircctor-Genersl's recommendotion for lengthonine the tax
holidry from 5 to 10 yerrs for orpitnl 4Antonsive industries should be corsidernd,
The Missica should explain why thay supvort or reject this sugpested modi ficrtion
of oxisting tox incontivos. / more gcnerz:l review of taxntion and tex
incentives chovld ve econducted rnd opacific recorwrndrtions rvdu, The need
to 1atroduco othor furme of incemtive meesure should rls0 be considered,
Fin:lly tho cost :nd effoctiveroes of the pronos:d prosromme of inccntive
Roasures should be asscswed with » view to winning tno support of the Ministry
of Finonce for the chinzes uggestod.

7. Policy ot the bronch of industry level should be roviewed, Ww ern
fragmentotion of protection into too menv meruf retrring unita be rvoided in
the futurc? Wnat meneures are needed to ensure thet the existing pottern of
fregmontation in some industrios is changed in ordor to obhLein lorwer production
runs, lowe™ costs, 1nd improwved opvortunitios for nroducing locclly those
perts and components which are imported at prosent? Will moasures which require
thot o nighor velue rdded in such producte o8 curs, trucks, rcfriper:tors,
phrrwrecouticrl products, be sufficient to nohiave this ool or sre sdditiomel
Redsures required?

't
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8. The role whieh forcipn invesimont con ploy in tho inmlrinentation
af tho 1970-1975 Mlen shoald be discussed, Mensuren nroded to €ICOUFEre
foreign iavestment morc cctively should be siwgnstcd, “h: meoeures hffecting
the officicnt vce of tuchnical collrborition should #lso b3 reviewod,

$. The meosuras noeded to tchicve Lhe Pien irrpet for erports of
menufactured goods of $150 million in 1975 will require crreful comiderotion,

10. ‘The contrel goverimctt machinory used to udministor tho modsures
used to implomunt industrinl p.licy should bo reviewod, Tho potant.isl
investor hes Lo dorl with 8 wide ranpe of povermrent doprriments: the
eotoblishmont of sn ~utonomous investmont pramotion institution crn ba
rosomcorded Lo centrolisc deeisicn toking. Whot minintrios should he
reprosonted on its boord of diicctors? Wit functions stould it perfom?

11. The Mirsion should consider whethor new mrchinery neods to be
estublishod 1o revise the prasent tariff structvre snd koep it undor contintione
roview in futur yoors? Should the m-chincry be locnted in the Ministzy of
Comw.ree ond Infustry or in tho Ministry of Finonce or should it be estrblishud
#8 an iulonomous body? Wio chould to ropresunted on the suscrvising cormdttoos -
ninistrica, reprosentotives of industry nte? Will the cesietonce of o V.ID0
oxport for 12 wonths be required when the teriff atructure is roviscd? "

12. Vhot will be tho mein functions of the Ministry of Industry rnd
Coamozec (o) in formvlating policy,(b) in formaletine rensures to izplement
1L, {¢) in sdninistering spccific mossures in the 1970-1975 puriod? How
whould these functions bo more cffrctively coordinsted with other ministriee
{avolved i1 foromleting ¢nd implumonting policics affecting the dcmimt

of imduatry?
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CHAPTAR IT

BACKGROUND INFOLTION (N THE ROOUOMY

The populotion of Country A s ebeut 10 md1lion inhsbitants. /vernge
Rer sopita incare was 8280 in 1969 comperod with $200 mi1lion 1n 1960.

