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CHAPTER .1 s INTRODUCTI ON 

L A Workshop on Harmonization of F i s c a l I n c e n t i v e s to the 
Manufacturing Industry w i th in the CAE1FTA reg i on was he ld at 
Por t of Spain, Tr in idad and Tobago9 from 8-12 September 1969® 
The Workshop was sponsored by the United Nations Technica l 
A s s i s t a n c e Programme« I t was organized j o i n t l y by the 
Economic Commission f o r Latin America ( O f f i c e f o r the Caribbean) 
and the Government o f Tr inidad and Tobago "with the c o o p e r a t i o n 
of the D i v i s i o n of Pub l i c Finance and F inanc ia l I n s t i t u t i o n s of 
the Department of Economic and S o c i a l A f f a i r s 9 Uni ted Nat ions , 
New York^ Permanent S e c r e t a r i a t f o r Central American Economic 
I n t e g r a t i o n (SIECA)°9 and the U n i v e r s i t y of the West Indies,, 
I t was attended by 29 p a r t i c i p a n t s from 12 countr ies* The 
S e c r e t a r i a t of the Caribbean Free Trade A s s o c i a t i o n as w e l l 
as the U n i v e r s i t y of the West I n d i e s had each sent a r e p r e s e n t a t i v e 
to the meetingo The p a r t i c i p a n t s attended the Workshop in t h e i r 
i n d i v i d u a l c a p a c i t i e s and the views expressed by them did not 
n e c e s s a r i l y r e p r e s e n t those o f t h e i r Governments„ 

20 The Workshop was f o r m a l l y opened "by Dr0 the Rto Hon. Er i c 
Wi l l iams 3 Prime Mini s t e r o f Tr inidad & Tobago * At the inaugural 
s e s s i o n Mr« Frank Rainpersad9 Chairman of the Sess ion and a D i r e c t o r 
of the Workshop^ welcomed the Prime M i n i s t e r and p a r t i c i p a n t s to 
the Workshop^ and o u t l i n e d the "broad framework w i th in which the 
Workshop was conceived, , Mr« George Rampersad9 Ac t ing D i r e c t o r 
o f the ECLA O f f i c e f o r the Caribbean^ read a statement on behal f 
of the ECLA Execut ive Secre tary in which were o u t l i n e d the 
o b j e c t i v e s of the Workshop and ECLABs approach to some of the 
development problems f a c i n g Commonwealth Caribbean c o u n t r i e s . 

3° The Prime M i n i s t e r 9 in h i s opening address 9 emphasized the 
need f o r formulat ing a r e g i o n a l i n c e n t i v e p o l i c y f o r the member 
c o u n t r i e s of CARIFTA and s t r e s s e d i t s s i g n i f i c a n c e in a t t a i n i n g 
the o b j e c t i v e s and g o a l s o f economic i n t e g r a t i o n w i th in the area. 
He urged the p a r t i c i p a n t s to pursue c o - o p e r a t i v e rather than 
c o m p e t i t i v e economic s t r a t e g i e s in the dynamics o f i n t e r n a t i o n a l 
r e l a t i o n s both at the 1evel of the o u t s i d e government or the 
outs ide firm* "We are " he said "now in mid-stream in the p e r i l o u s 
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waters which we mnst c r o s s in order to achieve West Indian economic 
i n t e g r a t i o n " and he added " l e t us not f a l t e r 9 now that we are 
encountering the t r i e k y current of the harmonization of f i s e a l 
i n c e n t i v e s * " In conc lus i on 9 he wished a l l the p a r t i c i p a n t s 
success in t h e i r d e l i b e r a t i o n s « Mr« Iqbal G u l a t i , a D i r e c t o r 
of the Workshop $ thanked the Prime Minister f o r h i s opening 
address and the Government of Trinidad and Tobago f o r prov id ing 
a l l the host f a c i l i t i e s , 

4. The Workshop had b e f o r e i t the Report on Harmonization of 
F i s c a l I n c e n t i v e s to Indus t r i e s in the CABIFTA T e r r i t o r i e s 
(E/CN.12/845)9 in i t s d r a f t form, prepared by a team of experts 
appointed by the Economic Commission f o r Latin America to 
study t h i s q u e s t i o n , - ^ The Workshop d iscussed p r i n c i p a l l y 
the r o l e of i n c e n t i v e s in i n d u s t r i a l development and of 
harmoni za t i on in economic i n t e g r a t i o n evaluat ion of e x i s t i n g 
i n c e n t i v e s and var ious elements of a reg iona l i n c e n t i v e p o l i c y . 

5. Messrso EL Walker of Jamaica^ Charles Cadet of St . Luc ia , 
Bernard Primus of Trinidad and Tobago9 and Steve Be Castro of 
the Univers i ty of the West Indies were e l e c t e d Chairmen to 
cha i r var ious Plenary Sess ions of the Workshop» A Draft ing 
Committee was a l s o appointed to d r a f t the Report of the Workshop. 
Mr. Frank Thompson of Trinidad and Tobago and Dr. Paul Chen-Young 
of Jamaica were r e s p e c t i v e l y e l e c t e d Chairman and Rapporteur 
of the Dra f t ing Committee» Mr0 Frank Rampersad9 Act ing 
Permanent Secretary 9 Min is t ry of Finance 9 Trinidad and Tobago 
and Mr« Iqbal Gulat i § Regional Economic Adviser attached to 
the ECLA O f f i c e f o r the Caribbean, served as D i r e c t o r s of the 
Workshop« 

6. At the concluding Plenary Sess ion of the Workshop^ Mr. 
Donald Augustin of Guyana and Mr0 H„ Walker of Jamaica 
thanked ECLA f o r organiz ing the Workshop and a l so expressed 

\J Re ferred to h e r e i n a f t e r as the Expert Team9 s Report„ 
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t h e i r g r a t i t u d e , on behal f of a l l t h e p a r t i c i p a n t s , t o t h e 

Government of Trinidad and Tobago for providing a l l the 
hos t f a c i l i t i e s and p a r t i c u l a r l y t o t h e Prime M i n i s t e r 

f o r opening the Workshop, 
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CHAPTER l i s THE ROLE OF INCENTIVES IN INDUSTRIAL 
DEVELOPMENT AND OF HARMONIZATION IN 
ECONOMIC INTEGRATION 

7o The Workshop cons idered the r o l e of I n c e n t i v e s in 
i n d u s t r i a l development and t h e i r harmonizat ion i n the 
c o n t e x t of economic i n t e g r a t i o n o f the CARIFTA c o u n t r i e s . 
I t was c l e a r l y r e c o g n i z e d that i n c e n t i v e s were on ly one 
of the f a c t o r s i n f l u e n c i n g investment d e c i s i o n s . Of g rea t 
importance were o ther f a c t o r s such as w e l l developed 
i n f r a s t r u c t u r e ? s i z e of market? a v a i l a b i l i t y of t r a i n e d 
labour f o r c e , e x i s t e n c e of a c a p i t a l market9 and p o l i t i c a l 
s t a b i l i t y , , In v iew of t h i s , i t was ra ther d i f f i c u l t to 
determine e x p l i c i t l y the weight a t tached to the i n c e n t i v e 
f a c t o r - p a r t i c u l a r l y tax i n c e n t l v e s - by i n v e s t o r s . 
However9 s i n c e a r t i c u l a t i o n s in f i s c a l p o l i c y did i n f l u e n c e 

l e v e l s of c o s t s and p r o f i t s at the e n t e r p r i s e l e v e l 9 i t 
was g e n e r a l l y agreed that i n c e n t i v e s p layed a p o s i t i v e r o l e 

in promoting I n d u s t r i a l development in deve lop ing c o u n t r i e s . 
This was a l s o borne out by the e x p e r i e n c e of the CARIFTA 
c o u n t r i e s and the Workshop observed that i n c e n t i v e s were 

f u r t h e r needed to a c c e l e r a t e the pace of i n d u s t r i a l 

development in the r e g i o n . I n f u t u r e attempts at i n d u s t r i a l i z a t i o n , 

the i n c e n t i v e p o l i c y , the Workshop s t r e s s e d , should however be 

c l o s e l y l inked to the o b j e c t i v e s and s t r a t e g y of i n d u s t r i a l 

development which needed to be s t a t e d e x p l i c i t l y * 

80 The Workshop d i s t i n g u i s h e d severa l types of f i s c a l 
and n o n - f i s c a l i n c e n t i v e s „ Among f i s c a l i n c e n t i v e s 9 i t f u r t h e r 

made a d i s t i n c t i o n between revenue ( t a x ) i n c e n t i v e s and 

expendi tures ( s u b s i d i e s ) i n c e n t i v e s » Genera l l y , f i s c a l 

i n c e n t i v e s i n f l u e n c e d l e v e l of c o s t s 9 encouraged e a r l y 
r e c o v e r y of c a p i t a l and c o n t r i b u t e d to maximum r e t e n t i o n o f 

p r o f i t at the e n t e r p r i s e l e v e l . Tax i n c e n t i v e s were g e n e r a l l y 

p r e f e r r e d to d i r e c t s u b s i d i e s although both measures i m p l i e d 

s a c r i f i c e s . Subs id i e s in the form of d i r e c t a s s i s t a n c e s u c h 

as f o r i n - f a c t o r y labour t r a i n i n g , f e a s i b i l i t y s t u d i e s e t c . 

