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PREFACE

In October 1975 a team under my leadership was set up at the

International Institute of Management of the Wissenschaftszentrum Berlin

to study regional incentives in the countries of the European Community
(EC). The project was financed by the EC, the Federal German Ministry

of Economics in Bonn, Land Hessen and the Wissenschaftszentrum. The

objective of the work was the compilation of a comprehensive, detailed
and up-to-date survey of regional incentives in the EC countries and
the development of methodologies for an inter-country comparison of the
value of these incentives, as well as drawing out the possible policy
implication of the findings - for the EC and for regional incentive

policy in general in the member countries.

At the International Institute of Management Berlin the team
involved in the work was Ullrich Casper (Germany), Chris Hull (France),
3ilvio Ronzani (Italy) and Douglas Yuill (the United Kingdom). The
other EC countries were covered by "consultants" - Lotty Boersma in the
Netherlands, James Eustace in Ireland, Jean-Paul Schmit in Luxembourg,
Gert Strande-Sgrensen in Denmark and Paul van Rompuy and Rik Donckels in
Belgium. An additional active member of the team was Ken Smith of the
University of Glasgow who, throughout the project, was our advisor on

valuation methodologies and systems.

This report represents one output of the work of the team. 1In
addition, the team compiled bibliographies on regional problems and
policies in the EC counties, and also produced major background studies

of the regional incentives in the member countries.

The bibliographies were compiled because of our view that although
our remit was to study regional incentives, it was vital for an
understanding of these that they be set in the context of regional
problems and policies generally in the various countries., The
bibliographies were a component of this context. For each country,
therefore, structured bibliographies were prepared - structufed
according to a standard list of heads. Among these heads were:
bibliographical material; major historical surveys or references;
the regional problem: unemployment, activity rates, migration, income
per head, social indicators; industrial structure and regional growth;

major problem area industries; major area studies; the locational



requirements and experiences of manufacturing and of services; the

goals and objectives of regional policy; the delineation of intervention
areas; financial incentives; disincentives and controls; the

results and worthwhileness of regional policy; continuing official
statistical sources on regional problems and policies; the
administration of regional policy; European regional policy. Three

of these bibliographies (the Federal Republic of Germany, the United
Kingdom and Italy) have already been published in the Internationai
Institute of Management publication series and others will follow over

the next few months.

Just as the bibliographies were essential background material for
this report, so too were the background studies cof the regional incentives =
which were submitted to our sponsors in late 1976 and early 1977, These
papers were very detailed (involving in total some 3,000 pages or so). The
information within them was structured according to a standard list of
features which we felt to be key for an understanding of the incentives.
The features examined were in fact the same as those covered in this report -
legal basis, administration, eligible activities, activity discrimination,
spatial, project-type and size discrimination, eligible items of expenditure,
eligible forms of expenditure, further conditions, actual awards, tax treat-
ment, timing and phasing of award, topping up, addability, clawback, turndown,
cost, jobs associated, investment associated, anticipated duration, change
provisions, miscellaneous. These background working papers probably represent
the most comprehensive survey of regionél incentives in the EC countries that

has ever been made.

.

The condensing of working papers and assimilation of other context
material into this final report was not an easy task. It had been
agreed with our sponsors that the final report had to be short (200 pages
or so}. The task seemed at times to be one of trying to get a guart
into a pint pot! Obviously, it meant that we had to limit ourselves to
the most salient points of the incentive schemes, and we also had to
adopt a format which would be cryptic but at the same time readable.
Moreover, because our prime objective was comparison we had to present
information on the various schemes in a standard and comparable manner.
The main difference between this report and other work in the field of
regional incentives is in fact that it is specifically comparative -

both in the examination of incentive features and in the estimation of



incentive values. Somebody once said that all that international
research in the social sciences could do was "to tell a good story".
We have tried to go beyond this by imposing a strong structure on our
presentation., Given the difficulties of comparability and the effort
needed to standardise and secure comparable information, we wished at
times that we had curbed our ambitions and limited ourselves to story

telling.

For all the team, work on this study has been exciting, even if
at times frustrating. One particular problem of international research
in this area is the changeability of policy. Even over our two years
of study there have been major changes in the incentive policies of a
number of countries, and many minor changes in others. Drafts which
had been carefully prepared and edited, had, at short notice, to be
revised, and sometimes, totally rewritten, Yet another problem, and one
which is largely peculiar to international comparative studies, was
the need to revise and align as the information picture built up.
Sometimes the alignment was upwards as information from one country
indicated to us new scope for the work in other countrxies, More often,
however, it was downwards as information shortcomings were discovered in
particular countries. Really comparative international research in the
social sciences must to some extent involve an adjustment to the "lowest
common denominator". This is a fact of life which only those who have

actively worked in the field of comparative studies can appreciate.

The changeability of policy and the continuing need for re-alignment
meant that this study went through more drafts than any other study with
which I have been involved. The fact that these had to be written by
people for whom English is a second language is one testament to the

involvement of my team in this work.

I have, indeed, been fortunate in the team which worked on this
study. The effort and time involved in securing information, drafting
and redrafting reports can only be described as massive. I must say
that I have been enormously impressed by the hard work, ingenuity,
patience and tolerance which have been demonstrated by the team over the
past two years. For my part, I am delighted that although this report
has been completed the team will, by and large, remain in existence and

continue to work in the area of regional policy.



We have also been fortunate in a number of other ways over the
past two years. In member countries administrators and others involved
in regional policy have been most cooperative. Without their help,
and often their encouragement, the compilation of this report would not
have been possible. In many cases not only did they provide information
but also commented on various drafts, even though understanding that
final decisions and interpretations inevitably had to rest with us. We
are also grateful to our sponsors, not only for their financial support
but also for their understanding and encouragement. They too have
commented on various drafts and, where possible, helped with the provision
of information. The International Institute of Management in Berlin has
provided funds for the work and also an environment which is both
stimulating and encouraging. We are, in consequence, grateful to all
of our colleagues in the Institute, but in particular would like to
thank Professor Fritz W. Scharpf for his continuing help and guidance.
This project on regional incentives was "twinned" with another project
at the International Institute of Management - one on regional
disincentives, directed by Reinhart Wettmann. Cooperation between the
two teams has been very good and in many instances time and resources
were saved by the exchange of information. Our thanks go too, therefore,
to the members of the disincentives team. Redrafting was, as I have
said, a continuing feature of the project. We were particularly
fortunate, therefore, in having secretaries who faced up to this task
with such good will, and retyped papers §t extraordinary speed. 1In
particular we would want to mention Linda Plewa who served as the full-
time secretary to the project, and also Alexandra Barmsworth and Lorraine
Craytgn who were actively involved in the final typing. Most valuable
technical assistance for the team was provided by Michael Brésamle.
Finally, but certainly not least, we are grateful to Andrea Cendali-
Pignatelli of the University of Naples for providing information on
sub-national aid systems in Italy, and in particular on the incentive

schemes in the autonomous regions of Sicily and Sardinia.
The help which we have received from sponsors and individual

countries has been such that we could perhaps avoid taking the

usual responsibility for errors of fact or judgement which remain in
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this report. But this would be a break with tradition, at least!
It is, however, because of the cooperation which we have received
from so many quarters that we feel less uneasy than usual about taking

such responsibility.

Kevin Allen
International Institute of Management, Berlin
October 1977.

This report was submitted to sponsors in English in October 1977
and in German in February 1978. It was accepted by the sponsoring
bodies in Germany in May 1978. The report was discussed with the
Services of the European Commission in Spring 1978 and Addendum 1 (on the
sensitivity of our effective value calculations to changes in assumptions)
was submitted in June 1978. The report was then distributed to members
of the Regional Policy Committee and was discussed with that Committee
at meetings in October 1978 and February 1979. Member states were ‘
given the opportunity of pointing out errors of fact and most took
advantage of this opportunity. In total fewer than twenty errors and
ambiguities were pointed out. In April 1979 the text was revised to
take account of these points. The text was not however updated, and

so the reference date of the report remains at late summer 1977.

Kevin Allen
Centre for the Study of Public Policy, University of Strathclyde.

May 1979.
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INTRODUCTION

All countries of the European Community (EC) have‘reéionai problems -
areas which are economically and socially deprived., The normal indicators
of economic deprivation are unemployment, activity rates, migration and
income per head. Relative to the reat of the country unemployment is
high, activity rates and income per head are low. These regions also
often suffer from heavy outward migration; £frequently adding to the

problems of the “pressured" regions.

For political, social and economic reasons, all the EC countries
have implemented regional policy measures aimed at resolving their
regional problems. These policies are of long standing, going back to
the 1930's in some countries, and differ considerably between countries,
Given that the nature and intensity of the regional problem is not the
same in each country inter-country differences in the formlof policy
are not surprising. The fact that regional policies are normally adjuncts
to, or spatial modifications of, national policies is a further reason

for inter-country differences.

Some countries have made the development of infrastructure the
key element of policy while others have emphasised state industry.
Some have seen growth area policy (and associated settlement restructuring)
as the pre-requisite of regional development while others have laid stress
on disincentives in the non-problem areas. But there is one element of
regional policy which is common to all countries - financial and fiscal
incentives aimed at encouraging industrial movement to, or expansion in,
the problem regions, or at least compensating for the extra costs of

movement and/or operations in these regions.

There is a formidable list of such regional incentives in Europe,
including: loans on favourable conditions; grants on capital;
employment premia; social security concessions; training aids; tax and
investment allowance concessions; factory rent concessions; contributions
towards share capital; subsidies on public utility charges; operating

and settling-in subsidies.
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Expenditure on such regional incentives has risen markedly over the
post-war period. In the EC countries as a whole (and limiting the
calculations to the major regional incentives) some 1,150 million U.S.
dollars worth of investment grants were approved or paid out in 1975 (a year
of low expenditure in many countries) and some 5,270 million dollars of
subsidised loans. The Italian social security concession, the Irish
export profits tax relief and the French local business tax concession
added a further 1,220 million dollars to the bill. These sums, as we have
said, are limited to the major regional incentives in the EC countries
and they exclude a variety of fiscal concessions where cost data is not
available - the special depreciation allowances in the Netherlands, France,
Ireland, Belgium and the Federal Republic of Germany, and the tax

concessions in Luxembourg and Italy.

In total then, non-repayable regional incentives amounting to
some 2,370 million dollars and soft loans of a further 5,270 million
dollars were approved or paid out in 1975, together with a number of
major, but unquantifiable, fiscal concessions. By any standards,
expenditure on regional incentives in the EC countries is high. This

report is concerned with regional incentives.

The report is in two parts. Part I is a survey of the key
features and values of the major regional incentives in the individual
EC countries., It is both country specific and largely descriptive,
in contrast to Part II which is comparative and analytical - involving
a comparison of the incentive features and values between countries
and drawing out what we see as being the policy implications for

individual member countries and for the EC.
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PART 1

FEATURES AND VALUES






This part of the report has two objectives - to provide a
comparative survey of the key features of the major regional
incentives in each of the EC countries; and to estimate for each
country the value of these incentives, both fndividually and as
packages. The features and valuations are covered in individual
country sections, each of which falls into four distinct parts. The
first is a short introductory overview of the regional incentive
system - describing the key incentives and their relative importance
within the regional incentive package as well as providing background
information on other, minor, regional incentives., Maps of the
assisted areas are also presented, as are indications of the importance
of these areas in relation to the national area and population.
Finally, the introductory overviews have been used to comment on any
particular feature of the country or its regional incentives which need
an explanation if the incentives are to be fully understood. The second part
of the country sections is made up of what we call synopsis tables.
These provide information on a standard list of 24 key features for
each major regional incentive. The third part of the country sections
is an introduction to the valuations. It notes the incentives
covered (usually the same as in the synopsis tables), the normal
incentive combinations received by investors, and any other information
needed to guide the reader through the valuation tables. The final
part of each country section is the valuation itself, with tables of

effective values and accompanying explanatory notes.