‘Agriculture {a Lhe woin scurce of ciploymont ond scocunts for 60 per
cent of the labour forco, 0il is the miin source of oYpart enrnings end
budget revauus, 011 preduction snoressed stuodily in the 1960s Mt it hes
now reached a level wherc now reservus nood to be found to sustein o hghor
level of production, Altheugh the vrlue ndded in the amufrcturing sactor
doubled bstwoon 1260 oni 1969, ite contribution to GDP incressed from only
10 per cent to 11 pur cent. |

' The level of investment rppesre to heve declined in the 19608 fiom

over 16 per oent in 1960 to 14 peF cunt in 1769. One vecson rpporrs 0 be o
lower lovel of orvines by privste dmvestore; Sut the moin resson is thet the
ofl industry vis investing hauvily in the country in 1960, Now that oil
Proauction conuot be exponded, new investaent is nt 0 low lowel,

The balanse of peyments position is rescsonrbly atrong, dut the prospectse
for tho 19/0s ars not as bright as they were in the 1970s, |

Prices hove boun rousonibly stable in the 19604, The reteil price
index wee 130 ot mdA.1770 compared with 115 in 1963 end 100 4n 1960,

8. Eoongmic ard pocio] infroetructure

The infrestructure of the sconmy is well develoved, The ecountry heg
tw large ports on the Mediterrincan ond the system of roads snd rell tremsport
is adequnte to distribute mraufoctured gunds to other urben comtres, hergy
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1s relrtively charp: it is 1lkaly Lo remiin co; waste goo is boine flrred ot
nil wella in very subatantin) quontitice,

The oducetion svatem 15 well cevelopod, Soventy per comt of the
population rre literato. Tere cro two mujor undversitics ond several
technical collepes, A nrogramme of vocolionol and technicel training wes
Inunched sdih 100 assistince ir 1964, Trivete industry 104 siun conducted
its own training progrumee for oxii.lud labour,

A Mrnaganont Institute ws cstoblished with Il0 ocsistemce in 1963; it
provides 2 six-month post-graduste course - speclalis~d shert courses red
cvening olusscs, It ig locrted in the eopitul eity: it dops rot serve the
nther urben certre: whars imdustry is beginnine o dovelop,

C. Thg rtiugturs of the lgustrirl rgctop

The muin expsnsion of fraustrlel actiity took placo in the 1960s. A
1opd reform progromae plrcod capitel far investment in industry in the honde
of luml=owmers ‘n 1962; meny of them twned to momufocturing industry, rom
1960 on, iho goverment promcted privote investmont by'u:)d.m: ﬁnamim: |
svrdlable througn the privrtely controlled imdustrisl develorment brnk,

Dy the eorly 19603, the industrial sestor produced mmay of the cw
gxric which tho country requiiudy the most irpurtent branches were texiiles,
food processing "nt building meterisls, In thy 1965-1975 period ephosis wos
placcd on imtewmodints ord enpitnl goods -~ several baric chemicrl plents, ©
Sortilizcr piomi ond un integroted iron cnd otesl mll (espncity 500,000 tons)
wure ooapleted 1n 1968 and 1969, Less 1cpid progrens huos veon made in
devgluping on ongineering juduatry,

The locntion of indusiry is not vell dispersed. The capltnl city cloise
tbout 80 per cen® of the lurger menufrcturing enterprises in hend, The two,
mrin porta hive not attrected inductry besause nf unrelisdle power oupplies.
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CHAPTEN 1II

T{B NATIONAL LEVKI-OPNENT YL, 1970-15

A wmmpwmunm

Nopufaoturing output is expected to dmible botweon 1970 and 1980 as i
414 between 1960 and 1969. The valus addod in the samfacturing sector s
Planred to increase from $300 million in 1965. to $450 nillion 4n 1975. Purtdher~
more exportn of mumufanturod goods are ezpected $0 inmoroase from %20 milldon in

1969 42 $100 militon in 1975,

T™he major objectives outlined in tue 1270-75 Plau for the naqufasturing
sectors ' ' :

a) to oxpand vmploymont opportunities

b) to raisc the rtandard of liviag of %he people

©) %o raise the lovel of efficioncy of exioting industriue

d) to provide spuoial encuuragemont for tridition, oraft and smell-
soale industries . '

9) to roduce the reliance of industry on :lnportod '-.iuﬂah, parts and
eonponunta '

£) to promote the roinvestmont of profits -
€) $0 inoreasc the quulity of locally-samZioturod go%ds

%) %0 eo-operatc with neighbouring countrius in diuveluping certain
induat:ice

1) to furthor improve the skills of acnagesent, labour snd techniclone
ir Freparation for highor Juvels of industrial dmloput-

B Output sgd Anvestgont targets for $he wrpufacturang seator

Although & rough Lrenk-down of the wuy in which the inoreaso in value
ndded in tho mamufucturing sootor frem 3300 aillion in 1969 to £450 nillion
in 1975 was made by the Planning Board, the dotails have not been published.