might be more e f f e c t i v e in c e r t a i n s i tuat i ons , . Among non-
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f i s c a l i n c e n t i v e s 9 grant ing -of p r o t e c t i o n was cons idered to be 
most important.» I t was stated that in the minds of i n v e s t o r s , 
a high degree of p r o t e c t i o n probably ranked higher than some 
of the f i s c a l i n c e n t i v e s . I t was9 however9 po inted out that 
the Caribbean countr i es did not use a s i n g l e i n c e n t i v e but a 

combination of f i s c a l and n o n - f i s c a l i n c e n t i v e s 9 in which 
p r o t e c t i o n played a major r o l e in many c o u n t r i e s . I t was 
g e n e r a l l y reeognized that where other complementary f a c t o r s 
a f f e c t i n g investment were present^ the r o l e of i n c e n t i v e s 
would be more e f f e c t i v e ® 

9o Some p a r t i c i p a n t s po inted out that wi th in the framework 
of the CAR!FTA Agreement the r o l e of i n c e n t i v e s had to be 
reassessed* .CARIFTA had produced a larger in tegrated market 
and hence the extent and i n t e n s i t y of i n c e n t i v e s had to be 
re~examined0 I t was po inted out that the s i z e of market c o u l d 

be cons idered a d i s t i n c t advantage s ince import c o e f f i c i e n t s 
f o r industry were g e n e r a l l y at a much higher l e v e l and were 
comparable to some of the Jarger in tegrated markets outs ide the 
region* However, some of the r e l a t i v e l y l e s s developed member 
c o u n t r i e s of the CAEIFTA reg ion were not immediately in a 
p o s i t i o n to e x p l o i t the increased s i z e of the market owing t o 

i n f r a s t r u c t u r a l d e f i c i e n c i e s of t h e i r economies• 

10o I t was the general consensus of the Workshop that 
harmonization of i n c e n t i v e s was e s s e n t i a l among member c o u n t r i e s 
o f . CAEIFTA. Harmonization of tax i n c e n t i v e s wi th in the CAEIFTA 
reg ion would permit a r e d u c t i o n in the ' a u c t i o n of c a p i t a l ' 
or T l e a p - f r o g g i n g * that had ar i sen because .of compet i t i on f o r 
f o r e i g n investment in the region« A we l l -p lanned scheme 
might a lso serve to c o r r e c t imbalances with in the reg ion 
between the more developed and l e s s developed t e r r i t o r i e s . 
Further a p r o p e r l y de f ined scheme of i n c e n t i v e s could create 
greater l inkages wi th in the Area and thus a s s i s t reg iona l 
development by maximizing reg i onal incomes * Harmonization a l s o 

would f a c i l i t a t e a r a t i o n a l approach to the formulat ion of 

reg i ona l i n d u s t r i a l p o l i c y and avoid revenue l o s s e s a r i s i n g 
through competi t i o n in the granting of i n c e n t i v e s 0 
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• CHAPTER I l l s EVALUATION OF EXISTING INCENTIVES 

11« The p r i n c i p a l o b j e c t i v e of the e x i s t i n g tax i n c e n t i v e 
p o l i c y in the CARIFTA c o u n t r i e s was to promote i n d u s t r i a l 
development. However, e x i s t i n g i n c e n t i v e l e g i s l a t i o n did 
not f u l l y r e f l e c t i n d u s t r i a l p r i o r i t i e s in a s t r a t e g y of 
developmento The c r i t e r i a pre s c r i b e d f o r the grant ing 
of i n c e n t i v e s were in most cases couched in general terms« 
They did not d i s t i n g u i s h var i ous types of i n d u s t r i e s nor 
did they i d e n t i f y any favoured areas of manufacturing 
a c t i v i t y * The i n c e n t i v e s were t h e r e f o r e not t a i l o r e d to 
any s p e c i f i c o b j e c t i v e but a pre -determined package was 
extended to i n d u s t r i e s r e g a r d l e s s of t h e i r ac tua l p r i o r i t i e s . 
Some i n c e n t i v e laws embodied the concept of a " p i o n e e r 
i n d u s t r y " approach and a few r e f e r r e d to b e n e f i c i a l e f f e c t s 
on employment and output* 

12« Formulation of genera l c r i t e r i a did no i 9 however, 
imply the n o n - e x i s t e n c e of p r i o r i t i e s « The t r a n s l a t i o n o f 
general c r i t e r i a i n t o s p e c i f i c o b j e c t i v e s had i n e v i t a b l y 
to be l e f t to the a d m i n i s t r a t i o n which9 owing to inadequate 
s p e c i f i c i t y in i n c e n t i v e laws9 had to use l a r g e l y suasion 
and v a r i o u s ' a d hoc measures with i n v e s t o r s in order t o a t t a i n 
c e r t a i n o b j e c t i v e s such as u t i l i z a t i o n o f l o c a l raw m a t e r i a l s . 
Some c o u n t r i e s have in t roduced separate and formal measures 
f o r the promotion of c e r t a i n types of a c t i v i t i e s , , For example, 
Barbados and Jamaica have enacted s p e c i a l l e g i s l a t i o n f o r the 
promotion of expor t i n d u s t r i e s * S i m i l a r l y Tr in idad and Tobago 
has introduced s p e c i a l l e g i s l a t i o n f o r cement? f e r t i l i z e r s 
and pe t rochemica l i n d u s t r i e s * 

13« The exper ience of some c o u n t r i e s i n d i c a t e d that the 
grant ing of duty f r e e importat ion o f raw m a t e r i a l s did not 
encourage a search f o r l o c a l inputs0 I n v e s t o r s o f t e n 
r e j e c t e d l o c a l raw m a t e r i a l s on v a r i o u s grounds such as 
q u a l i t y , p r i c e and Inadequate volume*. This Incent ive 
was found to be p a r t i c u l a r l y s u i t a b l e f o r l a r g e l y expor t 
i n d u s t r i e s and " e n c l a v e " i n d u s t r i e s * Some p a r t i c i p a n t s 
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po inted out that i n v e s t o r s c ons idered p r o t e c t i o n and duty f r e e 
imports more important than income tax concess i ons• Genera l l y , 
i t was c o n s i d e r e d e s s e n t i a l to have b u i l t - i n performance 
requirements l ead ing to the s u b s t i t u t i o n of imports » 

140 The p a r t i c i p a n t s a l s o s t r e s s e d the r e l a t i o n s h i p between 
s p e c i f i c i n c e n t i v e s o f f e r e d by v a r i o u s c o u n t r i e s and t h e i r 
b a s i c tax s t ruc tures « I t was po in ted out that b a s i c tax 
s t r u c t u r e s were d i f f e r e n t and conta ined vary ing degrees of 
b u i l t - i n i n c e n t i v e e f f e c t s whose i n f l u e n c e became more obvious • 
a f t e r the enj oyment of s p e c i f i c i n c e n t i v e s by e n t e r p r i s e s was 
exhaustedo In order to remove these d i s p a f i t i é s £ , i t -was 
cons idered h i g h l y d e s i r a b l e , as a next s tep 9 to work towards 
harmonizat ion of b a s i c tax s t r u c t u r e s of CAEIFTA c o u n t r i e s . 

15° With regard to the form o f p r o t e c t i o n , the Workshop 
d i s c u s s e d the r e l a t i v e mer i t s of quota r e s t r i c t i o n s and 
t a r i f f s « I t was s ta ted that p r o t e c t i o n e s s e n t i a l l y impl ied 
c e r t a i n amount of s a c r i f i c e or a c cep tab le degree of i n e f f i c i e n c y . 
I t was admitted that the use of t a r i f f s would in t roduce some 
element of competit ion, which was l a r g e l y prec luded by the use 
of quota r e s t r i c t i o n s » I t was t h e r e f o r e necessary to move 
towards the use of t a r i f f s whenever a p p r o p r i a t e . A number 
of p a r t i e ipants 9 however, defended the current p r a c t i c e 
of quota r e s t r i c t i o n s » I t was po in ted out that consumers 
in the r e g i o n had not on ly a high p r o p e n s i t y to consume 
imported goods but such behaviour was a l s o marked by 
c o n s i d e r a t i o n s of q u a l i t y or p r e s t i g e a s s o c i a t e d 9 in the 
p u b l i c mind, wi th imported goods « At l e a s t in the s h o r t -
run, quota r e s t r i c t i o n s were more e f f e c t i v e in checking 
these consumer p r e f e r e n c e s « Secondly? d i f f e r e n t c o u n t r i e s 
accorded d i f f e r e n t , degrees of p r o t e c t i o n to i n d u s t r i e s and 
degree s of c ompet i t i on a l s o v a r i e d f o r the same i n d u s t r i e s 
in d i f f e r e n t countries® Under these c i r cumstances 9 quota 
r e s t r i c t i o n s were a d m i n i s t r a t i v e l y more e f f e c t i v e and they 
a l s o had the mer i t of prevent ing dumping which might o therwise 
take p l a c e under a t a r i f f system, ) I t was9 however9 agreed by 
a l l p a r t i c i p a n t s that i t was e s s e n t i a l to evo lve a regional• 
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p o l i c y towards p r o t e c t i o n taking in to account p a r t i c u l a r l y 
the i n t e r e s t s o f r e l a t i v e l y l e s s developed member c o u n t r i e s 
of CARIFTA, I t was envisaged that in keeping with the s p i r i t 
of balanced r e g i o n a l development9 the l a t t e r group of c o u n t r i e s 
might have to o f f e r p a r t i a l p r o t e c t i o n f o r c e r t a i n i n d u s t r i e s 
aga ins t c ompet i t i ve imports from the more developed member 
c o u n t r i e s . The ques t i on of p r o t e c t i o n in a l l i t s forms was 
t h e r e f o r e very r e l e v a n t to the scheme of i n c e n t i v e harmonizat ion. 