Before moving on to the country sections we want, by way of
introduction, to note briefly the incentives which are covered in the
various countries, the features which are examined with respect to

each incentive and the methods which are used to value these incentives,
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THE INCENTIVES COVERED

There are a very great number of regional incentives in operation
in the EC countries - certainly more than 50, even excluding local and
other sub-national incentives. This report is concerned primarily with
the most important of these incentives (in expenditure terms), and with
national, not sub—national, regional incentives; though some of the
minor incentives are briefly discussed in the introductions to each
country section, In total, 27 regional incentives are covered accounting
for at least 85 percent of regional incentive expenditure in the EC
countries. In order to give an overview of these incentives, and their
prime characteristics, it is worthwhile going through each of the
incentives individually; albeit briefly and even though much of this
information is repeated in the 'basic details' sections of the
synopsis tables. The areas referred to can be found in the maps

accompanying the country sections.

BELGIUM

There are two major incentives in Belgium - an interest subsidy
and a capital grant (which can partly or wholly replace the interest
subsidy). We concentrate on these two aids but consider, too, the most
important of a variety of fiscal concessions, an accelerated depreciation

allowance.

The interest subsidy is a discretionary, project-related concession

on loans offered through 'approved credit institutions' such as banks

and public financial organisations. The maximum regional subsidy is

5 percentage points (6 percentage points for advanced technology projects
and 'progress contracts', 7 percentage points under special cyclical
conditions) on up to 75 percent of investment, over a maximum 5 years;
compared to standard national maxima of 4 percentage points (5 percentage
points for advanced technology), 66 percent and 4 years (6 years under
special cyclical conditions) respectively. Repayment is annual on a
straight-line basis with a maximum repayment holiday (available only in
respect of the regional subsidy) of 2 years. No interest free period is

available.

The capital grant is also discretionary and project-related. It can,
partly or totally, replace interest subsidies in those cases where the
aided investment is at least 50 percent internally financed. The level
of grant is calculated by summing the undiscounted annual interest
subsidies which would have been due had the 'own finance' been in the

form of a 10 year interest-subsidised loan, repaid annually on a
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straight-line basis, with neither principal repayment holidays nor

interest free periods.

The accelerated depreciation allowance is a discretionary, project-

related fiscal concession on the cost price of plant, equipment and
industrial buildings. If an accelerated depreciation allowance is
awarded the straight-line rate (depreciation is normally linear over 20
years for industrial buildings and 10 years for plant) is doubled for a
fixed three consecutive years. Accelerated depreciation is normally
only awarded to projects already receiving a capital grant or interest
subsidy, and indeed is best viewed as a form of topping up of these

incentives. It is payable only in the Belgian Development Zones.

DENMARK
Denmark has three major regional incentives - a company soft loan,

an investment grant and a municipality soft loan.

The company soft loan is a discretionary, project-related incentive

(available in the General and Special Development Regions) of up

to 20 years duration for buildings and up to 10 years for plant.
Repayment is six-monthly on a straight-line basis. The maximum repayment
holiday is five years (in practice, two years). No interest free

period is available. A maximum of 90 percent of eligible project costs
(i.e. project fixed capital costs minus the maximum mortgage credit

loan - normally about 60 percent of project fixed capital costs - and
any investment grant awarded) can be covered. The current interest rate
is 7.5 percent, Using the EC reference rate (discussed in detail in

the valuation section) as the market rate, the currént concession is

2.75 percentage points.

The investment grant is a discretionary, project-related incentive

available only in the Special Development Regions. The grant

may not exceed 25 percent of eligible project fixed capital costs less
the difference between the nominal value and the market price of the
mortgage deeds issued in respect of the project by the mortgage-credit

institution which is part-~financing the project.
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The municipality soft loan is available to municipalities in the

General and Special Development Regions to allow them to build,

for specified clients, industrial buildings which are then normally rented
but which can be bought. Loan repayment is six-monthly on a straight-line
basis over a standard 25 years (although the legal maximum is 30 years).
The current interest rate is 7 percent. Using the EC reference rate as
the market rate, the current concession is 3.25 percentage points.

There are no repayment holidays and no interest free periods., The loans
cover a standard 75 percent of building costs but municipalities are
obliged to subsidise the remaining 25 percent on the same terms when
calculating the appropriate rental or selling price. Annual rent is
therefore 4 percent (i.e. 1/25th) of total costs plus 7 percent of the
outstanding loan plus general running expenses, The leaseholder can

buy the building at any time during the course of the lease at total

costs (less subsidy) minus any rental instalments paid.

FRANCE
The main regional incentive in France is the regional
development grant. The other two major incentives are a local business

tax concession and a special depreciation allowance,

The regional development grant is project-related, is limited

basically to setting up and extension projects, and is awarded primarily
to manufacturing industry. It has largely automatic eligibility
conditions and rates of award even though these vary both spatially

and by project type. The designated areas are divided into three
zones'and awards are calculated as the lower of X percent of eligible
investment and FF Y per job created, ranging from 25 percent/FF 25,000
for setting up in the maximum rate zone to 12 percent/FF 12,000 for

extension in the minimum rate zone.

The local business tax concession is a project-related concession

on the local business tax. The concession is limited to a maximum of
up to five years and 100 percent of tax liability. It may be on either

or both the département or commune levy. The typical concession is

the maximum concession on both levies. The concession goes predominantly

to setting up and extension projects in mobile manufacturing industry.
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In the case of extension projects, the award is limited to the net new
investment. Eligibility is largely automatic within a matrix of
conditions. The areas in which the concession applies are the award zones
eligible for the regional development grant plus a substantial part of

the rest of the national territory, excluding the Paris basin.

The special depreciation allowance, available basically in Corsica

and in West and South-Western France in those areas where the regional
development grant is payable, is a fixed 25 percent first-year
depreciation allowance on new buildings. The concession is project-
related, for setting up and extension projects. Although certain
tertiary projects qualify - which is equally true of the other two

French incentives - awards go predominantly to mobile manufacturing
industry. Eligibility is largely automatic within a matrix of conditions.
The allowance is additional to linear depreciation - 20 years is the

typical fiscal life for industrial buildings.

GERMANY

An investment allowance, an investment grant, ERP regional soft
loans and a special depreciation allowance are the four main regional
incentives in the Federal Republic of Germany. They are available
throughout the designated problem areas - the so called GA areas
(Gemeinschaftsaufgabengebiete) - with the exception of the special
depreciation allowance which is available only in the Zonenrandgebiet
(ZRG) .

The investment allowance is the cornerstone of the German regional

incentive system. It is a fairly automatic project-related capital
grant of a fixed 7.5 percent of eligible investment. In contrast, the

investment grant is a discretionary project-related capital grant with

rates of up to 25 percent of eligible investment depending on a matrix

of location and project type criteria.

The ERP regional soft loans are project-related and largely

automatic. Their duration is up to 15 years for buildings and up to
10 years for plant, according to the life time of the asset. Repayment

21



is six-monthly on a straight-line basis. A repayment holiday of between
18 and 24 months, depending on the starting date of the loan, is
available, No interest free period can be obtained. The current interest
rate is 6 percent (5 percent in the 2ZRG). Using the EC reference rate

as the market rate, the current concession is 2 percentage points (3
percentage points in the ZRG). The loans cover up to two-thirds of
investment with the actual proportion being determined by set formula

on the basis of project size.

The special depreciation allowance is, as we have said, only available

in the ZRG. It is an item-related concession involving a high initial
depreciation allowance of up to 50 percent of eligible costs for plant
and machinery and up to 30 percent for buildings. The concession can,

in exceptional cases, be used prior to acquisition of the asset as a tax
free reserve, Although in principle the decision whether or not to award,
and the rate of award, are discretionary, in practice little discretion is
exercised. The allowance can only be used on condition that it does

not give rise to losses or exacerbate an existing loss situation.
Otherwise, the timing of use is, within a five year limit, at the
discretion of the beneficiary.

IRELAND

Ireland has three major regional incentives ~ capital grants
awarded by the Industrial Development Agency (IDA) export profits tax
relief and an investment allowance.

The capital grants are discretionary and project-related. 1In
law the grant structure has two tiers - a basic grant not exceeding
40 percent of eligible fixed investment in designated areas (25 percent
elsewhere), plus an extra maximum 20 percent grant which may be offered
to projects satisfying "additional criteria". In practice the position
is more complex, the maximum administrative percefitages for the two main
IDA grant schemes being (for Designated Areaé, Non-designated Areas and
Dublin respectively) 50 : 35 : 25 for setting-up projects and major
extensions, and 35 : 25 : 25 for re-equipment projects.

The export profits tax relief is a non-discretionary fiscal incentive

operated nationwide for companies which export manufactured goods - the
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incentive being total relief on taxable profits attributable to such exports,

payable until 1990,

The investment allowance is a non-discretionary, item related

fiscal concession. The allowance, a fixed 20 percent of capital
expenditure on new plant and machinery, is -available to set against
taxable profits in the Designated Areas only. It is awarded on top of
the national capital allowance scheme {(of, amongst other things, free
depreciation for plant and machinery) and thus permits a total of 120
percent of the cost of new plant and machinery to be claimed for tax

purposes in the Designated Areas.

ITALY
A capital grant, a soft loan scheme, a social security concession

and tax - concessgions .are the major Italilan- regional incentives.

The capital grant, payable only. in the Mezzogiormno, is project-
related with standard fixed rates determined by project size. The first
L 2 mrd. of eligible investment is subsidised at 40 percent, the next
L 5 mxd. at 30 percent, the next L 8 mrd. at 20 percent and all further
eligible investment, at 15 percent. Projects in "priority sectors" or
"priority areas" get an increase of the standard rate of grant by one

fifth; priority sector and location by two fifths.

The national soft loan scheme involves largely automatic, project-

related, soft loans containing a strong spatial element. A distinction
is drawn between (1) the Mezzogiorno, (2) the insufficiently developed
zones of Central Italy, (3) the insufficiently developed zones of
Noxrthern Italy, and (4) the rest of Italy. The loans cover a fixed 40
percent of eligible investment in (1), 60 percent in (2) and (3) and

50 percent in (4). The maximum loan duration is 10 years (except for
setting up projects in (1) where it is 15 years). Repayment holidays,
related to the loan drawing down period, are available for up to 3 years
on 10 year loans and up to 5 years on 15 year loans, No interest free
period is available. The interest concession is a fixed 70 percent of
a "reference rate" (basically the market rate) in (1), 60 percent in
(2} and (3) and 40 percent in (4). Loan repayment is six-monthly, with
equal (interest plus principal repayment) instalments spread over the

period of the loan.
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The social security concession is a highly automatic, non-project

related incentive (available only in the Mezzogiorno) on employer

social security liabilities payable to INPS (National Social Security
Institute). For additional labour hired between 1.7.76 and 31.12,80 the
full social security liabilities (amounting to some 27 percent of wage
costs, including overtime) are paid by the state until 1986. 1In addition
there are "historical" concessions, running out in 1980, with currently
three different rates according to hiring dates and employment levels:

at least 8.5 percent (of wages and salaries, excluding overtime) for all
employees, if not qualifying for higher concessions; 18.5 percent for
the net increase of employment between 1.10.68 and 31.12.70, and for those
individual employees taken on before 1,10.68 and currently still with tﬁe
firm; 28.5 percent for the net increase of employment between 1.1.71 and
1.7.76. The wide coverage of the incentive and the scale of the
concessions mean that large sums of money are involved - some L 1,112

mrd.in 1975, nearly three times as much as was involved with grants.