The main guide for pulicy formulation therefore is the Planning Board's
estimate of the new investment required in the manufacturing sector.

/oco




19610 1210-7%
Oonsumor goods industrios $220 nillion $200 million
Intesmodinte goods industries I b ) 2%
Capital goods industrics 129 _ 200

3420 sillion <650 sillien

C. Owparahiv peMASy.

The polioy of tho govarmment in the 19608 relied mainly on private
investmont t0 implement industrial projvots) only whea the private sesier bad
slow. 1% was not willing or capabdle of impleamnting o project was the govern~
ment preparod $0 use public funds. In the poriod 1265 e 1970, the futegreted
iron and steol plant was only major industrial projectis isplemunted a8 a state~
owned project.

The 1970-75 Plan indicutes a sl ght owitoh ia emphasis. The governnentd
will not walt %02 long to uoe if tho private soctor will implem.nt & Ry 1list
of 20 stratugic projects whinh arc icontified ia the Piaa. If the private
sector has % mado a atart on implemunting these by the ond of 1971, they
will be undortakon with public or sixed owncrship. The 2C yrejeets of atrategio
isportanco in achicving thu Plan's industrial development targets aret °

Eroguat Inyestecey (1 silliss)
attrogencus fortilisers 3o :
aylon fibrc. 10
polyoster fidre 13
putrochualcal oomplex nz
sulphuric 0id
polyothylone 195
PYC ind vinyl chloride monomor 195
ferro=alloys ]
stuel fabrication - 6
trictors 7
automobile ports (complox) 172

.. ear bodies (preas shop 10
elootronio components (cemplex) [ ]
" % assoably 3

/ooo
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Rashine tesls oemplex

Rivtues imsotasnd (4 2)0ea)
rellvay vagens .:
PoVer gonersting oguipnemt o
eleotirie sadle 7
b ]
10
933
oose

elestirie notere
Selephone enshange oguijomt

In adfiston; Wne govermac.t vill spent 2 further 000 0illsen on Gndisng
2 sapasity of the stee) planmt.

™e Flan asentions hat speeial mmmxumnm
i expend enploynemt in traditions) and small-sesle Sadusteies, dut 18 dooe met
indicate what these meanures will beo.

. Nmesd sturess of O\nensiag

menMuumh‘inmwh‘o
mnn.m;mumuumwmunm Nay e
b sumsarised 2o fellevee

=10 =13
4astoal Neansd
v sdllsen 1 silisen
Ixixaie Anvesiesal
Beprveistion aal retalned prefi‘s ) }
Bov eguity capéital %0 »
leans frea Lastitutional sourese 190 e
Poreign Savestasmt 30 ®
3% %e
o0 obe
Daklie_Snventnmai
Government Yudget 100 1%
[ ) ope

,ooo




3. IsatisiAsee

e seia Ladusiria)l dovelopment 1aotitution Lo the lalustrisl develep-
oS Sasli. There 10 ne iavastnent presciion ageney wnd 20 ageney respoasidle
fow afforis %o prensiv amporis of sinulfsntured goods. There 10 an iadweteial

rescareh iastitute whiel Pas & standard 130erstery) sene netiweal steadasde
have heen estabdliished.




CRAPT.AR IV.
TES EXIBTING ST 0P RBANRKE USTD 10 INPLININT INIUSTRIAL POLICY

Country A hes a relatively simple set of muasures to iaplenent ite
intustrial dovolopment polioy. The most iaportint asasurcs are thoso affooting
the private sevtor,

A, : A8y Anvestment dn dndustzial arojests

™he rain instrusonss used to promote .nd guide private muboit are
1) the tanaef strweture, (2) lioensing poliay, and (3) tax inoentives.