l6o The p a r t i c i p a n t s noted that non- tax i n c e n t i v e s were g iven 
in very few countr i es* For example, i n a few c o u n t r i e s f a c t o r y 
f a c i l i t i e s were g iven to only expor t i n d u s t r i e s and to h i g h l y 
labour i n t e n s i v e i n d u s t r i e s as w e l l as f i n a n c i a l a s s i s t a n c e 
prov ided to inves to r so Several, p a r t i c i p a n t s s t r e s s e d the need 
to extend r e l e v a n t and e f f e c t i v e t e c h n i c a l a s s i s t a n c e to small 
i n v e s t o r s « 

17- The Workshop observed that in most of the c o u n t r i e s the 
f01 low-up procedures and an e x - p o s t appra i sa l of the impact 
of i n c e n t i v e s was s t i l l f a r from s a t i s f a c t o r y . This was 
exp la ined l a r g e l y by the n o n - a v a i l a b i l i t y of r e l e v a n t , complete 
and accurate data* The i n c e n t i v e l e g i s l a t i o n s did not 
g e n e r a l l y enj o in on i n v e s t o r s the o b l i g a t i o n to prov ide 
r e l e v a n t data f o r a p p r a i s a l nor were the e f f o r t s of d i f f e r e n t 
a d m i n i s t r a t i v e agenc ies w i th in the i n d i v i d u a l t e r r i t o r i e s 
s y s t e m a t i c a l l y coordinated«, As a r e s u l t of t h i s , there was 
hard ly any adequate in f o rmat i on in a m a j o r i t y of c o u n t r i e s 
to eva luate net b e n e f i t s accruing from the grant ing of 
i n c e n t i v e s „ 
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CHAPTER IVs REGIONAL HARMONIZATION OF INCENTIVES 

18* A f t e r eva luat ing e x i s t i n g i n c e n t i v e s , the Workshop 
d i r e c t e d i t s a t t e n t i o n to the f o rmulat i on of a r eg i ona l 
i n c e n t i v e p o l i c y « I t d i scussed v a r i o u s aspects of such a 
p o l i c y such as obj e c t i v e s of r e g i o n a l i n c e n t i v e p o l i c y , 
c l a s s i f i c a t i o n of i n d u s t r i e s , concept and d e f i n i t i o n of 
c o n t r i b u t i o n made by i n d u s t r i e s and the s ca l e of income-
tax b e n e f i t s to be accorded to them, d e p r e c i a t i o n p r o v i s i o n , 
treatment of imported raw m a t e r i a l s , t r a n s i t i o n a l arrangements, 
e t c o 

19. In the d i s c u s s i o n s on r e g i o n a l i n c e n t i v e p o l i c y the 
Workshop r e c a l l e d c e r t a i n g u i d e l i n e s inc luded in the CAEIFTA 
Agreement in p a r t i c u l a r to the e f f e c t that c e r t a i n i n d u s t r i e s 
may need r e g i o n a l p r o t e c t i o n and a l so that the l e s s developed 
member c o u n t r i e s would r equ i re p r e f e r e n t i a l i n c e n t i v e treatment 
so as to a c c e l e r a t e t h e i r pace of development« 

O b j e c t i v e s 

20. I t was s ta ted by some p a r t i c i p a n t s that i n c e n t i v e s were 

e s s e n t i a l l y intended f o r p r i v a t e i n v e s t o r s who sought to 
opt imize t h e i r r a t e s of return* I t was argued that c e r t a i n 
obj e c t i v e s such as optimal l o c a t i o n of industry and equ i tab le 
d i s t r i b u t i o n of developmental gains could be pursued o u t s i d e 

the framework of i n c e n t i v e harmonization though they were 
important wi th in the framework of i n t e g r a t i o n . Although 
p r o f i t maximization was a l e g i t i m a t e o b j e c t i v e of p r i v a t e 
e n t e r p r i s e , a r e g i o n a l i n c e n t i v e p o l i c y , i t was argued by a 
m a j o r i t y of p a r t i c i p a n t s , should seek t o r e c o n c i l e 
maximization of p r i v a t e p r o f i t s with maximization of l o c a l 
c o n t r i b u t i o n to the region« The f o rmulat ion of r e g i o n a l 
i n c e n t i v e p o l i c y wi th in the framework of CARIFTA Agreement 
t h e r e f o r e assumed severa l dimensions« ItiBwas ^stressed 
by a l1 p a r t i c i p a n t s that a r eg i ona l i n c e n t i v e p o l i c y must 
form an i n t e g r a l part of the o v e r a l l development s t r a t e g y 
in the Area and ought to prov ide d i s c r i m i n a t i n g t o o l s o f 
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implementing p r i o r i t i e s under ly ing that s t ra tegy 0 I t was, 
t h e r e f o r e , c ons idered e s s e n t i a l to s p e l l out p r i n c i p a l 
ob j e c t i v e s o f r e g i o n a l i n c e n t i v e p o l i c y 0 The Workshop 
attached grea t importance to the achievement of f u l 1 
employment9 u t i l i z a t i o n of r e g i onal r e s o u r c e s , d i v e r s i f i c a t i on 
of the present economic s t r u c t u r e s ob ta in ing in the Area, 
and a balanced r e g i o n a l development«, I t was, t h e r e f o r e , 
c ons idered e s s e n t i a l to ensure o p t i m a l i t y in the l o c a t i o n 
of i n d u s t r i e s and an e q u i t a b l e d i s t r i b u t i o n of gains 
a r i s i n g from development, and a l so to avoid as f a r as 
p r a c t i c a b l e any tendency towards p o l a r i z a t i o n « I t was a lso 
po inted out that the r e l a t i v e l y small s i z e of the CAEIFTA 
market imposed c e r t a i n c o n s t r a i n t s on i n d u s t r i a l development 
in the Area and these could be m i t i g a t e d i f markets could 
be found abroad f o r i n d u s t r i a l products of the Area* In 
such c a s e s , p r o d u c t i o n f o r the domestic market alone was 
unable t o r e a l i s e economies of s c a l e and would take p lace 
at sub-opt imal l e v e l s « The Workshop, t h e r e f o r e , p laced 
an added emphasis on p r o d u c t i o n f o r the markets outs ide 
the Area and s t r e s s e d the need f o r accord ing s p e c i a l 
i n c e n t i v e s to e x p o r t s , the encouragement of which would be 
c r u c i a l in i n d u s t r i a l development s t r a t e g y ; at the same time 
a r e g i o n a l programme of i n c e n t i v e s should have due regard 
f o r the f i s c a l p o s i t i o n of the c o u n t r i e s in the r e g i o n . 

C l a s s i f i c a t i o n of I n d u s t r i e s 

21. The Workshop cons idered a l t e r n a t i v e c l a s s i f i c a t i o n s of 
i n d u s t r i e s so as to r e l a t e b e n e f i t s to t h e i r c o n t r i b u t i o n « 
The Expert Team's Report on harmonizat ion had suggested a 
c l a s s i f i c a t i o n intos (a ) i n d u s t r i e s not e l i g i b l e f o r tax 
i n c e n t i v e s , ( b ) enc lave i n d u s t r i e s ^ ( c ) c a p i t a l - i n t e n s i v e 
i n d u s t r i e s , and (d ) a l l o ther i n d u s t r i e s . Some p a r t i c i p a n t s 
suggested a c l a s s i f i c a t i o n in to terms of s ( i ) i n s u l a r import 
s u b s t i t u t i o n , ( i i ) r e g i o n a l import s u b s t i t u t i o n , ( i i i ) e n c l a v e , 