Finally there are project-related tax concessions relating to
the two main Italian profits taxes - ILOR and IRPEG (14.7 and 25 percent of
profits respectively). The concession takes three forms: a. A full ILOR
exemption on project profits for 10 years after profits first arise.
The concession applies to projects in the Mezzogiorno and in the aided
areas of Central and Northern Italy. Outside the Mezzogiorno it is
limited to small and medium sized firms. b, A full ILOR exemption on
up to 70 percent of profits earned in Italy and reinvested in industrial
projects in the Mezzogiorno. c¢. A 50 percent reduction of IRPEG on profits,
for 10 years after profits first arise, where a company is newly founded

in the Mezzogiorno and has both a legal and fiscal base there.

LUXEMBOURG
There are two major incentives in Luxembourg - a capital grant

and a tax concession.
The capital grant is discretionary and project-related. The

maximum award is 15 percent of eligible investment. The grant is payable

throughout the Grand Duchy.
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The tax concession is a discretionary fiscal incentive for new
enterprises and production lines, and is a fixed 25 percent relief from
taxable profits of the new enterprise/production line for a period of
eight years. The benefit is lost in those years when losses are made.
It is also lost when the applicant company makes losses since the
incentive cannot exceed 25 pexcent of the profits of the applicant
company. The incentive is available through the country. Awards are

rare and normally go to projects in receipt of a capital grant.

NETHERLANDS
The main regional incentive in the Netherlands is the investment
premium. In addition, however, there is an accelerated depreciation

allowance available throughout the Netherlands outside the Randstad.

The investment premium is a project-related capital grant payablé

in the designated development areas. The standard award is a fixed 25
percent of eligible fixed capital costs up to a maximum of F1 4 million;
except in a few specified municipalities where it is .a fixed 15 percent
up to a maximum of F1 2.4 million. For large projects an additional
discretionary award can be made for eligible fixed capital costs beyond
Fl1 16 million. The maximum additional award is 25 percent of the extra
investment (except in the few specified municipalities noted above where
it is 15 percent). A little-used alternative to the 25 percent premium
(but not the 15 percent grant) is a "mixed premium", which is based on

job creation as well as investment expenditure.

As already noted the accelerated depreciation allowance has a spatial

coverage beyond the grant aided areas. It applies to the whole of the
Netherlands except the Randstad. It is an automatic, item-related
fiscal concessicn on the price of industrial and commercial buildings.
Half of the cost price (up to a maximum 25 percent in any one year) can
be depreciated arbitararily above the normal rate of depreciation, while
the other half is depreciated normally. If accelerated depreciation is
not used in any one year then in that year normal depreciation applies.
In subsequent years the concession is available in respect of half the

non-depreciated part of the cost price.
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UNITED KINGDOM

In the United Kingdom the regional incentive package is composed of
three main incentives - regional development grants, selective financial
assistance soft loans and, as an alternative to these loans, interest

relief grants,

The regional development grant is an automatic, item-related grant

payable on specified types of fixed capital investment in the British
designated problem regions. A fixed 22 percent of approved capital
expenditure is obtainable in the Special Development Areas, with 20
pexcent being the fixed award in the other problem regions. Both plant/
machinery and buildings/works expenditure is eligible in the Special
Development and Development Areas. However, in the Intermediate Areas only

buildings/works expenditure qualifies for assistance.

Selective financial assistance soft loans are discretionary, project-
related loans of between five and seven years duration. Repayment is six-
monthly on a straight-line basis and there are maximum repayment holidays
of 3 years in the Special Development Areas and 2 years in both the
Development and Intermediate Areas. Interest free periods run concurrently
with any repayment holiday awarded. The current interest rate is 3
percentage points below the Department of Industry's "broadly commercial"

rate,

Closely related to the above soft loans (and indeed an alternative

to them) are discretionary, project-related interest relief grants

calculated in relation to the notional loan which would have been awarded
had a soft loan offer been made. Where no interest-free period would
have been awarded in conjunction with the loan, the grant is at 3 percent
of the notional loan for up to 4 years. Where an interest-free period
would have been awarded the grant is at what is known as the higher
interest relief grant rate (generally in line with the Department of
Industry's "broadly commercial” rate) before reverting to 3 percent of

the notional loan for up to a further 4 yearé.
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THE INCENTIVE FEATURES COVERED

For each of the major regional incentives information is provided
in the synopsis tables on 24 key features. The tables have been
designed to allow comparison of these incentive features within and
between countries. It is worthwhile going through these features to

explain their general coverage.

Head number 1 - Basic Details - is aimed at giving an overview
of each incentive, indicating not only the nominal xate of award but alsoc
whether it is discretionary or automatic, project or item-related.
Head number 2 -~ Legal Basis - is fairly straightforward giving the
main legislative base of the incentive and, where relevant, key
administrative guidelines and circulars. Under head number 3
- Administration - information is provided on where applications must be
sent (indicating any intermediaries involved where this is relevant),
who decides on the award, who pays out the money, and who is involved

in monitoring.

The three heads so far covered are very much of an introductory
nature. With head number 4 - Eligible Activities - we move on to a more
central series of heads concerned with questions of eligibility and
discrimination. Head number 4 itself indicates the industries, sectors,
and functions which are eligible for the incentives as well as specifying
those which are not. As with many other heads in the synopsis tables
an attempt is made to distinguish between theory and practice - trying
to specify which activities are, in fact, the main beneficiaries. Head
number 5 - Activity Discrimination - is very much related to the
previous head in that it attempts to show where there is any specified
discrimination between eligible activities in terms of the decision
whether or not to award, and the rate of award. When no such specification
exists we have tried to indicate whether the form of the incentive -
discretionary or automatic, with fixed or "up to" rates - would or would
not give scope for such discrimination. Only rarely have we been able

to comment on the extent to which such scope has been used.
While heads number 4 and 5 are concerned separately with eligibility

and discrimination by activity, the following three heads consider

eligibility and discrimination together in relation to area, project
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type, and size respectively. Thus, head number 6 - Spatial Discrimination -
not only specifies those areas which are eligible for the incentive but
also notes any intra-problem area differences in terms of rates or
conditions of award, Head number 7 ~ Project Type Discrimination - covers
similar issues for a list of standard project types (setting up, extension,
rationalisation, reorganisation, modernisation, transfer, takeover, and
replacement) while head number 8 - Size Discrimination - indicates

whether there are any limits - upper or lower - to project or firm

eligibility, and whether size can affect the rate of award.

Beyond the introductory first three heads, the other heads so far
discussed have one common feature, they are concerned with eligibility
in one form or another. This is also true of heads number 9 and 10 which
cover - Eligible Items - and - Eligible Forms of Expenditure - respectively.
The first provides information on eligible items of expenditure (i.e. those
items eligible for the incentives) not only in respect of the standard
project cost items like land, buildings, plant and equipment, vehicles
and working capital; but also in respect of a group of other items
whose treatment often differs between countries - short life
and small value assets, second hand assets, and replaced assets. 1In
contrast, the head - Eligible Forms of Expenditure - looks at whether
assets purchased through phased payments, hire purchase or leasing

are eligible.

The final head dealing with the issue of eligibility, head number 11 -
Further Conditions - is a "catch all" in that it notes conditions
of elibibility or award which are not related to activity, space, project
type or size., In particular it details any job, investment or viability

conditions,

Head number 12 - Actual Awards - tries to do two things within
the limits of the information available (and the point does need to be
made that information was often lacking for this feature) - to identify
average as opposed to nominal rates of award and to show the scale of
the incentive, using a variety of measures to indicate this, including
number of cases aided, total awards, and average awards per case.
Annual data have been provided where possible. One point which must be
stressed in respect of this head is that the notes concerning the basis

of the information require careful attention. In some countries,
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and for some incentives, the figures relate 'to actual expenditure,
while for others they are estimates on the basis of approved awards.
This, on occasion, makes it very difficult to relate these

figures to associated investment and associated jobs (covered in heads

number 20 and 21 respectively).

The head Actual Awards represents the start of a move away
from nominal rates of award towards what we later call effective values.
Head number 13 - Tax Treatment - is a further step in this direction
(though other heads have also been relevant in this context and
especially the heads concerned with eligible items and eligible forms
of expenditure). It surveys the extent to which incentives are taxed -
either directly in that they are counted as income and pass immediately
into taxable profits; or indirectly in that they result in an increase
of taxable profits (as in the case of capital grants) because assets
must be depreciated for tax purposes net of any grant awarded or (as
with soft loans) because of reduced debt servicing charges. Timing
and Phasing of award (head number 14) similarly has an effect on the
real value of incentives. Under this head we indicate when the
incentive is paid in relation to expenditure being incurred. 1In addition,
this head also shows when application needs to be made (and in particular
whether it needs to be made before project construction starts) and
whether projects can start before a decision on the application has been

reached. The normal application processing period is also specified.

Systems for Topping Up and the issue of Addability (heads number 15
and 16 respectively) are also relevant for assessing the real value of
the regional incentives. The head on topping up sets out the possibilities
for the authorities to make an award over and above the formal or advertised
maxima; while the head on addability surveys whether or not, and to what
degree, one incentive can be combined with another and, where such
combination is possible, whether there are any side effects of combination
such that the value of the combined incentives is less than the sum of

the individual incentives.

Clawback is the title of nead number 17 and it specifies under
what circumstances awards can be clawed back, and the clawback systems
used - for example, whether the whole or only a part can be clawed back.

Where possible, some indication is given as to the importance of clawback.
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Head number 18 - Turndown - is related to the clawback head in one respect
and this is that while the latter covers post award "turndown", the former
reflects the more conventional meaning of the term turndown. Where
quantitative information was available on the reasons for turndown this

has been provided ~ though in the vast majority of cases this was not
possible. The point needs to be stressed that the figures given in

this head refer solely to formal turndown. In many countfies, and for
many incentives, “informal turndown" (i.e, applicants withdrawing

when advised informally of the likelihood of failure) assumes considerable
proportions. Thus, the figures provided in this head understate the extent

of turndown - although not consistently between countries or incentives.

Head number 19 is concerned with the Cost of the incentives..
Annual figures have been provided where possible, although it must be
said that for many, and particularly the fiscal incentives, there were
often no reliable statistics available. As with our comments on head
number 12 above, it is vital that the basis of these cost figures be
clearly appreciated. They do in fact vary considerably between countries
and incentives - some being based on awards decided and others on awards

paid out.

Jobs Associated and Investment Associated are the titles of
heads number 20 and 21 respectively. It should be noted that we have
used the word associated rather than "created", information on the latter
being very rare indeed. 1In fact, especially for the fiscal incentives,
there is very little quantitative information, even on investment and jobs
"associated", In many instances, and in particular where incentives
are operated as a package, there is often no meaningful information on
the jobs or investment associated with individual financial incentives.
Where figures for individual incentives are provided, and where incentives
can be combined, those figures should be treated with caution since it
is not possible to say which jobs and investment are associated with a
particular incentive, Certainly any adding of the figures for jobs and
investment associated with each incentive will often result in double

counting.
The heads - Anticipated Duration - and - Change Provisions -~ (heads

number 22 and 23 respectively) are related. The first provides information

on the formal specified life of the incentive (if any, since the great
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majority of regional incentives in the EC countries have no specified
life) while the second indicates what arrangements exist in the event of
incentive change and in particular whether applications in the pipeline
are paid on the basis of the old or new provisions, or whether more ad hoc

arrangements exist.