Yo Iariffs god ether foxwe of protectien

The taraft etruoctue was last 8iven 2 aorces~tho-buard revisica in
1958; tde main parpoco ut that time vw.s 10 raise budget revemus. T™here e
& general 30 per ceut increrse in cll tariff rates ia 1962.

Teriffu are tbe ree>ensidility of ths Rinisiry of Pinwmee. dpplications
fcz ohangue are reviewed by an inter-departaental comnittce whieh meets i~
Tegularly adout three timos & year. Only a fow A4 ko clanges are asceptedy
they are incerperated in the next year's budget.

Tuore are no quamtitative restriotions on imporis of mamufwiured goods.
Iapert 1leemsce aro required dut these are froely given.

2. Hesmsing »eliey

All zov exmmeroial and imdustrial onterprises must de resisterad ot
the Nindotry cf Comaurce :nd Tndustry. In addition, 311 nev imdustrial
inceataent ovs!ing s re than (10,700 ToQuirus ep)reval ia the fore of sa
Sotadlishacat 1icense. The issue of this liowmse 10 & Toutine satier exespt
for projests iavelving tavestnent of over §500,000, suoh projocts are referred
to the Birester-Oeneral iinself for dvoision.

,ooo
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Ths lawv provides nc criteria for liconaing policy. The decisions made
in recont years rofleot the policy of the Directur-Ucneral himsulf. Only on
twvo ococaeions kis he boen proparcd 10 iscue 3 licenso wvhich would persit one
onterpriss to supply the whole o1’ the national narksts normally ho insists on
lioensing plaa s with cap wity ocapadble of eatisfying only ono—hﬂ.f or one~
third of the nitional marizet. O4ve an industrialist tho chance, he was once
heard to say, and he will expioit ths consumer by cusing artificial shortages
vhon the demand for hiu product is as its poak.

3. Tox incentives
Tax inountivus uro onactud by tho Ninistry of Minuncs in the annual
Ludget.

The major incentive is a simple S=yoar tax holiday for invsstaent in
projoota whioh mamifacture a product rot praviously manufaoturod within the
comntry. The oxmption npplics to corpor.to profits tax which is leviod at

%0 por ocornt.
All manmufioturinge onterprine- alao pay 3 5 per ocont turnover tax

caloulated on the s.ulus of thy value of thuir products; this tax is duinod
to oope with the undur-decolar \tion of profits in meall businessus.

Thoro is nc exemption for profits roinvestod ‘n tho antorprise. How
every all new invostmont in mceainory and oquipecnt qualifios for an investmont
allowando which permitis the ooupany to write L 20 pur caut of the oapital
oost of new oquiomont in ddition to normal duprucistion for tax purposes.

Individuals who purchase equity shares in minufacturing enterprises
&re exempt fiom inoome tix on dividents up to 2500 per annum.

hor_(orms 2f ingoptive mengures _
Thore are no import Auty concossions, Tha only incentive ¢o prowoso
exports of mamuficturod goods is the right to olxla repaynons of import duties

loviod on maturials, parts :nd compononts inoluded in manufaictured goods that
are sudbsequently exportied.

fooo
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Thore are no industrial s tutue or ai0ns in country A. Foreign investors
are not allowsd to aquire title to land in the country,

™o industrial Davelogment Bank doos not provide loang at a subsidised
rate. The prosint rato for loans of 5-1¢ Yeirs is 11 per osat; by comparison
tax freo govermmwnt bonds se.l vell offeriag an interost rate of 8 per oont.

Peredsa. tockpiosl gollaboration
There 18 no foreign inveztment lay, The lass polioy etatement on the
sibject was made in 1958; 14 4 seldom quoted 1ovadays.