1J i 0 e t i n d u s t r i e s which s e l l a l l t h e i r output abroad. 
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and ( i v ) resource based export industries.« A r e f e r e n c e , -
was a lso made to the c l a s s i f i c a t i o n of i n d u s t r i e s included.., 
in the Central American Agreement .on the h a r m o n i z a t i o n 

of F i s c a l Incentives^ . . . .. , 

22o On the que-stipn '-of -e:s.t.abl4«'hing a regional'" l i s t - '-of •' • 
industries^..-to- -be -excluded-, fr'bm incent ives ' , the p a r t i c i p a n t s " 
expressed different*. view's« ^ tT-hose~- who. favoured, such" a - l i s t - • 
argued that-, although--no-; i n d u s t r i e s in'ay be excluded' n o w , i t . -

was e s s e n t i a l .to.; accept., the ' p r i n c i p l e , o f exc lusion ' and -

provide a device . which..might.'be needed l a t e r . . -Others . '' 
pointed out that no.,industries^,, including the- ex is t ing_ ones , 
should be denied the benef its • of ^ incent ive s now, .or..later;4 • 
They envisaged a p o s s i b i l i t y where what may. be .considered,:-, 
as a t r a d i t i o n a l industry in the country, may need i n c e n t i v e s . , 

f o r i t s development in another country« . There was g e n e r a l ; 

agreement that p r o v i s i o n should be made at some stage f o r 

the compi lat ion of .a l i s t of . industr ies which .would n o t 

q u a l i f y f o r f i s c a l incent ives« % Some p a r t i c i p a n t s e n v i s a g e d 

d i f f i c u l t y in the e a r l y preparat ion of. such a . l i s t . • 

23« Because .of ..the-^spe-ciral. na.turevBi enclave' i n d u s t r i e s • 
i t was •stp.te.d- by- severa l p a r t i c i p a n t s that' these i n d u s t r i e s 
should be .excluded' .from -any :.cla*s_:sif i c a t i on- that aimed at" • 
l i n k i n g b e n e f i t s to > performance. . . 'Such i n d u s t r i e s 9 they 
argued, were- a t t rac ted ' ; ' e s sent ia l l y ; ' by 'the lower labour 
c o s t s preva i l ing , in..,. the • r e g i o n , -'but. o f f e r e d l i t t l e scope 7 

f o r generating .. any backward l inkage e f f e c t s « ' The appl i c a t i on • 
2/ 

of any performance c r i t e r i a e^g« l o c a l value added-7 was 
t h e r e f o r e not relevant* to :' thes6 " ¡ industries Q ' • Some "par t i c ipants ; 

que st ioned the view. : that .-the l o c a l value added c o n s i d e r a t i o n ' *" 
was not s i g n i f i c a n t in the case of such i n d u s t r i e s and 

2 / For a d e f i n i t i o n o f ' t h i s c o n c e p t p l e a s e see paragraph 138 
of the Expert. Team1 s .Report, and ' for ' a modi f i ed vers ion ' 
see paragraph 25 (a ) of t h i s Report« 
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po in ted out that in a dynamic s i t u a t i o n l o c a l va lue added 
by them may inc rease owing to the use of l o c a l raw mater ia l s 
and p a r t i c i p a t i o n of l o c a l e q u i t y capital« , A m a j o r i t y of 
p a r t i c i p a n t s 9 however * f avoured t h e i r e x c l u s i o n and p r e f e r r e d 
a f l a t p e r i o d of tax h o l i d a y i r r e s p e c t i v e of t h e i r 
c o n t r i b u t i o n to .1 o c a l va lue added. I t was agreed by a i l 
p a r t i c i p a n t s that i n c e n t i v e s f o r such I n d u s t r i e s needed 
to be harmonized and that l e s s developed member c o u n t r i e s 
of the Area should o f f e r more a t t r a c t i v e i n c e n t i v e s to 
such i n d u s t r i e s than r e l a t i v e l y developed c o u n t r i e s « 

24. The Workshop expressed concern over the " l e a p -
f r o g s ing " tendency of enc lave i n d u s t r i e s « The p a r t i c i p a n t s 
envisaged two s i t u a t i o n s where an enc lave e n t e r p r i s e 
may move from one t e r r i t o r y to axxother0 I t may simply 
extend the s c a l e of i t s o p e r a t i o n s and e s t a b l i s h an 
a d d i t i o n a l p l a n t in a member t e r r i t o r y o f f e r i n g h igher 
i n c e n t i v e s • A l t e r n a t i v e l y 9 i t may c l o s e i t s p l a n t in 
a t e r r i t o r y , a f t e r the e x p i r a t i o n of tax h o l i d a y p e r i o d , 
and reopen in another t e r r i t o r y . In the l a t t e r c a s e , 
i t was suggested that an enc lave e n t e r p r i s e should be 
a l lowed to en joy tax h o l i d a y on ly f o r the p e r i o d equ iva lent 
to the d i f f e r e n c e between the longer per i od a v a i l a b l e in 
a l e s s developed t e r r i t o r y and the per i od of tax h o l i d a y 
which the e n t e r p r i s e had a l ready enjoyed« The Workshop 
did not reach any c o n c l u s i o n on measures to prevent t h e i r 
" l e a p - f r o g g i n g " 9 but i t was r e c o g n i z e d that any t e r r i t o r y 
may o f f e r the f u l l b e n e f i t s to a new e n t e r p r i s e coming 
to that t e r r i t o r y . , The Workshop noted the p r a c t i c e 
whereby tax h o l i d a y could be extended i n d e f i n i t e l y and 
expressed concern about i t . 

Performance C r i t e r i a and S p e c i f i c I n c e n t i v e s 

25- The Workshop appointed a small Committee to rev iew 
performance c r i t e r i a and the r e g i o n a l scheme of s p e c i f i c 
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3 / i n c e n t i v e s i n c l u d e d in the Expert Team's Report . 
The v iews of the Committee were subsequent ly submitted 
to the Workshop® The Committee had made the f o l l o w i n g 
recommendations s 

( a ) Per formance Criteria? , Concept and Measurement 

The l o c a l va lue added should be the c r i t e r i o n 
f o r measuring c o n t r i b u t i o n made by a l l i n d u s t r i e s 
o t h e r than e n c l a v e i n d u s t r i e s . The l o c a l v a l u e 
added was d e f i n e d as f o l l o w s ? -

The sum of 

wages and s a l a r i e s pa id during the y e a r ; 
raw m a t e r i a l s ( i n c l u d i n g f u e l s ) and components 
o f r e g i o n a l o r i g i n and those c e r t i f i e d f o r 
area t reatment under CARIFTA Agreement; 
i n t e r e s t and management charges p a i d ; 
p r o f i t s b e f o r e tax ( a f t e r making a l l the 
d e d u c t i o n s i n c l u d i n g d e p r e c i a t i o n d e d u c t i o n ) 
LESS the sum of 
wages and s a l a r i e s pa id to n o n - c i t i z e n s ; 
i n t e r e s t and management charges a c c r u i n g to 
n o n - c i t i z e n s 5 and 
p r o f i t s d i s t r i b u t e d and r e m i t t e d abroad 
( i n c l u d i n g a l l branch p r o f i t s of f o r e i g n 
companies not r e i n v e s t e d l o c a l l y ) « 

With r e s p e c t t o i tem ( i i ) , i t was env i saged t h a t 
c e r t a i n raw m a t e r i a l s produced in ^ g i v e n member t e r r i t o r y 
may not q u a l i f y f o r area t reatment 9 but may make a s u b s t a n t i a l 
c o n t r i b u t i o n to l o c a l v a l u e added a t the n a t i o n a l l e v e l . 
I t was agreed to draw up a l i s t of such raw m a t e r i a l s at the 
r e g i o n a l l e v e l with, a v i e w to a c c o r d them p r e f e r e n t i a l 
t reatment i n the c a l c u l a t i o n s of l o c a l v a l u e added i n o t h e r 
t e r r i t o r i e s * 

( i ) 
( i i ) 

( i i i ) 
( i v ) 

( v ) 

( v i ) 

( v i l ) 

3 / See paragraphs 119 to 155 o f the R e p o r t . 