The final head, number 24, (Miscellaneous) has been
used, as can be imagined, to cover issues or aspects of the
incentives which the structure which we have adopted for the synopsis
tables would not allow to be covered - but yet which we thought to be
important.

These, then, are the features covered by the synopsis tables.
There are, in addition several general points which we want to stress
about the tables. The first is that they are largely descriptive. The
comparison and analysis is left until Part II of the report. Secondly,
the synopsis .table approach, in spite of all its advantages of giving a
structured overview of the main regional incentives in the various
countries, must force a substantial element of selectivity. We have
limited ourselves to those points under each head which we consider to
be important. Thirdly, the format of the synopsis tables is such that
they do not allow speculation. Where no clear information was available,
therefore, we have not been reluctant to write "no information". 1In
many cases, with the application of some ingenuity, we could have
"compiled" relevant figures. But such figures would have required
explanation and justification; and the synopsis table approach gives no
scope for this, Finally, the synopsis tables are based on information
available in late summer 1977.
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VYALUATION METHODS

Following on from the synopsis tables, for each country there is a
set of country-specific valuation tables. By way of introduction to
these tables there is a brief description of the incentives to be valued
(generally those treated in the synopses), covering in particular the
differences (if any) between maximum and average rates of award, as well
as the standard incentive combinations found in each type of problem area.
Features peculiar to the valuation tables are also explained. The valua-
tion introduction, further, tries to give a broad indication of the scale
of assistance in the country under consideration. This is necessary
complementary information for the interpretation of the valuation tables
since these are concerned, above all, with incentive intensity (i.e. the
value of incentives to aided projects). Before going on to detail the
stages and steps of the valuation and to set out the general assumptions
made, it is worthwhile looking at the features covered in these tables

and at the valuation denominators used.
FEATURES AND DENOMINATORS COVERED

The tables themselves (there are two of them) reflect the two stages
of our approach to incentive valuation. The first table (Table A) traces
out for each individual incentive, normally by type of problem area and
normally also distinguishing between maximum and average rates of award,
how the real or effective value of the incentive decreases relative to
its nominal value as account is taken of three incentive features ~ tax
treatment, payment delays and eligible items of expenditure. The table
therefore has four columns, the first showing the nominal value of the
incentive (usually as a percentage of eligible investment), the second the
effective value after incentive tax treatment has been taken into account,
the third the after-tax effective value after adjusting for delays in
payment, and the fourth column the effective subsidy valué\éfter a final
adjustment to take account of the eligibility or otherwise of particular
items of expenditure - land, buildings, plant or working capital. This
final column therefore shows the effective value of the incentive as a
percentage of total initial capital costs after tax treatment, payment
delays and eligible expenditure have been taken into account; or, put
another way, the after tax net present value of the incentive as a per-

centage of total initial capital costs.

32



Obviously in moving from nominal to effective values, from column
one to column four of Table A, various assumptions have to be made. The
general considerations surrounding these assumptions will be detailed
shortly. The specific assumptions made in respect of each incentive
valued appear in the country-specific "Notes and Assumptions" to Table A.
No valuation table should be read, and certainly no conclusions should be
drawn from the figures presented,without a clear understanding of both

the general and specific assumptions being made.

As already noted, Table A values each incentive individually. 1In
contrast, the second table (Table B) is concerned with incentive packages.
For the standard incentive combilnations in each country (and distinguish-
ing as before between maximum and average awards wherever possible) the
table shows the effective value of award as a percentage of three distinct
denominators - total initial capital costs, annual capital costs (gross
profits) and value added. The first of these denominators is applied in
column one of Table B. As the country-specific "Notes and Assumptions"
to that table make clear it is not always the case that this column is
the simple addition of the final column results of Table A. Very often
incentives in combination have a joint value less than the sum of their
individual components. Sometimes this is because of direct constraints
like public sector contribution limits; at other times it reflects more
indirect factors like, for example, the bringing of a grant more rapidly
into taxable income (which obviously reduces its value after tax) whenever
it is awarded in conjunction with a special dépreciation allowance. The
second denominator, annual capital costs (column two of Table B) is
obtained by applying an annuitising factor (to be described in detail
below) to the column one subsidy values. It is of interest as a denomina-
tor not only because, amongst other things, it alléws a distinction
to be made between incentives explicitly available on replacement invest-
ment and those which are not, but also because it makes possible the move

to the third denominator presented in Table B, value added.

We now wish to elaborate on these three denominators in turn, con-
centrating in particular on why we believe such denominators to be rele-
vant to the measurement of incentive value. Thereafter we set out the
aims and limitations of our approach to valuation before going through

the individual stages and steps of the valuation exercise in detail.
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Total initial capital costs

To this denominator, as noted above, we relate the after tax dis-
counted net present value (or "net grant equivalent”) of all incentives
which are, in some sense, linked to investment outlay. This measure of
incentive value is most clearly of relevance in relation to investment
and location decisions. It has conventionally been regarded as being
of key importance at the level of individual projects (being a simple
measure of ex ante regional comparative advantage in relation to initial
project investment outlay) and has been widely used by the EC in their
regional policy co-ordination exercises (though not covering working
capital). It is also, if strictly applied, the most "transparent” of the
denominators in that the number of assumptions required to value incen-
tives is, in most cases, at a minimum ~ perhaps the prime reason for the

EC's emphasis on this denominator as a control ceiling.

It must be stressed that when using total initial capital costs as
a denominator we consider only capital-related incentives. There are
certain labour-related regional incentives which could in principle be
related to initial investment costs - those which are causally linked to
this denominator. However to take account of these in the procedures we
use would require the specification of a particular form of capital :
labour relationship for valuation purposes. No reliable data is readily
available for this. For this reason, labour subsidies are considered
only in terms of our value added denominator. On the other hand, the
peint does need to be made that there is only one major regional labour
subsidy in the EC countries, and covered in this report - the Italian

social security concession.

Total annual capital costs

This denominator stands as a proxy for gross profits in that, as we
shall show in our description of the detailed valuation steps below, the
annual capital cost (ACC) figure used in the calculation of the appropriate
annuitising factor is the sum of a depreciation charge and a measure of
the overall cost of capital. It thus corresponds broadly to the so-called
"user cost of capital" derived from the neo-classical economic thesry of
investment behaviour and utilised in much econometric work on the impact

of investment incentives.
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But why should the denominator "total annual capital costs" be of
particular interest for our purposes? First, we regard it as an alternative
presentation of how firms might see the incidence of subsidies (i.e. as
reductions in annual factor costs). 1In practice, few incentives are actually
received as lump sums and even those which are may not be viewed as lump sums
subsequent to the decision to invest. For example, insofar as incentives are
brought into financial accounts over the anticipated economic life of
aided assets (and this seems common practice) they may be regarded as
giving rise to constant annual reductions in those on-going capital costs
which the ACC denominator proxies. In slightly different terms, the ACC
of incremental investment may be regarded as an expression of one com-
ponent of per unit "long run marqinal cost”. Viewed in this light, the
annual capital cost denominator clearly relates to the potential competi-

tive effects of incentives, to which we turn shortly.

But annual capital cost is also of interest as a denominator because
it offers a means of presenting the quantitative difference between
incentive systems which aid replacement investment and those which do not
(although, as we make clear elsewhere in this report, there is in practice
no "black and white" distinction to be made here). Further, within the
annual capital cost framework, we can take account of the fact that
individual assets have different economic lives and, in particular that
some assets, notably land and "working capital", are not conventionally
depreciable. The final attraction of the ACC procedure is that it pro-
duces a measure of incentive values in relatibn to gross profits and,
therefore, given the available data on the relationship of gross profits
to other annual factor costs, prepares the way for the aggregation of
capital and labour subsidies - something which is done in respect of our

last denominator, value added.
Value added

Procedurally the move to value added is a simple step in the valua-
tion exercise, given the availability of data on the relationship of
gross profits (and hence also labour costs) to value added. It is fairly
conventional to find value added suggested as a denominator in the
literature on effective protection (effective protection normally being
measured by reference to the proportionate increase in value added per

unit of output under protection) and international trade distortion.
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In addition, and as already noted, a value added denominator allows the

aggregation of capital and other subsidies. Moreover, it gives a measure
of the overall return on factors employed and hence of the discretionary
element at the disposal of firms. It is therefore a particularly inter-
esting denominator when considering the possible impact of incentives on

competitiveness.

In an attempt to move even closer to the relationship of incentives
to the competitive position of firms we tried at one stage to include a
further step within the valuation procedure by introducing total pro-
duction costs as a denominator. The attraction of this denominator is
that it offers a measure of the maximum extent to which the prices of
aided output might be reduced by incentives. 1In the event, however, we
found no internationally comparable data which was reliable enough to
justify the attempt.

Having presented the main steps involved in the valuation exercise
in broad outline and the rationale of our concentration on the initial
capital costs, annual capital costs and value added denominators, we now
want to turn to the detail of the valuation steps and associated assumptions.
There are, however, four general but important points which must be made

by way of introduction.

First, we have chosen to ignore the implications of inflation for the
effective values of the incentives covered. Using the initial capital cost
denominator, our figures therefore probably overstate the real values of
the.incentives and certainly exaggerate the value of those incentives awarded
in absolute terms relative to those given as a percentage of factor costs.
However, since delays in payment are, as we shall see, not of major import-
ance for incentive values, the ranking of incentives and countries in respect
of the initial capital costs denominator is unlikely to change by taking
inflation into account unless inflation rates are both high and markedly
different between countries. Using the annual capital cost/value added
denominators, where the calculations are made over a long period of time,
inflation could obviously have a more important impact on incentive values.
On the other hand, as long as inflation rates in the long run remain similar
between countries, the ranking of incentive packages (which, as we make
clear below, is our prime concern) will not change, other things being equal.
Of course, if inflation rates were high and differed markedly between
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countries, and continued over a very long period of time, then rankings
could change; but in the total absence of data on long-run rates of
inflation by country, and being reluctant to speculate, it is impossible

to say just how they would change.

Secondly, our calculations are in terms of gross rather than net
values. They do not take account of short run dislocation costs (or long run
locational disadvantages, though it would seem reasonable to assume that
no firm would relocate where it suffered such long run disadvantages). or
incidence (the extent to which incentives are passed on to increase the
reward to factors of production other than capital) - and this because
information on incidence is virtually non-existent while that on dislocation
costs (beyond indicating that such costs are often substantial) is

generally not quantified.

Thirdly, in the interest of comparability, the assumptions made within
the valuation exercise are on occasion somewhat more simplified than they
would have been had the aim been to produce nine separate (and not necess-
arily comparable) valuations. Since, however, our prime concern is with
international comparisons, we view the simplifications as being justified.
More complex assumptions would not in any event have led to markedly
different results. We shall later look in more detail at the assumptions

made. and the sensitivity of the results to these assumptions.