Dividrnis, inisrest PYnents and technica) oollaboration fecs ranitted
ahiroad are 1liadle to 2 tax of 30 per cent deducted at source.

The government has not negetiated doudle taxation Sreaties wigh indued~
rialised couniries.

It h.c'n not aignad any bdilatepal investment guaranses treatien; nor has
1% signed $bo Convention on the Settlement of Investment Disputes betwoon
Stat0m and Matorial of other ¥3ates sponsored dy the World Bank.

2. lm.ng uwﬂ-wm
Mhnt-
8ince the integratcd steo) pProjnet wias the firse project finanoed Wy

the governmont, no policy hic deon detorminod. hnde were allocated from the
budgot 18 rojulred to the Nationil Stael Corporation ou an interest=free dasis.

™e Corperaiion hupes %0 brcik-sven in 1972 and to start naking profits
in 1973. The linded prioce of stiel inoreised by 50 per cent vhen tho pleat
0amo on atream virly in 1969, bowevar, since thit $ia0, the surplus of steel
on wrld export narkets h-g turnud 1nto  shortage and prices ave oy ouly 20
por cent abuve e landed price of squivalont iaported supplies.







Table 1. Natjona) gnscmo otitistics (agtor vont)

s millions
1285 1250
Croes domnstic produce 14,200 1,500
Yalue addet 1a:
Petrolwm ucetor 300 400
Agrioulturs ocitor 350 350
lamfac_turina ssotor 90 150
Domustic capital formation 200 25¢
m*mm.mmmm.um
Pallte seotor 5 10
Privato sector 23 40
3o S50

1263
2,000

5%0
400

49
L]
10

2,800

5 5%3

20

90




Teble 2. Trad> .nd balango of pimonts o L
¢ millions
960 1968 24
Rxroxte
011 (not roccipts) 200 300 400
Agriouitural products 3o 60 90
Nanufactured geods 10  [¢] 20
240 370 510
anxie
Agrioultural products 30 20 20
Rav saterials 20 Jo 60
Consumor goods 80 80 100
Intormediate goods S0 80 120
Capital goods 80 120 200
260 30 300
Trade dalance =20 40 10
Preight and ‘nsurance =20 -30 =40
Sorvioing oxtornal Aedts eto. =30 40 =50
Currcal acootut balence 70 «30 80
Capital inflov 100 %0 3o
Ohange in forign excbango resorves 30 20 50
[ X 2 ] 1 [ ] 08
Poreign exchange roserves at ysar-end 300 350 300




Tedle 3. Budget revewne aid oxperditice, 1960, 1965 aad 1960
§ aillions
| : 12960 1968 1968
| Reveme S
| 011 100 1% 200
Corperation tax 20 3o 40
i Inocome taz 3o Jo »
‘ Nraover $ax 20 30 40
Oustors duties 50 8o 120
| Indirect tames 10 20 3
230 340 460
f [ ] ous ane
Exrendi nze |
- Ourront expenditure 130 1 200
Ospital ezpenditure 1o 60 50
230 340 40
L [ 1) oud L
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Tadble 4. Natjon developront plan targota for the haaufacturing segtor,

a‘“t"‘i
é millions ‘
astual Target i
| 2960 978
1. Yelue sdded 4y the mamufaoturing sootor 300 450
aen 209
2 davestpent 4. the mamufaeturing sectop
Private (domaentic) 6] 90
Private {forcign) 5 20
Publie scotor 20 40
90 150
| I ] nen
Batinatod Target
1965-1979  1970-1978
3. $8_of financing for ney investmunt
‘ nanufsotyring scoter
Depreciation 50 )]
Reinveatod profits 40 60
New equity oapital 50 ™
Loans from institutional souroas otc. 150 200
Foreign investiment 3u 60
320 550
a8y [ 1 ] ]
Publio seotors Projoots 100 100
[ 1 2] L ]
4 Az9an of pev irvesigent
Cor.sumur goods industries 220 200
Intermediat: goods industries b 2%0
Capital goods industries 12% 200
420 650
nag L ]
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