4 / Under CARIFTA Agreement, 
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(b ) Structure of Contr ibut i ons and Groups of I n d u s t r i e s 
Percentage Value Added L o c a l l y 

Group It 

Group lit 

Group I l l s 
Group IV; 

50 and above 
20 and over 
Less than 20 
Enclave i n d u s t r i es 

As an a d d i t i o n a l p r e c o n d i t i o n i t was suggested that the more 
developed c o u n t r i e s should o f f e r the p r e s c r i b e d tax h o l i d a y in 
Group I only to those i n d u s t r i e s which manufactured c a p i t a l 
goods , in termediate goods and I n d u s t r i a l raw m a t e r i a l s . This 
q u a l i f i c a t i o n would be n o n - a p p l i c a b l e to l e s s developed t e r r i t o r i e s • 
Importat ion of p l a n t 9 equipment and spare p a r t s should be exempt 
from duty f o r a l l e n t e r p r i s e s f a l l i n g under Groups I , I I and 
IV f o r the durat ion of the tax h o l i d a y p e r i o d . For Group I I I , 
such exemption should be g iven f o r f i v e years., 

( c ) Pi oneer and Exi s t i n g Industry 
A d i s t i n c t i o n was made between a p i oneer 

indust ry and an e s t a b l i s h e d Industry . I f an 
e n t e r p r i s e or e n t e r p r i s e s in a t e r r i t o r y in 
an indust ry met at l e a s t twenty per cent of 
domestic ( n a t i o n a l ) demand then that industry 
would be c o n s i d e r e d as an " e s t a b l i s h e d " industry 
and any subsequent e n t e r p r i se in the same indust ry 
in the same t e r r i t o r y should r e c e i v e tax h o l i d a y 
f o r the re s i dual periodo 

(d) Income-Tax Hol iday 

B e n e f i t s should be p r o p o r t i o n a l to c o n t r i b u t i o n 
measured in terms of l o c a l va lue added5 except 
f o r enc lave industries<, The f o l l o w i n g s c a l e o f 
I n c e n t i v e s was suggested? 
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TYPE OF INDUSTRY NUMBER OF YEARS TAX HOLIDAY 

Developed Countrie s^7 

Developed Depre ssed 
Areas Areas 

,1/ 

Areas 
Less 
deve loped 
c o u n t r i e s 

Enc 1 ave Indus t r i e s-

Group I 
Group I I 
Group I I I y NIL 

10 

10 

5 

up to 15 
up to 7 

up to 15 
NIL 

10 

8 

5 
15 

I t was re cogn ized that l e s s developed t e r r i t o r i e s might wish 
to accord p r o t e c t i o n to some of the i n d u s t r i e s f a l l i n g under 
Group I even aga ins t c o m p e t i t i v e imports from more deve loped 
member countr i e s « I t was therefore« , recommended that they 
should invoke A r t i c l e 39 of the CARIFTA Agreement f o r t h i s 
purposeo I f such an industry did not r e c e i v e p r o t e c t i o n , 
then i t would be e n t i t l e d t o 15 years tax h o l i d a y in a l e s s 
developed t e r r i t o r y » 

( e ) Performance Appraisa l 
Since tax h o l i d a y s were to be g iven e x - a n t e , 

i t was c o n s i d e r e d e s s e n t i a l to p r e s c r i b e c e r t a i n 
procedure s f o r appra is ing performance . F i r s t 
appra i sa l should be undertaken a f t e r three years 
from the date of product ion* I f the expected 
performance i s not s a t i s f a c t o r y in terms of 
l o c a l va lue added, then b e n e f i t s should be made 
p r o p o r t i o n a l to the c o n t r i b u t i o n . Subsequent 
e v a l u a t i o n s should be undertaken every two 
years and adjustments should be made to the 
b e n e f i t s on a p r o - r a t a b a s i s . In the case of 

i . e • Barbados, Guyana, Jamalca and Trinidad and Tobago 
as per CARIFTA Agreement. 
As agreed a l ready at the Plenary Sess ion of the Workshop. 
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i n d u s t r i e s f a l l i n g in Group I I , i f the 
performance i s found to be unsat i s f a c t o r y 
a f t e r the f i r s t three y e a r s , then tax 
b e n e f i t s should be revoked» They may be 
cont inued only i f i t i s proved s a t i s f a c t o r i l y 
that adverse performance was the r e s u l t of 
s p e c i a l c i rcumstance s a f f e c t i n g the e n t e r p r i se 
or industry in question., 

( f ) Duty Free Importat ion of Raw M a t e r i a l s 
Importat ion of raw m a t e r i a l s may be 

exempted from d u t i e s prov ided such raw 
m a t e r i a l s are not a v a i l a b l e in the r e g i o n 
in adequate quant i ty« When raw m a t e r i a l s 
are a v a i l a b l e in adequate q u a n t i t i e s and 
comparable p r i c e and q u a l i t y s u i t a b l e 
t a r i f f s should be l e v i e d on t h e i r 
impor ta t i on , 

( g ) D e p r e c i a t i o n 
Normal d e p r e c i a t i o n , in accordance 

with income tax l e g i s l a t i o n ^ should be 
deducted during the p e r i o d of tax h o l i d a y 
and deferment of d e p r e c i a t i o n deduct ion 
u n t i l a f t e r the end of tax h o l i d a y p e r i o d 
should not be permi t ted . 

(h ) Investment Al lowance 
Since c a p i t a l i n t e n s i v e i n d u s t r i e s 

were not s e p a r a t e l y i d e n t i f i e d , the Committee 
did not recommend investment a l l owance . 

( i ) Export Allowance 
The Committee endorsed the proposa l 

inc luded in paragraph 145 of the Expert 
Team 1s Report , 

6. The Workshop d i s cussed these recommendations of the 
ommittee and made severa l observat i ons• In the f i r s t p l a c 
t accepted the p r i n c i p l e of the use of l o c a l va lue as the 
r i t e r i o n of measuring c o n t r i b u t i o n made by a l l e n t e r p r i s e s 
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o ther than those engaged in enc lave i n d u s t r i e s . I t a l s o 
agreed with the d e f i n i t i o n of t h i s concept as g iven by 
the Commi t t e e and 9 f u r t h e r , agreed that a l i s t of raw 
m a t e r i a l s as proposed in paragraph 25 ( a ) should be 
drawn up* 

27« Some p a r t i c i p a n t s quest ioned the concept of 
depressed area in a more developed country and i t s use 

f o r accord ing a p r e f e r e n t i a l treatment to such areas . 
I t was po in ted out that such a concept was vague and 
not r e l e v a n t to r e g i o n a l harmonization« Such d i s t i n e t i o n s 
cou ld be made only among c o u n t r i e s and not w i t h i n a country . 
I t was noted that t h i s concept was used f o r grant ing s p e c i a l 
c o n c e s s i o n s on ly in one t e r r i t o r y where c o n s i d e r a t i o n s such 
as l e v e l of unemployment, o p p o r t u n i t i e s f o r employment, 
i n f r a s t r u c t u r e f a c i l i t i e s , s o c i a l amen i t i e s , and prox imi ty 
to main towns were c o n s i d e r a t i o n s in des ignat ing a depressed 
area» I t was po in ted out by some p a r t i c i p a n t s that such 
c o n d i t i o n s e x i s t e d even in some of the main towns of member 
t e r r i t o r i e s which could not however be cons idered as depressed 
areas• The Workshop did not reach any c o n c l u s i o n on a c l e a r 
and p r e c i s e d e f i n i t i o n of the concept of depressed areas and 
under l ined the need - t o ' study t h i s c oncept fur ther« 

28. A view was expressed that the recommendations o f the 
Committee conta ined in paragraphs 25 ( d ) and (g ) were too 
r e s t r i c t i v e and l e s s l i b e r a l than the e x i s t i n g c r i t e r i a 
p r e v a i l i n g in some t e r r i t o r i e s and would adverse ly a f f e c t 
t h e i r c o m p e t i t i v e p o s i t i o n v i s - a - v i s t h i r d c o u n t r i e s . In 
p a r t i c u l a r , i t was suggested that the industry q u a l i f i c a t i o n 
f o r Group I as proposed in paragraph 25 (b ) above - v i z . , 
that they engage in the manufacture of c a p i t a l goods , 
intermediate goods 9 and i n d u s t r i a l raw m a t e r i a l s - should 
be d e l e t e d and the l e s s developed c o u n t r i e s may be a l lowed 
to g i v e a tax h o l i d a y of 15 years to i n d u s t r i e s in Group I . 
I t was f u r t h e r suggested that e n t e r p r i s e s should be a l lowed 
to d e f e r d e p r e c i a t i o n deduct ions u n t i l a f t e r the end of the 
tax h o l i d a y p e r i o d . 
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29° Several p a r t i c i p a n t s o b j e c t e d to the d e l e t i o n of the 
industry q u a l i f i c a t i o n as -proposed in paragraph 25 ( b ) above 
and argued that such a d e l e t i o n would widen the range of 
i n d u s t r i e s that would be e l i g i b l e f o r i n c e n t i v e s under 
Group I , s ince i t would be easy f o r many i n d u s t r i e s to 
s a t i s f y the c r i t e r i o n of l o c a l va lue added o f more than 
50fo. I t was suggested that i f the indxistry q u a l i f i c a t i o n 
were to be e l i m i n a t e d , i t would be necessary e i t h e r to 
reduce the l ength of the tax h o l i d a y per i od or to r a i s e 
the requ i red percentage of value added to over 50$ f o r 
more developed c o u n t r i e s « I t was a l s o suggested that 
the r e l e v a n t value added c r i t e r i o n f o r Group I should be 
r e l a t i v e l y lower f o r l e s s deve loped t e r r i t o r i e s in order 
to r a i s e e f f e c t i v e advantage in t h e i r favour 0 Several 
p a r t i c i p a n t s a l s o argued s t r o n g l y aga inst deferment of 
d e p r e c i a t i o n deduct ions« Some p a r t i c i p a n t s expressed 
s trong agreement with the s t r a t e g y impl ied by the 
recommendations In the Expert Team's R e p o r t , namely that 
there should be a short p e r i o d of f u l l tax exemption to 
be f o l l o w e d by a l onger p e r i o d of p a r t i a l tax exemption, 
such exemption being r e l a t e d to performance in expor ts 
and va lue added» 