Finally, and closely related to the previous point, it must be heavily
underlined that the main objective of the valuation is to compare the value
(or regional advantage) of regional incentives and incentive packages both
between countries and between problem regions in ﬁhese countries. It is
not to try to place absolute values upon the incentives and this for the
very good reason that, although the broad ranking of incentive packages as
they apply to comparable projects is generally insensitive to the assump-
tions which must be made as part of our valuation exercise, the absolute
value of these packages for individual projects can vary markedly from
project to project. Although the figures in the country-specific wvalua-~
tion tables could be interpreted as being of relevance for the "average"
ailded project and, from this (using "best guesses" of such features as
price elasticity, capital output ratios, elasticity of investment in
relation to cost of capital) could be used to assess the possible "average"

impact on investment or trade, both the data problems and the element of
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speculation involved are such that, in the context of this report, we

have not felt it desirable to move forward in this way. We believe that
what we have to say about the values obtained is important, and did not
want to undermine this by speculation in other areas. Our emphasis,
therefore, reflecting the strength of our methodology, is on comparability
and ranking, a point which must never be lost sight of either in the next
few pages as we consider the general steps and assumptions which make up
the valuation or later when we come to present and thereafter discuss the

valuation results themselves.
STEPS AND ASSUMPTIONS

As already noted, the valuation results are presented for each country
in the form of two tables. These tables reflect the two main stages of
the valuation exercise. 1In Stage A (Table A) we trace out the move from
nominal to effective values for each incentive individuallv. while in
Stage B (Table B) the effective values of various incentives and incentive
combinations are denoted as a percentage of initial capital costs, annual
capital costs and value added. We now want to consider the detailed steps

and associated assumptions involved in these two stages in turn.

Stage A: Nominal to Effective Value

A preliminary decision to be made within Stage A concerns the choice
of discount rate. Both theory and empirical evidence are inconclusive as
regards the appropriate discount rate to use. Possible rates include the
short-term banking rate, the average external loan rate, the long-term
corporate debenture rate, the weighted average of the "actual" cost of
capital to the firm, a very high (uncertainty-adjusted or risk-averse)
rate, and a zero rate (this last for firms who do not use discounting or
are more concerned with liquidity effects). Since no strong case based
on empirical evidence can be made for any one of these alternatives (or
indeed any other discount rate), we settled in the end for the country-
specific rates used by the EC in their co-ordination work - the so-called
EC reference rates (broadly equivalent to the market lending rate in each
country). As a check, we did however repeat the valuation calculations
for what can be considered to be extreme discount rate assumptions -
rates of zero and 25 per cent. Although the absolute value of the incen-
tives inevitably varied with the discount rate being used, the broad
country rankings were not significantly different from those thrown up

by using the EC reference rates.
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Step 1: Identification of nominal values

For capital grants the identification of nominal rates of award as
a percentage of eligible investment is obviously a straightforward step.
For soft loans and interest subsidies the step is more complex. We take
as their nominal value the net grant equivalent of the subsidy element

of the soft loan/interest subsidy as a percentage of the loan award on
which the subsidy is made. Although this sounds complicated it can, in

fact, be calculated relatively easily as long as information is available
on the following key features of the soft loan/interest subsidy scheme:

- the duration of the loan and (if different) of the concession

- the duration of any interest free period awarded

- the duration of any principal repayment holidays awarded

- the loan repayment system

- the level of the concession, as a percentage point reduction of the

market rate.

Only this last feature involves any assumptions since the appropriate
market rate has to be identified. However, since the EC reference rate
is, as we have seen, broadly equivalent to the market lending rate in
each country, we had less qualms about using it for this purpose than as
a discount rate. On the other hand, it must be recognised that, for
particular projects and firms (those operating at the margin and thus
facing the high cost end of the capital mérke; rate structure) the EC
reference rate probably understates the market rate of interest and
therefore the concessionary element of the subsidy. But there again,
for many large firms the EC reference rate probably lies above what they

normally would have to pay for capital.

We have so far considered the identification of nominal rates for
grants and soft loans. For accelerated depreciation allowances and
capital allowances, the nominal value of award is the net present value
of the tax saving brought about by delayed payment of tax (due to receipt
of an allowance) as a percentage of the value of the asset on which the
allowance is made. As with interest subsidies/soft loans the calculation
here is straightforward given information on the nature of the allowance,
the standard national depreciation system against which the allowance is
to be measured, and the effective rate of tax saved through receipt of
the allowance. It should be noted that within this step account is taken
of both taxation and delays in payment, thus making Steps 2 and 3 below
unnecessary for the wvaluation of accelerated depreciation and capital

allowances.
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Step 2: Adjustment for taxation

Within this step we must first identify the relevant rate of tax paid
by firms in respect of incentives received. Our basic assumption here is
that firms consider the relevant tax rate for all managerial decisions to
be the full rate of corporation tax on retained earnings (since the tax
payable on distributions, where this is greater, may typically be regarded
as being borne by shareholders). This rate is, of course, only applicable
if the investing company bears a full tax charge on the incentive-related
"profits". With the exception of Ireland and Italy, where we take
account of the availability of profits tax concessions, we have based our

calculations on this premise.

For capital grants there are, in general, three possible forms of tax
treatment. At the one extreme they are not subject to tax since they are
not considered to be part of income and hence taxable profits; while at
the other they are “"directly" subject to tax, passing straight into taxable
profits. The middle case is where the grant enters into income and hence
taxable profits only indirectly, as would occur, for example, when the
value of the grant has to be deducted from the value of the subsidised
assets for depreciation purposes. This middle case is obviously the most
complex to deal with since, in addition to information on the timing and
phasing of tax payments, the appropriate depreciation regime for the grant-
aided assets must be identified, as well as the distribution of these
assets into land, buildings and plant. In this regard we use the same
asset mix as identified in Step 4 below.

The tax treatment of soft loans and interest subsidies is straight-
forward and indeed is the same for all countries. The concessionary
element present within these incentives is taxed since (as a result of
the concession) there are lower interest payments to set against taxable

profits.
Step 3: Adjustment for delays in payment
This step takes account of delays in the payment of incentives. These

delays are of two broad types - delays in the submission of claims (in a

number of cases for example claim submission must await the completion of

40



the project construction phase) and delays in the processing of claims.

We take as our base date for the measurement of these delays the date of
asset expenditure. The delay we are adjusting for, therefore, is the
delay between asset expenditure and the receipt of a subsidy on that asset.
In most cases delays are specific to the incentive system in each country.
We have however made one common assumption (to which incidentally the
results are not sensitive) namely, that the standard project construction
period is one year (so that given uniform project expenditure the average
delay before a claim can be made in those cases where project construction

must be complete before claim submission is typically six months).
Step 4: Adjustment for ineligible items of expenditure

Not all project expenditure is eligible for incentive assistance. 1Indeed,

as we shall see, working capital is only rarely subsidised while land,
buildings and plant are not aided in every case. To take account of '
differences in the coverage of incentives (using the information in the
synopsis tables) we need, first, to decide on an appropriate land : buildings :
plant key for a typical project in each country and, secondly, to identify
the typical relationship (if any) of fixed to working capital.

As far as the distribution of fixed asset costs is concerned we have
chosen to use the keys applied in the EC's regional policy co-ordination
system in the main valuations, since these are meant to represent the

fixed asset breakdown of typical projects in the EC countries. These

keys are:
Country Land Buildings Plant
Belgium 5 40 - 55
Denmark 5 45 S0
France 5 50 45
Germany 5 30 65
Ireland 5 50 45
Italy 5 30 65
Luxembourg 5 50 . 45
Netherlands 5 40 55
United Kingdom 10 20 70

It could be argued that, for the purposes of international comparison,

one should in fact use the same fixed asset key in all countries. With



this in mind we tested for sensitivity by applying two other keys - one
land/building intensive (i.e. land 10 buildings 60 plant 30) and the
other plant intensive (i.e. land 5 buildings 25 plant 70) - uniformly

to all incentive packages to see what the impact of this would be on

the ranking of the various packages. In terms of ranking the results
were not significantly different from those found using the EC co-ordina-
tion keys - not particularly surprising since, as we shall see in the
synopsis tables (and also in Part II of this report), eligiblé items of
expenditure do not differ markedly between incentives and specified dis-~

crimination between eligible items is rare.

As far as the relationship of working capital to fixed capital is
concerned, this is an especially difficult key to quantify there being
little project level information available. What information there is
suggests that working capital might typically account for 30 percent of
initial investment costs, and this is the figure we have used in the
valuations. Now of course at the project level there will be large
variations around fhis percentage, but as long as the working capital
figure for a comparable project does not vary significantly from country
to country, the ranking of incentive schemes is relatively insensitive to
the figure chosen, a direct consequence of the fact that only three
regional incentives include working capital as an eligible item of
expenditure - the Italian national soft loan and the United Kingdom
interest relief grants and soft loans, both part of UK selective financial

-agsistance.

Stage B: Effective Value as a Percentage of Initial Capital Costs,
Annual Capital Costs and Value Added

This stage of the valuation exercise can be treated much more briefly

since most of the relevant points have already been covered.
Step 1: Initial capital cost denominator

This denominator is reached as a result of Step 4 of Stage A. The
main difference between Stage B and Stage A is that within the former

the emphasis is on incentive combinations rather than individual incentives.
In this regard it should be noted again that it is not always the case
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that the value of incentives in combination is the sum of their separate

values.
Step 2: Annual capital cost denominator

As already mentioned, the conversion of lump sum figures (investment
costs and subsidy values) into annual equivalents is accomplished by
means of a standﬁrd annuitising procedure based on the annual capital
charge formula:

a = A.q with the annuitising factor q = r (1 + r)n

1+ -1

where a is the annual equivalent of the initial value A given a life-
time of n and a discount/interest rate of r. The details of the procedure

can most easily be presented in terms of three sub-steps.

The first sub-step involves the calculation of a weighted capital
cost factor. Within this sub-step, the annual capital charge factor
is calculated for each asset type separately. This requires assumptions
to be made about both asset lives (our interest here is in actual economic
lives) and discount/interest rates. As far as the latter is concerned
we use the EC reference rates, as in Stage A. As for asset lives, we
assume a building life of 50 years and a plant life of 10 years in all
EC countries (alternative asset life assumptions are possible but would
not affect the ranking of the various incentive schemes unless there were
marked differences between countries in asset lives.,) Land and working
capital are non-depreciable. For them, the annual capital charge factor
is identical to the interest rate. Once the annual capital charge factor
has been calculated for each asset type the results are summed using the
already-identified weights of asset expenditure within project costs (see
p.41 above). The resultant figure we term the weighted annual capital

cost factor.

Within the second sub-step an annual subsidy factor is calculated.
Just as investment costs must be annuitised so must the subsidies awarded
in respect of these costs. In doing this the annual capital charge formula
is again relevant. There arises, however, the interesting issue of the
appropriate value for "n" in the formula - that is, the appropriate "life"

over which to spread the subsidy. In the case where item-related replace-

43



ment is subsidised the issue is easily resolved. Clearly, the subsidy
should be spread over the life of the asset to which it relates - 10
years for plant, SO years for buildings. But what if item-related
replacement is not subsidised? The inevitable problem is to decide on an
appropriate subsidy life. One possibility is to use the life of the
longest asset (the fifty-year building life). Another, and one which
tries to take into account the fact that not only setting-up projects
but also other project types like rationalisation are aided, is to adopt

a somewhat shorter subsidy life - at least in the case of plant.

In the valuation tables we have assumed that (in those cases where
replacement is not specifically subsidised) the appropriate plant subsidy
life is 20 years - twice the lifetime of the plant. This is perhaps one
of the weakest assumptions in the whole valuation exercise. It is one
which we feel to be appropriate, but is difficult to substantiate. For
this reason it could perhaps be argued that we should simply have settled
for the 50 year subsidy life assumption. However, and this is an important
point to make, the results would not in fact have been very different
from those produced in the tables, and there would certainly have been
no significant change in the ranking or grouping of countries.