30. In i t s d i s c u s s i o n s on the nature and e x t e n t o f income 
tax b e n e f i t s , the Workshop reached an agreement on severa l 
p o i n t s as we l l as expressed r e s e r v a t i o n s on a few q u e s t i o n s . 
I t accepted the p r i n c i p l e of the use of l o c a l value added 
as the c r i t e r i o n of measuring c o n t r i b u t i o n s made by a l l 
e n t e r p r i ses - except enc lave e n t e r p r i s e s - and of apprai s ing 
t h e i r performance during the p e r i o d of b e n e f i t s . I t 
a l so accepted the p r i n c i p l e o f e s t a b l i s h i n g a l i s t of 
i n d u s t r i e s to be excluded from the grant ing of any 
c o n c e s s i o n s under the r e g i o n a l i n c e n t i v e scheme«, The 
Workshop agreed on e s t a b l i s h i n g two groups of i n d u s t r i e s , 
v i z . enc lave i n d u s t r i e s and "o ther i n d u s t r i e s " . An 
agreement was a l s o reached on the nature and extent of 
income tax b e n e f i t s to be extended to enc lave i n d u s t r i e s . 
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A l l the p a r t i c i p a n t s consented to the idea of e s t a b l i s h i n g 
groups of i n d u s t r i e s in terms of c o n t r i b u t i o n made by them 
to the l o t a l va lue added to the r e g i o n . I t was envisaged 
and agreed that in more developed c o u n t r i e s b e n e f i t s would 
be extended only to those i n d u s t r i e s which made a c o n t r i b u t i o n 
in excess of a c e r t a i n minimum c o n t r i b u t i o n in terms of l o c a l 
va lue added* The Workshop a l so agreed that in f o rmulat ing a 
scheme on r e g i o n a l i n c e n t i v e p o l i c y ? p r e f e r e n t i a l treatment 
should be accorded to the l e s s developed c o u n t r i e s . However, 
consensus could not be reached on r e t e n t i o n or o therwise 
of the a d d i t i o n a l c o n d i t i o n of the a p p l i c a t i o n of Group I 
b e n e f i t s in more deve loped c o u n t r i e s to on ly c e r t a i n types 
of i n d u s t r i e s . Some p a r t i c i p a n t s f e l t that without t h i s 
a d d i t i o n a l c o n d i t i o n , the exemption recommended f o r a f i x e d 
tax h o l i d a y p e r i o d to s p e c i f i c i n d u s t r i e s in Group I , f o r 
more developed c o u n t r i e s in p a r t i c u l a r , would be unduly 
l i b e r a l . Some p a r t i c i p a n t s a l s o f e l t that f o r more developed 
t e r r i t o r i e s i t was e s s e n t i a l not on ly to r e t a i n the industry 
c o n d i t i o n but a l s o to r a i s e the l o c a l va lue added percentage 
whi le keeping at a lower l e v e l the va lue added percentage 
f o r l e s s developed t e r r i t o r i e s « A v iew was a l s o expressed 
that the f i x i n g of appropr ia te s c a l e s of value added f o r 
determining r a t e s of b e n e f i t s should have regard f o r 
c o n d i t i o n s in the r e g i o n . 

Investment Al lowance 

31. The p a r t i c i p a n t s c o n s i d e r e d that the concept of 
investment a l l o w a n c e s , supplemented i f necessary by a c c e l e r a t e d 
d e p r e c i a t i o n a l l o w a n c e s , f o r c a p i t a l goods i n d u s t r i e s , 
in termediate goods i n d u s t r i e s and i n d u s t r i e s producing 
i n d u s t r i a l raw m a t e r i a l s would be appropr ia te f o r the 
r eg i on 0 However such c o n c e s s i o n s should be a l lowed in l i e u 
of income tax exemptions and not be a d d i t i o n a l to i t . Income 
tax exemption of a f i x e d durat ion to such i n d u s t r i e s could be 
al lowed only as an a l t e r n a t i v e to such c a p i t a l a l l owances . 



- 20 -

Carry- forward of Losses 

32o The Workshop agreed that the net l o s s e s incurred by an 
approved e n t e r p r i s e during the tax h o l i d a y p e r i o d taken as 
a whole should be al lowed to be c a r r i e d forward i n d e f i n i t e l y 
u n t i l they are se t o f f aga ins t subsequent p r o f i t s of the 
same e n t e r p r i s e from the same source* 

Treatment of Dividends 

33« I t was agreed that ( i ) d iv idends paid out of p r o f i t s 
of the p e r i o d of tax exemption should be exempt in the 
hands of shareho lders prov ided the a u t h o r i t i e s were 
s a t i s f i e d f u l l y that these p r o f i t s were so exempt; 
( i i ) where a shareholder was a n o n - r e s i d e n t he s h a l l be 
exempted from so much of income tax as exceeds h i s 
l i a b i l i t y on such d iv idends in h i s country of r e s i d e n c e , 
and ( i i i ) there should be no p r o v i s i o n , d i r e c t l y or 
I n d i r e c t l y , f o r c i n g d i s t r i b u t i o n of tax exempt p r o f i t s 
by imposing any time l i m i t a t i o n s on t h e i r d i s t r i b u t i o n . 

I n t e r e s t Payments 

34* The p a r t i c i p a n t s g e n e r a l l y agreed that i n t e r e s t 
payments should not be exempt from income taxation® 
Apart from the revenue l o s s incurred and the 

i 
p o s s i b i l i t y o f an invo luntary ex tens i on of tax h o l i d a y 
per i od - i f such payments are al lowed in the computation 
of l o s s e s to ,be c a r r i e d forward - tax exemption of 
i n t e r e s t payments encouraged, under the present c i r cumstances , 
loan f i n a n c i n g of investment and thereby d i s c r iminated 
permanently between those e n t e r p r i s e s that did and those 
that did not e n j o y tax ho l idays* 

Raw M a t e r i a l s 

35• The Workshop accepted the Committee 5 s recommendations 
on the d u t y - f r e e importat i on o f raw m a t e r i a l s and agreed 
with the p r i n c i p l e o f e s t a b l i s h i n g a l i s t of raw m a t e r i a l s 
a v a i l a b l e w i t h i n the region* This could be done at the 
r e g i o n a l l e v e l e 0 g 0 by the CARIFTA S e c r e t a r i a t i f each 
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government informed the CARIFTA S e c r e t a r i a t of raw 
m a t e r i a l s produced w i t h i n i t s t e r r i t o r y , , 

T r a n s i t i o n a l Arrangements 

360 With regard to the t r a n s i t i o n a l arrangements, the 
Workshop agreed that these should be dev ised in such a 
manner so that they are not p a r t i c u l a r l y harmful to the 
new e n t e r p r i s e s e s t a b l i s h e d a f t e r coming i n t o f o r c e of 
the r e g i o n a l agreement on i n c e n t i v e harmonizat ion . I t 
was s ta ted that in p r i n c i p l e that e n t e r p r i s e s operat ing 
under the o ld i n c e n t i v e l e g i s l a t i o n should be g iven a 
f r e e c h o i c e e i t h e r to cont inue to en j oy these b e n e f i t s , 
p r e v i o u s l y a c c o r d e d , or to opt f o r r e c l a s s i f i c a t i o n 
under the r e g i o n a l i n c e n t i v e scheme. Where an industry 
has been " e s t a b l i s h e d " ^ a new e n t e r p r i s e ( s ) which 
meets the c r i t e r i a proposed under the new scheme would 
r e c e i v e the b e n e f i t s appl icable« , 

7 / See paragraph 2 5 ( c ) of t h i s Repor t . 





- 22 

CHAPTER ¥2 SUMMARY AND CONCLUSIONS 

37* Although i t was ra ther d i f f i c u l t to determine e x p l i c i t l y 
the weight a t tached to the i n c e n t i v e f a c t o r - p a r t i c u l a r l y 
tax i n c e n t i v e s - "by p r i v a t e i n v e s t o r s , the Workshop agreed 
that i n c e n t i v e s p layed a p o s i t i v e r o l e in promoting 
i n d u s t r i a l development i n deve lop ing c o u n t r i e s 0 (Paragraph 7)• 

38. There was a general consensus that harmonizat ion of 
I n c e n t i v e s was e s s e n t i a l among member c o u n t r i e s o f CARIFTA. 
Harmonization would aid in balanced r e g i o n a l development, 
permit a r e d u c t i o n in " l e a p - f r o g g i n g " of c a p i t a l , f a c i l i t a t e 
a r a t i o n a l approach to the f o r m u l a t i o n of a r e g i o n a l i n d u s t r i a l 
p o l i c y and avoid revenue l o s s e s a r i s i n g through c o m p e t i t i o n 
i n the grant ing of i n c e n t i v e s . (Paragraph 1 0 ) . 