The third sub-step of the annuitising procedure involves simply
dividing, for each incentive in turn, the annual subsidy factor by the
weighted annual capital cost factor (i.e. the outcome of sub-step (ii)
by the outcome of sub-step (i)). The resultant annuitising factor is
used to transform the column one results of valuation Table B into
coiumn two results. 1In so doing, it moves the valuations from the initial

to the annual capital cost denominator.
Step 3: Value added denominator

The transformation from annual capital costs to value added is
technically very straightforward. If annual capital costs are interpreted
to mean "gross profits" in the national iﬁcome accounting sense of the
term (profits before deduction of depreciation, interest payments and
taxation) then it is no major task to identify the link between gross
profits and value added. We use aggregate national data (as presented
in Eurostat, National Accounts: 1970-74, Eurostat Yearbook 2-1975, Statistical

office of the European Communities, 1975, Table 5) .as a proxy for this
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relationship in comparable projects in each country. The justification
for using country-specific keys is that this picks up differences in the
actual factor cost mix confronting firms in particular locations, which
a_priori can be expected to vary internationally, not least since
mechanisms tending to equalise factor costs work very slowly. For

those who do not accept this, or who argue that, given the gquality of
the data, a common gross profits : value added ratio should have been
adopted, it is important to note that, with a common gross profits :
value added key the ranking of incentive packages is obviously

identical to that thrown up by the annual capital cost denominator

(except perhaps where labour subsidies are paid).

As a final point to this general introduction to the valuation
tables, it will be noted that no direct attempt is made within the
tables to value direct tax concessions (as opposed to depreciation
allowances). The reason for this is the simple one that data on
taxable profits is not consistently or comprehensively available.
Nevertheless, as additional notes to the valuation tables, some broad
indication of the value of any available tax concessions is given under

very specific assumptions.

In the remainder of Part I, we present, for each Community
country in turn, a survey of the regional incentives in that country.
These surveys consist of a brief overview of the regional incentive
system, detailed synopsis tables covering kef features of the main
regional incentives, an introduction to the valuation of these
incentives, and, finally, the valuation tables themselves together

with explanatory notes.
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BELGIUM

THE INCENTIVES

Within the framework of its industrial and regional policy,
Belgium operates a number of financial and fiscal incentives, the
bulk of which originate from the so-called General Expansion Laws of 1959,
and 1970. In 1959 two such laws were introduced - one national in
character aimed at improving the sectoral structure of the economy
while the second (regional) law instituted special measures to combat
the economic and social difficulties of certain problem regions. This
regional dimension to the General Expansion Laws was further accentuated

by the specifically regional laws of 1966 and 1970.

The 1970 Expansion Law created two categories of development zone
(Categories I and II). These zones have not, however, been
operationalised, with the result that the zones established under the
1959 and 1966 laws remain in force. In the accompanying map, we term
as '"Category I zones' those areas designated in 1966 while 'Category II
zones' are those areas delineated in 1959 but not included within the
1966 zones, As already noted, there is no practical difference at
present between these areas in terms of award levels. Together they
cover 34 percent of the surface area of the country and hold some 42

percent of the national population.

The great majority of financial incentives on offer in Belgium
have no specified regional dimension. State guarantees, for example,
covering the whole or partial redemption of puﬁlic credit institute loans
are national aids, as is financial assistance (in the form of grants
which, amongst other things, cover transport and removal costs) payable
to encourage the geographical mobility of unemployment workers.
Similarly ,interest free advances for management consultancy and research
and development, as well as the provision of equity finance through the
National Investment Corporation, are available on a country-wide basis.
A five year exemption from real estate income tax is another measure
which is available nationally. Incentives (through interest subsidies,
grants and loan guarantees) for the purchase and equipping of industrial
sites by public bodies are also national, as is the government purchase
or construction of factory buildings for subsequent sale or letting (a
provision which has not so far been used). Aid for advanced technical
labour training (with grants, generally at some 25 percent of the

combined wages and social security costs of the labour undergoing
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BELGIUM

training) has a minor regional element in that the rate of award is

slightly higher in the development zomnes.

The two specifically regional financial incentives in Belgium
are interest subsidies and capital grants. Both are project-based,
are discretionary, and are closely inter-related one with the other
in that grants can partly or totally replace interest subsidies, and
that grant rates are largely calculated on the basis of interest subsidy
values. Conditions of award are, however, more stringent for the grant
(and, in particular, aided investment must be at least 50 percent
internally financed); the majority of projects, some 75 percent,

awarded financial aids get an interest subsidy rather than a grant.

Turning to regional fiscal incentives in Belgium the main ones
are: tax:exemption from the non-inflationary element of capital gains;
exemption from the registration tax levied at the incorporation of
companies; and an accelerated depreciation allowance. (In addition,'
provinces and municipalities can offer fiscal incentives in addition to
those embedded in the national laws but, in common with the treatment
of such local incentives in the other countries, they have been
considered outside the scope of the synopsis tables). Although no
hard information is available on expenditure on any of these fiscal
incentives, the two tax exemptions are certainly not of major significance.
The main fiscal incentive, rather, is the accelerated depreciation
allowance and it is this which is covered in the synopsis tables
(although it must be emphasised that it is very much less important
than either the interest subsidy or the capital grant and, indeed,
can be viewed, to a large extent, as a form of topping up of these
financial incentives). The accelerated depreciation allowance is a
discretionary project-related concession on the cost price of plant,
equipment and industrial buildings and involves a doubling, for three
consecutive years, of the nommal national straight line depreciation
allowance (20 years fiscal life for industrial buildings and 10 years

for plant).

Two final points need to be made in the context of Belgian
incentives before moving on to the synopsis tables. The first is
that, as we have seen, the regional incentives are based on the
General Expansion Laws and are largely regional variations of these.
One outcome of this is that many of the published figures are for the
nation as a whole rather than for the problem areas per se. Therefore,

where the synopsis tables indicate that figures are on the basis of
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the General Expansion Laws these are national figures and do not refer
to the problem regions alora. The second point relates to the
administrative system. Because of the three region structure of
Belgium, applications for incentives are generally evaluated by the
appropriate Regional State Secretaries for Economic Affairs (in
Flanders, Wallonia or Brussels) in line with administrative directives
specified by the region's Departmental Committee for Regional Affairs.
Large projects (of between BF 150 million and BF 300 million) are
however dealt with specifically by these regional committees while
still larger projects (of over BF 300 million) are the responsibility
of the national Departmental Committee for Economic and Social
Coordination which also coordinates the work of the three regional

authorities.
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Interest Subsidy

Capital Grant

Accelerated Depreciation

1. Basic details

r. Legal Basis

4. Eligible

Activities

5. Activit

Discrimination|

Discretionary, project-related interest
subsidy on loans offered through ‘approved
credit institutions' such as banks and public
financial organisations. The maximum
regional subsidy is 5 percentage points (6
percentage points for advanced technology
projects and 'progress contracts', 7 percent-
age points under special cyclical conditions)
on up to 75 percent of investment over a
maximum 5 years compared to standard national
maxima of 4 percentage pointa (5 percentage
points for advanced technology), 66 percent
and 4 years (6 years under special cyclical
conditions) respectively. Repayment is
annual on a straight-line basis with a
maximum repayment holiday (available only in
respect of the regional subsidy) of 2 ycars.
No interest-free period is available.

Law of 30 December 1970: General Expansion
Law. (Belgisch Staatsblad : Moniteur Belge 1
January 1971).

Application is made through an approved credit
institute to the appropriate State Secretary
for Regional Economy (in Flanders or

Wallonia or Brussels). For most projects he
decides on the level of award subject to the
legal maxima and in line with administrative
directives specified by his region's
Departmental Committee for Regional Affairs
This regional committee is however directly
responsible for large projects (see .
introduction) while for very large projects
responsibility lies with a national inter-
departmental committee (again, see intro-
duction). Any subsidy awarded is paid to the
approved credit institute which in turn offers
a loan to the applicant firm at the market
rate of interest minus the government subsidy.

Industrial activities (including mining),
artisan activities, and enterprises in the
service sector involved in trade, tourism,
managewent and engineering techniques, and
research and development are all eligible.
Agriculture is not eligible unless of an
industrial or service character, while
construction is eligible only in as far as it
deals with construction materials and pre-
fabrication.

In principle only priority ] sectors receive
the maxiwum percentage point subsidy: for
priority 2 sectors, the maximum is reduced by
1 percentage point and, for non-priovity
sectors, by 2 percentage points. 1In practice,
however, no distinction is made between
priority 1and 2 sectors. Within the maxima
laid down the rate of concession is at the
discretion of the authorities (as is the
decizion whether or not to make an award) thus

niving some scope for discrimination.

Discretionary, project-related capital grants
can partly or totally, replace interest
subsidies in those cases wliere the aided
investment is at leaat 50 percent internally
financed. The level of grant is calculated
by summing the undiscounted annual interest
subsidies which would have been due had the
‘own finance' been in the form of a 10 year
interest-subsidised loan, repaid annually on
a straight-line basis, with neither principal
repayment holidays nor interest free periods.
For the appropriate interest subsidy maxims,
see Interest subsidy.

As interest subsidy.

As interest subsidy, except that application
is made divectly to the competent
administration.

As interest subsidy.

As interest subsidy.

A discretionary, project-related fiscal
concession on the cost price of plant,
equipment and industrial buildings. If
accelerated depreciation is awarded the
straight-line rate (depreciation ia norm-
ally linear over 20 years for industrial
buildings and 10 ycars for plant) is
doubled for a fixed three consecutive
years, Accelerated deprecistion is
normally only awarded to projects already
receiving a capital gramt or intevest
subsidy and indeed should be viewed as a
form of topping up of these incentives.

As interest subsidy

Application is made to the Ministry of
Economic A€fairs (for small firms, the
Miniatry of Trading Classes). The award
deciaion is taken by the appropriate
State Secretary for Regional Economy (in
Flanders or Wallonia or Brussels). If
an award is made, claims are administered
aa part of the company tax system.

An interest subsidy.

None in terms of rates of award these
being fixed. The decision wherher or
not to award is however discretionary,
thus giving scope for some industrial
discrimination.
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Interest Subsidy

Capiral Grant

Accelerated Depreciation

7. Project Trpe
Discrimination

8. Size Discrim-
TnatTon

9. Eligible

Items

10. Eligible Purms
of !xgenahuu

1. Purther
Conditions

The regionsl interest subsidy is avajlable
only on projects locsted ip category I and II
development zones. In principle, the
saximum subsidies sre limited to category I
zones but in practice no distinction is made
between the two zone types (see introduction)
Ho further specified Jdiscrimination within
these zones (but see 5 above).

All project types are eligible except take-
over and replacement projects (unless
special permission i{s granted) although for
transfers only the net investwent incresse
qualifies. Mo specified discrimination
betwean eligible project typss (but see 5
abave).

In terms of eligibility, projects which cost
the state less than BF 100,000 per snnum are
excluded (except whan proposed by smsll firms
of less than 50 employees) while projects of
wore than FM 100 mill. way be required to
undertake counterpart action (i.e. the
transfer of convertible bonds to the state).
In terms of rates there is no direct
discrimination slthough, bacause of the
presence of particularly favourable national
schemes, the regional differential for swall
projects is lesas than for other projects.
Beyond this, no specified size discriminstion
{but see 5 above).

All divect investment in the acquisition or
construction of buildings, plant and
equipoént (including site purchase, market
organisational studies etc.) is eligible, as
is the reconstitution of working capical.
Vehicles are generally ineligible except for
emall and medium sized firms, while second
hand assets are eligible only under special
conditions. Ancilliary buildings are eligible
only when - like offices and conteens - thay
are a constituent part of the project. Theve
ia no lower item-value 1{mit but short-life
assets are generslly ineligible since the
lifutime of a subsidined asser should aL laast]
cover the subsidy period.

Asasts purchased with cash or through phasad
payments a igible as are leased ass
but not those bought en hire purchase,

In making awards the main general criteria
taken into account are: creation of employ-
jment; effect on economic structure;

financial soundness of the applicant enter~
prise; sgreement with national envirommental
protection and anti-inflation policies; and
product type (with energy-saving products,
roducts of {mpurtant socio-economlc signifi-
[rance and products exported to non-EC countrfe

peing favoured),

As intereat subsidy.

As intarest subsidy.

As interest subsidy, except that the transfer
of convertible bonds is not required of large
projecta,

As {nterest subaidy.

As interast subsidy.

As interest subeidy, but, in addition, at
least 50 percent of project investment must
be internally financed.

In practice accelerated depreciation is
available throughout the designated

areas. Within the eligible areas, no
scope for rate dincrimination since rates
are fixed. Avard is, however, discretion-
aty (see 5 above).

In principle all project types are eligibk
A condition of award that a minimum 20 newv
jobs be created {which of course meant the
only setting up projects snd major
extensions generally qualified) no lomger
applies. There is no rate diacrimination
[between eligible projects, since rates are
fixed. Awvard is however discretionary
(see 5 above).

[The rule that a minimum of 20 new jobs mux
be created no longer applies - otherwise
no epecified discriminatfon (but see S
above) .

Rligible items include industrial building
plant and equipment, subject to a minimm
asset life of 5 years, Vehicles are
ineligible, Certain items (such as ships
and scientific research equipment) qualify
for even more favourable accelerated
depreciation nationally and are not
therefore normally covered by the tegional
scheme,

Asacts purchased with cash or through.
hased payment are eligible, as would be
ssets bought on hire purchase. Leasad

assets are not eligible.

As interest subsidy,
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Interest Subsidy

Capital Grant

Accelerated Depreciation

12. Actual Awards

13. Tax Treatment

14, m and

Phasing
15. Topping Up

16. Addability

17. Clawback

On average, the regional subsidy is 4 percentﬁ
age points over a period of 4 years on two-
thirds of investment costs. Since 1972
Interest subsidies under the general
expansion laws have been related to the
following loan awards (FB Mill.):

1972 1973 1974 1975
cases 415 715 512 338
awards 10,974 23,404 15,612 10,587
average 23 3 30 31
The figures relate solely to cases where
interest subsidies only were awarded. 1In a

further 100 cases annually interest subsidies
were avarded in combination with state
guarantees.

By reducing debt servicing charges, the
interest subsidy is taxed in as far as it
increases taxable profits.

Application must be made, and conditionally
accepted, before projeet conatruction starts.
Application processing period: on average

2 months. The interest subsidy is 'paid’ as
interest payments become due.

No awards are possible beyond the formal
maxima.

Can be combined with capital grants, state
guarantees and fiscal aids. MHowever, when
combined with a capital gramt, the maximum
value of the interest subsidy is reduced

by the value of the grant (see capital grant).
The provision that, when combined with a state
guarantee, the maximum value of the intevest
subsidy is reduced by 1 percentage point, has
been deleted.

[Post-award checks are based on annual
financial reports prepared by the beneficiary's
approved credit institute and on factory
visits. Non-realisation of objectives can
lead to reduction or withdrawal of subsidy.
It is not clear to what extent this provision
has been applied.

No information on average percentage awards,
Since 1972 the following capital grants have
been awarded under the general expansion laws
(FB mill.):

1972 1973 1974 1975

cases 146 233 157 118
awards 1,831 2,565 1,414 1,227
average 13 11 9 10

Indirectly taxed whenever profits are made
since aided investment must be depreciated
for tax purposes net of any grant received.

Application must be made, and conditionally
accepted, before project construction starts.
Application processing period: on average 2
months., The grant is paid in three equal
annual instalments - the first not leas than
one year after positive decision on condition
that a apecific part of the investment has
been carried out; the second one year there-
after provided the investment programme has
been completed (or 75 percent completed in the
case of extended programmes requiring 18 month;
or more); and the third a further year later
subject to the attainment of the project
objectives.

No awards are posaible beyond the formal
maxima.

The grant veplaces wholly or partly the
interest subsidy. Grants and interest
subsidies can therefore be awarded in combina-
tion, subject to the limitation that the com—
bined incentives do not exceed the interest
subsidy maxima. GCrants can also be combined
with fiscal aids, MHowever, when added to
accelerated depreciation the value of the
grant ia reduced since the net present value
of the tax to be paid on it increases.

CGrant iustalments are paid out only on

condition that the award conditions are
being met., Otherwise, as for interest
subsidies.

No information

Not relevant

Project application must be made before

a tax claim is submitted, and would norm-
ally be made before project conatruction
starts (in conjunction with capital gront/
soft loan applications). Application
procesaing period: on average 2 months.
Claim relating to particular items of
project expenditure are made along with
the tax return. The concession applies
for 3 consecutive years from the year in
which expenditure is incurred.

No awards are possible beyond the formal
maxima. The allowance is normally viewed
as topping up the financial incentives.

Can be combined with all other regional
incentives. When added to the capital
grant, the value of the grant is reduced
since the net present value of the tax to
[be paid on it increases. This is because
the grant is, in effect, brought into
income and hence taxable profits more
[quickly than under the normal depreciation
schedute.

[Not relevant
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Interest Subsidy

Capital Grant

Accelerated Depreciation

18. Turndowm

19. Cost
20. Jobs

Associated

121. Investment
As te

22. Anticipated
Duration

23. Change
mhm

24, Miscellan-
eous

In the period 1959 to October 1976, 19 per-
ceut of applications mads under the genarsl
expansion lavs were turned down. One reason
for turndown, other than general failure to
meet award conditions, has been an abundance
of own finence, vitiating the nced for state
assistance.

The costs of interest aubsidies payable under
the general expansion laws (calculsted on the
basis of the wost unfavoursble 'timing and
phasing’ assumption for the state) have been
(FB mill.):

1972 1973 1974 1975

1,961 4,759 3,593 1,912

No information on jobs associated with
interest subsidies alone. The figures belov
relate to interest subsidies and capital
grents under the general expansion laws:
1972 1973 1974 1975
25,259 36,718 23,525 12,219
No information for interest subsidies alome.
For all financisl aids, under the general
expansion lawvs, planned investment was
KFe aili.);
1972 1973 1974 1975
35,677 65,593 45,826 36,501
Nn specified life

In the event of incentive change, applicationg
under consideration would be treated under
the new conditions.

No information

No information

Estimated annual expenditure on capital grants{No information

avarded under the general expansion laws has

been (FB mill.):
1972 1973

1,831 2,565

Ser interest subsidy.

See interest subsidy

No specified life

As interest subsidy

1974 1975
1,414 1,227

Jlln information

Po information

[No specified life

As interest subsidy
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BELGIUM

THE INCENTIVE VALUES

As we have seen, the most commonly awarded regional financial
incentive in Belgium is the interest subsidy. An interesting feature
of this incentive is that it is simply the regional extension of a
national incentive scheme. Whereas, for example, the maximum interest
subsidy in the Development Zones (DZ) is 5 percentage points over
5 years on up to 75 percent of eligible investment, the standard national
maximum is 4 percentage points over 4 years on up to two-thirds of
eligible investment. Since our prime concern is with the regional
advantage conferred by any given incentive scheme, for the interest
subsidy we consider both regional and national values in the valuation
tables which follow.

In Table A the effective values of both the interest subsidy and
the capital grant (the other important financial incentive) are shown as
ranges at the Development Zone level. In the case of the interest
subsidy the range is a straightforward one reflecting simply the
difference between the case where no principal repayment holiday is
awarded and that where a period of two years principal repayment free
(i.e. the maximum) is obtained. For the grant, however, the range is
of a very different nature. The grant, it will be recalled, is available
towards internal project financing wherever this represents at least
50 percent of project expenditure. The lower end of the range in the
table shows the value of the grant when this bare minimum of 50 percent
internal finance is met. In contrast, the top end of the range
represents the position where the capital grant is obtained on the
maximum possible soft loan component (75 percent of eligible investment
in the Development Zones, for example). In addition to these, the two
main regional incentives in Belgium, the table also covers the
accelerated depreciation allowance, the most important of the Belgian
regional fiscal aids. As mentioned in the synopsis tables the
accelerated depreciation allowance is available only in the

Development Zones.

From the table it can be seen that, in effective value terms, the
capital grant is ‘worth' considerably more than the interest subsidy -
a maximum 9.5 percent of initial capital costs after tax, delays and
eligible items compared with an equivalent interest subsidy maximum of

4,7 percent. it must however once again be stressed that the grant is
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available only towards internal financing and only when such
financing accounts for at least 50 percent of project expenditure.
Between 197l and 1974 less than 45 percent of gross capital formation

in Belgium was internally financed.

Table B maintains the broad structure of Table A. Like that
tableit distinguishes between Development Zones and the nation. Where
it differs from Table A is in its concentration on the effective value
of incentives in combination rather than individually. In this regard,
the bracketed figures represent the outcome when the accelerated
depreciation allowance is received on top of either the capital grant
or the interest subsidy, or both. No figures are given for the
accelerated depreciation allowance on its own since it is normally
awarded in conjunction with a capital grant/interest subsidy and indeed

isusually seen as a form of topping up of these incentives.

Moving now to the contents of Table B, it can be seen that the
highest effective values apply to the capital grant/accelerated
depreciation allowance combination in the Development Zones - 12.6
percent of initial capital costs, 11.2 percent of annual capital costs
and 3.7 percent of value added. These percentages, however, give a
misleadingimpression of the value of the Belgian regional incentive
package. In the first place, they assume no less than 75 percent
internal financing. With internal finance of only 50 percent (still
a relatively high figure, as already noted, for projects in Belgium in
recent years) the maximum value of the package in the Development
Zones is 11.3 percent of initial capital costs, 10.1 percent of annual
capital costs and 3.3 percent of value added; while with less than
50 percent internal finance (and hence no capital grant - the position
for three~quarters of all assisted projects) the equivalent maximum
package values are 8.4, 7.5 and 2.5 percent rbspectively. Secondly,
the effective values mentioned above are maxima. The averﬁge award
made in the Development Zones for the capital grant/interest subsidy/
accelerated depreciation combination is (assuming 50 percent internal
finance) 9.1 percent of initial capital costs, 8.1 percent of annual
capital costs and 2.7 percent of value added; and (assuming less than
50 percent internal finance) 6.6 percent, 5.9 percent and 1.9 percent

respectively. The final reason why the percentages quoted earlier
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give an exaggerated view of the value of the Belgian package is that
‘they ignore the existence of similar national measures and hence do
not represent the regional differential. In terms of award maxima
the overstatement amounts to 3,9 percentage points (in respect of
initial capital costs) 3.5 percentage points (in respect of annual
capital costs) and 1.2 percentage points (in respect of value added),
while in terms of average awards the overstatement is 1.2 percentage
points, 1.1 percentage points and 0.4 percentage points respectively.
Everything considered, therefore, the average regional value of the
standard combination of incentives in Belgium is very much lower than
at first sight - and indeed as we shall see in Part II, is low in

comparison with the regional incentives in most other EC countries.
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Table A:

AREA

DEVELOPMENT IS

ZONES

NATION

NOMINAL TO EFFECTIVE PERCENTAGE SUBSIDY.