39° The e x i s t i n g i n c e n t i v e l e g i s l a t i o n , a lthough intended to 
promote i n d u s t r i a l development, did not f u l l y r e f l e c t 
I n d u s t r i a l p r i o r i t i e s i n a s t r a t e g y of development* The 
c r i t e r i o n p r e s c r i b e d f o r the grant ing of i n c e n t i v e s was in 
most cases couched in general terms. (Paragraph l l ) 0 

40o . There was an important r e l a t i o n s h i p between s p e c i f i c 
I n c e n t i v e s and d i s p a r i t i e s in b a s i c tax s t r u c t u r e s of 
CARIFTA c o u n t r i e s « This r e l a t i o n s h i p became more obv ious 
a f t e r the enjoyment of s p e c i f i c i n c e n t i v e s by e n t e r p r i s e s 
was exhausted. The Workshop, t h e r e f o r e , c ons idered i t 
h i g h l y d e s i r a b l e f o r CARIFTA c o u n t r i e s to work towards 
harmonizat ion of t h e i r b a s i c tax s t r u c t u r e s 0 (Paragraph 14)* 

41c P r o t e c t i o n p layed a very s i g n i f i c a n t r o l e in a 
scheme of i n c e n t i v e s and could n o t , t h e r e f o r e , be c o n s i d e r e d 
independent ly of a r e g i o n a l i n c e n t i v e p o l i c y . The 
p a r t i c i p a n t s g e n e r a l l y r e c o g n i z e d that the use of t a r i f f s 
was p r e f e r a b l e to quota r e s t r i c t i o n s as instruments of 
protection^, At the same time they p o i n t e d out c e r t a i n 
advantages - in the shor t run ~ of the quota system 
which i s now w i d e l y used in the r e g i o n . They s t r e s s e d 
the need to evo lve a r e g i o n a l p o l i c y towards p r o t e c t i o n 



taking i n t o account p a r t i c u l a r l y i n t e r e s t s of r e l a t i v e l y 
l e s s developed member t e r r i t o r i e s of CAEIFTA. (P aragraph 
15) « 

42„ The Workshop observed that in a m a j o r i t y of CAEIFTA 
c o u n t r i e s , the f o l l o w - u p procedures and an e x - p c g t 
appra i sa l of the impact of i n c e n t i v e s was s t i l l f a r from 
s a t i s f a c t o r y owing to the n o n - a v a i l a b i l i t y of r e l e v a n t , 
complete and accurate data , (Paragraph 17)• 

43» The Workshop s t r e s s e d that a r e g i o n a l i n c e n t i v e 
p o l i c y must form an I n t e g r a l p a r t of the o v e r a l l development 
s t r a t e g y in the Area and ought to prov ide d i s c r i m i n a t i n g 
t o o l s of Imp]ementing p r i o r i t i e s under ly ing that s t r a t e g y . 
I t d e s c r i b e d p r i n c i p a l obj e c t i v e s o f a r e g i o n a l inc en t ive 
p o l i c y as the achievement of f u l l employment, d i v e r s i f i c a t i o n 
of the present economic s t r u c t u r e 9 and a balanced r e g i o n a l 
development« In v iew of the r e l a t i v e l y small s i z e of the 
CARIFTA market and the l i m i t a t i o n s i t p laced on i n d u s t r i a l 
development in the Area, the Workshop attached g r e a t 
s i g n i f i c a n c e to p r o d u c t i o n f o r the markets o u t s i d e the 
Area and s t r e s s e d the need f o r accord ing s p e c i a l i n c e n t i v e s 
to exports« (Paragraph 2 0 ) . 

44, The Workshop agreed on a c l a s s i f i c a t i o n of i n d u s t r i e s 
i n t o enc lave i n d u s t r i e s and o ther Indus t r i e s• (Paragraph 
21). 

45* The p a r t i c i p a n t s accepted the p r i n c i p l e of e s t a b l i s h i n g 
a l i s t o f i n d u s t r i e s , at the r e g i o n a l l e v e l , that would be 
exc luded from any I n c e n t i v e s . (p aragraph 2 2 ) . 

The Workshop agreed that in any r e g i o n a l i n c e n t i v e 
p o l i c y , p r e f e r e n t i a l treatment should be accorded to the 
l e s s deve loped t e r r i t o r i e s « (Paragraphs 19 and 30)° 

47, The Workshop agreed on the need f o r harmonizing 
income tax b e n e f i t s f o r enc lave i n d u s t r i e s among CARIFTA 
c o u n t r i e s • The Workshop did not appreci ate the n e c e s s i t y 
o f r e l a t i n g b e n e f i t s extended to enc lave i n d u s t r i e s to t h e i r 
performance in terms of l o c a l va lue added but recommended a 
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f i x e d p e r i o d of income tax ho l iday» (p aragraph 2 3 ) . 

48, The Workshop accepted the p r i n c i p l e of l o c a l va lue 
added as the c r i t e r i a f o r measuring c o n t r i b u t i o n made by a l l 
e n t e r p r i s e s - except enc lave - and r e l a t i n g income tax 
b e n e f i t s to such c o n t r i b u t i o n . For ease of a d m i n i s t r a t i o n , 
i t m o d i f i e d the d e f i n i t i o n of l o c a l va lue added g iven in 
the Report of the Expert Team» (Paragraph 2 5 ( a ) )• 

49° The Workshop e s t a b l i s h e d three groups of c o n t r i b u t i o n s 
f o r i n d u s t r i e s in terms of l o c a l va lue added and recommended, 
on an ex ante b a s i s , f i x e d p e r i o d s of income tax h o l i d a y 
f o r the three d i f f e r e n t groups ; both f o r developed and l e s s 
deve loped t e r r i t o r i e s 0 The b e n e f i t s a v a i l a b l e under Group I 
in more developed t e r r i t o r i e s were to be r e s t r i c t e d only to 
c e r t a i n types of i n d u s t r i e s « There was, however, no 
consensus on the durat i on of b e n e f i t s as w e l l as the scope 
of t h e i r a p p l i c a t i o n f o r Group I i n more developed t e r r i t o r i e s . 
(Paragraphs 2 5 ( b ) and ( d ) ) . 

50o Agreement was reached on making a d i s t i n c t i o n between 
a p i o n e e r indus t ry and an e s t a b l i s h e d industry and on the 
s c a l e of b e n e f i t s to be extended to therm (Paragraph 25 ( c ) ) . 

51o Since tax h o l i d a y s were to be g iven ex ante , i t was 
agreed to evaluate the performance of tax exempt e n t e r p r i s e s 
p e r i o d i c a l l y and to ensure that the intended b e n e f i t s were 
p r o p o r t i o n a l to the promised performance . (Paragraph 25 ( e ) ) . 

52. In matters of c a r r y - f o r w a r d of l o s s e s , and i n t e r e s t 
payments the Workshop agreed with the recommendations 
conta ined in the Report of the Expert Team. (Paragraphs 32 
and 34)« 

53« On. the treatment of d i v i d e n d s , the Workshop agreed wi th 
the recommendations of the Expert Team except to the p r o v i s i o n 
that the d i s t r i b u t i o n of the e n t e r p r i s e in the year f o r which 
exemption i s c laimed in the hands of the shareholders should 
not exceed 10fo of equ i ty c a p i t a l • (Paragraph 33) ° 
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54. Importat ion of p lant 9 equipment and spare par ts are 
to be exempted from duty during the p e r i o d of income tax 
ho l iday« I t was agreed that importat ion of raw m a t e r i a l s 
should be exempt from d u t i e s prov ided such raw mater ia l s 
were not a v a i l a b l e in the r e g i o n in adequate quantity« 
The Workshop a l s o agreed t o the p r i n c i p l e o f e s t a b l i s h i n g 
a l i s t of raw m a t e r i a l s a v a i l a b l e w i th in the r e g i o n . 
(Paragraphs 25 ( b ) 9 ( f ) and 35)« 

55* With regard to the t r a n s i t i o n a l arrangements, i t 
was agreed that the e n t e r p r i s e s operat ing under the 
o ld i n c e n t i v e l e g i s l a t i o n should be g iven a f r e e cho i ce 
e i t h e r to cont inue to enj oy those b e n e f i t s or to opt 
f o r r e c l a s s i f i c a t i o n under the r e g i o n a l i n c e n t i v e scheme. 
(Paragraph 36)« 
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Annex II 

AGENDA 

le Opening Acldresses 

2 , Adoption of the Agenda 

3. Role of Incent ives in Industr ia l Development 
and of Harmonization in Economic Integration 

4* Evaluation of Exist ing Incent ives and of S e l e c t i o n 
and Fôllow-up Cri ter ia and Procedures 

5. Formulation of Regional Incent ive Po l i cy : 

i ) Broad Requirements of a Regional 
Incent ive P o l i c y ; 

i i ) Income Tax and Customs Duty R e l i e f s ; and 

i i i ) Se le c t i on and Evaluation Cr i te r ia and Procedures. 

6. Adoption of the Workshop Report® 
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Annex III 

L i s t of Documents submitted to the Workshop 

A. WORKING PAPERS 

1. EXPERT TEAM'S REPORT ON HARMONIZATION OF FISCAL 
INCENTIVES TO INDUSTRIES IN THE CARIFIA 
TERRITORIES - in d r a f t form E/CN.12/845 

B. BACKGROUND PAPERS 

1.. AGREEMENT ESTABLISHING THE CARIBBEAN FREE 
TRADE ASSOCIATION 

2. AGREEMENT ESTABLISHING THE EAST CARIBBEAN 
COMMON MARKET 

3 c CENTRAL AMERICAN AGREEMENT ON FISCAL 
INCENTIVES TO INDUSTRIAL DEVELOPMENT 

4o PROTOCOL (ON PREFERENTIAL TREATMENT FOR 
HONDURAS) TO CACM AGREEMENT ON FISCAL 
INCENTIVES TO INDUSTRIAL DEVELOPMENT 

5. DRAFT REGULATIONS TO THE CACM AGREEMENT 
ON FISCAL INCENTIVES TO INDUSTRIAL 
DEVELOPMENT 





- 31 -
Annex IV 

STATEMENT MADE DN BEHALF OF EXECUTIVE 

SECRETARY 
OF UNITED NATIONS ECONOMIC COMMISSION FOR LATIN AMERICA 

Mr* Chairman, Rt„ Hon0 Prime Ministers Hon. Ministers^ Your E x c e l l e n c i e s , 

par t i c ipants , l ad ies and gentlemen«. 

On behalf of the Executive Secretary of the U0 N„ Economic 
Commission f o r Latin America^ I have the honour of making a br i e f 
statement at this inaugural session of the Workshop on Hamonization 
of F i s ca l Incentives to Industry among CARIFTA countries« This is 
the second Workshop to be held by the Commission in th i s area s ince 
the establishment of i t s o f f i c e In Port -o f -Spa in two and a half years 
ago® 

The Governments of the Commonwealth Caribbean have, in recent 
months, taken some s i g n i f i c a n t steps in the d i r e c t i o n of c l o s e r economic 
co-operat ion* The ECLA has been c l o s e l y assoc iated with the del iberat ions 
and studies leading up to dec is ions in th i s connection, and i t hopes to 
continue ass i s t ing a c t i v e l y In the future* An important aspect of 
this ass is tance Is the organization of tra ining programmes and workshops» 

This Workshop was conceived as part of the study on the 
harmonization of incent ives which the Heads of Governments requested 
the Commission to undertake« As a f i r s t step in f u l f i l l i n g th i s 
request , the ECLA O f f i c e f o r the Caribbean assembled a team of United 
Nations experts headed by Mra Iqbal Gulatiy Regional Economic Adviser 
f o r the Caribbean« The team v i s i t e d most of the member t e r r i t o r i e s and 
has prepared a Draft Report which was c i r c u l a t e d f i v e weeks ago f o r 
study and comments by member Governments. 

This Report i s the pr inc ipa l document be fore the Workshop, which 
brings together high level.Government o f f i c i a l s who are engaged in 
p o l i c y formulation and implementation, and experts in the f i e l d of ' 
economic and f i s c a l p o l i c y from the United Nations, the Permanent 
Secre tar ia t of the General Treaty on Central American Integrat ion 
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and the University of the West Indies * I t is hoped that as a resul t of 
the discussions and exchange of views between these o f f i c i a l s and 
s p e c i a l i s t s , there would emerge some consensus regarding the measures to 
be taken towards harmonization of incentives, and to their phasing in 
the CARIFTA region. 

This present exerc ise i t s e l f in harmonization of incentives may, 
as the authors of the Report put i t ? be just the beginning of a ser ies 
of exerc ises on this subject« The ECLA would be very happy to a s s i s t 
further in this regard, as and when i t is requested 

I would l ike to take this opportunity of mentioning two other 
c l o s e l y related areas in which ELCA Is ac t ive ly involved« At the 
request of Governments, the ECLA has also been ass is t ing in studies 
regarding Industrial f e a s i b i l i t i e s in CARIFTA countries«> In c o l l a b o r a t e 
with the "United Nations Industrial Development Organization, a team of 
s p e c i a l i s t s surveyed the area and the ir report has already been made 
avai lable to Governments f o r study» 

Another area in which the ECLA i s part ic ipat ing ac t ive ly is, that of 
u n i f i c a t i o n of external t a r i f f s « The Commission has been ass ist ing the 
East Caribbean Common Market in the preparation of i t s common external 
t a r i f f , and hopes to be associated equally a c t i ve ly in the exercise 
about to be undertaken at the CARIFTA levels The O f f i c e f o r the Caribbean 
views these three aspects of the work as important ingredients in the 
formulation and implementation of a successful economic co-operation 
programme o 

In organizing th i s Workshop, the ECLA Of f i c e in Port of Spain has 
continued to rece ive the generous assistance and support of the Government 
of Trinidad and Tobago® For this support we wish to record our 
appreciation., Within the next s ix weeks, the ECLA wi l l be organising 
another regional Workshop on integrated rural development^ this time in 
Jamaica® In this regard, we have already been receiving the f u l l 
assistance of that Government# 

The Commission holds the view that through these workshops, and 
i t s par t i c ipat ion at various other l e v e l s . I t would be in a pos i t ion 
to play a constructive r o l e in the promotion of regional co-operation 
in the Caribbean, 
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Annex 

OPENING ADDRESS BY THE PRIME MINISTER 
OF 

TRINIDAD AM) TOBAGO 

It is nearly two years ago - namely in October, 1967 - that, 
along with the other Heads of Governments of the Commonwealth 
Caribbean countries, I participated in an historic meeting in 
Bridgetown, Barbados, to set up the CARIFTA Agreement. At 
that Heads of Governments Conference, we passed a number of 
resolutions on economic integration* One of these resolutions 
reads as followss 

"Subject to existing commitments, a regional policy of 
incentives to industry should be adopted as early as 
possible on the basis of studies mentioned in Resolution 
7 below, bearing in mind the special needs of the less-
developed countries for preferential treatment, such as 
soft loans", 
ECLA has now complied with this request from the Heads of 

Governments and has now submitted this initial Draft Report. 
It is now for you, the West Indian experts, to discuss this 
Report and so enable ECLA to complete its Final Report« 

I know that you will do a good job. I have every confidence 
in your ability and your dedication to the great regional 
enterprise which we, the political leaders of the region, launched 
two years ago. I am certain, too, that the other Heads of 
Government repose the same confidence in you that I do. You cannot 
afford to disappoint us* 

To a large extent, the fate of the Region will be shaped by 
you, the young technicians of the Region« You are, I am sure, 
all familiar with the history of the Region - with its melancholy 
pattern of division and antagonism between the islands. You 
will know from your studies in West Indian history of the 
"dog-eat-dog" attitude which in the past each individual island had 
towards the others. It was a question of either competing for 
favours from the metropolitan government, or influencing the 
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metropolitan government to discriminate against other is lands in 
receiving preferences, or competing against each other for investments 
from metropolitan f irms. You wi l l know that t h i s pattern has been in 
existence since the second half of the 17th century» You wi l l a l so 
know that, with the achievement of p o l i t i c a l self-determination in 
the second half of the 20th century, i t i s up to us, the popularly 
e lected leaders supported by our technicians, to seek to break t h i s 
old tradit ional pattern of West Indian economy« Let us face the very 
bald truth. It i s no use us West Indians complaining t h a t ou t s ide 
Governments and outside investors manipulate us By playing off one 
terr i tory against another; so long as we remain divided and so long 
as we pursue competitive rather than co-operative economic s t r a t e g i e s , 
the dynamics of international re la t ions - whether at the leve l of 
the outside Government or the outside firm - make th i s manipulation 
inev i table . In other words, we have to save ourselves from ourselves . 

CARIFTA has survived for two years in spite of s t resses and 
s tra ins , t e n s i o n s , anx ie t i e s and uncerta int ies . That i t i s surviving 
i s indeed a matter of congratulation. But we must never r e s t , we 
must never consider our service to the West Indian peoples terminated 
u n t i l we, the p o l i t i c i a n s , and you, the technicians, have implemented 
a l l of the resolut ions passed by the Heads of Governments in October, 
1967. Already, the important study being done on Regional Industrial 
Development, with special reference to regional integrated industries 
and to the development of the l e s s developed t e r r i t o r i e s , i s almost 
completed. The study being carried out by the University on Foreign 
Investment in the Region i s nearing completion and we are about to 
embark upon a study of the Common External Tar i f f . And we are now 
showing our s o l i d a r i t y in economic matters, v i s - a - v i s the outside 
world, by agreeing to send a s ing le CARIFTA Mission to the European 
Economic Community to put forward the consequences to our economy of 
Britain f s entry into the Community. 

We are, therefore, now in mid-stream in the perilous waters 
which we must c r o s s in order to achieve West Indian economic -
integration. Let us not f a l t e r , now that we are encountering the 
tricky current of the harmonization of f i s c a l incentives* Let 
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us use our strength, our ingenuity and our determination to get past 
this current and so eventually f ind ourselves nearer to the beckoning 
shore of West Indian economic integration. 

I wish you good luck and clear heads in your discussions and 
studies. From your Directors, Mr. Frank Rampersad and Mr. Iqbal 
Gulati, you wi l l receive competent and sympathetic collaboration and 
guidance. They too need your competence and your sympathy for the 
regional cause,, 
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