INCENTIVE LEVEL

Maximum

average
ce Maximum

average
AD plant fixed rate

AD building fixed rate

1s Maximum

average

NOMINAL
VALUE

15.3-17.4

10.8-12.1

13.8-20.6

11.0-14.7

6.0

4.9

10.8

6.7
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EFFECTIVE VALUE AFTER

TAX DELAYS ELIGIBLE
ITEMS

8.0-9.0 8.0-9.0 4.2-4.7
5.6-6.3 5.6-6.3 2.6-2.9
10.6-15.8 9.1-13.6 6.4-9.5
8.4-11.2 7.2-9.6 5.0-6.7
- - 2.3

- - 1.4

5.6 5.6 3.9

3.5 3.5 1.2



BELGIUM
Table A: NOTES AND ASSUMPTIONS

(a) GENERAL: Discount rate 10.75 percent (EC reference rate 1976)

(b) INTEREST SUBSIDY (IS)
(i) Nominal value: Net grant equivalent of interest subsidy as percent
loan award assuming:

principal interest  interest
concession repayment free rate
period holiday periods subsidy
DEVELOPMENT maximum 5 years 0-2 year range none 5 percentage points
ZONES (DZ) average 4 years reflected in none 4 percentage points
table
{NATION maximum 4 years none none 4 percentage points
average 3 years none none 3 percentage points

Loans are 10 year loans, repaid annually on a straight line basis.

(ii) Taxation: Effective corporation tax rate: 48 percent (standard rate).

(iii) Delays: ©None. Loans drawn down in relation to need.

(iv) Eligible items: (a) Loan as a percentage of eligible investment =~
75 percent for the DZ maxima; 66.7 percent for DZ average and national
maxima; 50 percent for national average. (b) Eligible investment as a
percentage of all project capital costs - 70 percent, it being assumed that
working capital accounts for 30 percent thereof. As noted in the synopsis
table working capital is ineligible for aid except insofar as it involves
the reconstitution of working capital.

(c) CAPITAL GRANT (CG)

(i) Nominal value: As percentage eligible investment costs - calculated by
multiplying 5.5 percent (i.e. the undiscounted value of a one percent
subsidy on a 10 year loan as a percentage of the loan) by the appropriate
interest rate subsidy (see (b) (i) above) and then by the proportion of
eligible investment costs covered by the loan (i.e. 75 percent for the DZ
maxima; 66.7 percent for DZ average). The lower end of the ramge shown
in the table is on the assumption that the loan covers only 50 percent of
eligible investment costs. (At least 50 percent of eligible investment
costs must be internally financed before a capital grant can be awarded).

(ii) Taxation: Effective corporation tax rate: 23.5 percent. (Capital grants
are taxed 'indirectly' by reducing the value of aided assets by the value
of the grant for depreciation purposes. For depreciation purposes we
assume that plant is depreciated straight line over a 10 year fiscal life
and buildings straight line over 20 years).

(iii) Delays: Grant paid in three equal annual instalments - the first, one year
after ministerial approval (i.e. 6 months after asset expenditure assuming
immediate project start, one year project construction period, and a
uniform spread of project expenditure).

(iv) Eligible items: Eligible investment assumed to be 70 percent of all
project capital costs, it being assumed that working capital is 30 percent
thereof. As noted in the synopsis table working capital is ineligible
for aid except insofar as it involves the reconstitution of working capital.

(d) ACCELERATED DEPRECIATION (AD)

(i) VNominal value: Net present value of tax saving due to accelerated

depreciation given an effective tax rate of 48 percent.
(ii/iii) Taxation/Delays: Not relevant.

(iv) Eligible items: With EC key of: 1land 5, buildings 40, plant 55 and with
working capital assumed to be 30 percent of project capital costs, eligible
buildings account for 28 percent and eligible plant for 38.5 percent of
all project capital costs,
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Table B:

AREA

Dz

NATION

NATION

EFFECTIVE SUBSIDIES AS A PERCENTAGE OF VARIOUS DENOMINATORS.

INCENTIVE INITIAL
COMBINATION CAPITAL COSTS

Max imum

cG (+AD) 9.5 (12.6)
CG + IS (+AD) 7.8-8.0 (11.1-11.3)
1s (+AD) 4.2-4,7 (7.9-8.4)
IS 3.9

Average

cG (+AD) 6.7 (9.9)
CG + IS (+AD) 5.7 (9.1)
IS (+AD) 2.6-2.9 (6.3-6.6)
IS 1.2
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ANNUAL
CAPITAL COSTS

8.5 (11.2)

6.9-7.1 (9.9-10.1)

3.7-4.2 (7.0-7.5)

3.5

6.0 (8.8)
5.1 (8.1)
2.3-2.6 (5.6-5.9)

1.1

VALUE ADDED
2.8 3.7
2.3 (3.3)

1.2-1.4 (2.3-2.5)

1.2

2.0 (2.9)
1.7 2.7
0.8-0.9 (1.8-1.9)

0.4



BELGIUM
Table B: NOTES AND ASSUMPTIONS

(a) INITIAL CAPITAL COSTS
In general the summation of the Table A results. Note, though that when
a capital grant is awarded in conjunction with accelerated depreciation
the value of the grant is reduced to 93.26- percent of its Table A level
since tax on the grant is paid more quickly under the accelerated dep-
reciation regime. Moreover, when capital grant and interest subsidy
are combined it is assumed that the notional loan on which the former is
based (equivalent of course to the level of internal financing) covers
50 percent of eligible investment costs (the minimum level of internal
finance necessary before a capital grant can be awarded) and that the
loan on which the interest subsidy is awarded covers 25 percent of
eligible investment costs for the DZ maxima and 16.7 percent for
DZ average.

(b) ANNUAL CAPITAL COSTS (Discount/interest rate 10.75 percent).
(i) Calculation of weighted annual capital cost factor:

Assumed Annual Capital Weighted
Asset Life Charge Factor Weight Factors
Buildings 50 0.1082 0.280 0.0303
Plant 10 0.1680 0.385 0.0647
Land/Working Capital - 0.1075 0.335 0.0360

WEIGHTED ANNUAL CAPITAL COST FACTOR 0.1310

(ii) Calculation of annual subsidy factor:

~ AD building : 0.1082 (building subsidised)
- AD plant i 0.1235 (plant subsidised)
- CG, IS : 0.1166 (plant/building/land subsidised)

Since replacement is not explicitly subsidised, the subsidy life
of the plant element of the CG and IS, and of AD plant, is taken
to be 20 years - see p 32 above.

(iii) cCalculation of annuitising factor ((ii) <+ (i))
[o]

- AD building : 0.826
- AD plant : 0.9427
- CG, Is : 0.8901

(c) VALUE ADDED
It is assumed that gross profits make up 33 percent of value added,
This was the average figure for manufacturing industry in Belgium
over the period 1970-74. See Eurostat, National Accounts 1970-74
Eurostat Yearbook 2 - 1975, Statistical Office of the European
Communities, 1975, Table 5.
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THE INCENTIVES

Denmark, like most other EC countries, has a considerable variety
of regional incentives on offer. Many are, however, of only minor
importance -~ at least in expenditure terms. There are seven such
minor regional incentives. First, there are operational grants payable
to industrial enterprises whose financial position -has seriously
suffered because of location in a development area. To be eligible the
enterprise must have received a company soft loan or have moved into
industrial buildings aided under the municipality soft loan scheme.
(Both of these incentives are discussed below). The grant is
payable within three years of the signing of the contract for the company
soft loan or of the move into a municipal industrial building. The
funds available for the incentive are, however, limited énd reserved
for special cases; they can only be paid after consultation with the EC. Only
three awards have in fact been made under this scheme since its introduction
in 1969. Secondly, companies moving into a development area may
receive company removal grants to cover the costs of removal where
these are substantial. Only 13 such grants were awarded between

1972 and1976 - having a total value of DKr 0.5 million., Thirdly,

where essential for the operation of a company in its new location, a
removal grant of DKr 4,000 can be awarded for each member of staff
moved, Again, however, these awards are rare and between 1972 and

1976 only 95 were made, totalling some DKr 380,000. Fourthly, grants
may be paid for studies and plans for projects of importance for the
industrial development of a region (as well as for the operation of so-
called Regional Development Committees). Between 1972/73 and 1975/76
DKr 425,000 was awarded for project studies and DKr 1,75 million for
the operation of the Regional Development Commitfees. Fifthly, loans
and grants may be awarded to infrastructure projects of central
importance to the industrial development of the region in that they
safequard or attract industrial activities. Since 1972/73,

DKr 3.5 million has been awarded under this scheme - all of it in
1975/76. sixthly, companies which, within the previous three years,
have received company soft loans or have moved into an industrial
building financed by a municipality soft loan may be awarded guarantees

on loans for working capital if it can be shown that it would otherwise
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be impossible to procure sufficient working capital. The duration of
the guarantee may not exceed 5 years, and the amount of the guarantee
is reduced during this period. A 2 year period of grace may be allowed.
These guarantees can only be awarded after consultation with the EC.

In fact, no awards under the scheme have so far been made. Finally,
companies can receive guarantees on loans for pre-rationalisation
studies if it would otherwise be impossible to finance such studies.

The duration and grace period is as with the working capital guarantees.

There have, so far, been no applications for award under this scheme.

All of these regional incentives, then, are small in terms of the
amount of money expended upon them or the number of projects aided.
There are, in fact, only three regional incentives which are of major
importance. The main incentive, currently involving some DKr 130
million annually, is a company soft loan of up to 20 years duration for
buildings and up to 10 years for plant. This loan is at 7.5 percent
interest, covers up to 90 percent of eligible investment costs and carries
with it repayment holidays of up to 5 years (although in practice a 2
year maximum period of grace is standard). Closely related to this loan,
and indeed often offered in conjunction with it, is an investment grant
covering a maximum 25 percent of eligible investment costs. Current
investment grant expenditure is DKr 50 million per year. Unlike the
company soft loan and the investment grant, the final important
incentive in Denmark does not go directly to companies but rather
subsidises the building of factories by municipalities. The subsidy
takes the form of a low interest (7 percent) loan of 25 years duration
on 75 percent of building costs. This subsidy must however be passed
on in full to the occupant firm (either in the rent or in the sale
price) and, moreover, municipalities must subsidise.the remaining 25
percent of building costs at the same rate. Expenditure on the munici-
pality soft loan amounts to some DKr 20 million per annum. The synopsis
tables (and the valuation tables) which follow are concerned with these

three key incentives,

Before moving to the synopsis tables, however, two preliminary
remarks need to be made, The first concerns the spatial coverage of
the Danish incentives. From the accompanying map it can be seen that

aided areas are of two types - General Development Regions and,
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within these, Special Development Regions where the intensity of

the regional problem is most acute. The former hold some 31 percent of
the Danish population and the latter, some 16 percent. From the
viewpoint of the regional incentives the major difference between the
two areas is that investment grants are payable only in the Special
Development Regions. Secondly, when calculating eligible investment for
the company soft loans and grants, account is taken of so-called
mortgage credit loans. In the case of the soft loan scheme, eligible
expenditure is reduced by the value of any mortgage credit loan received.
For the investment grant, the grant is awarded in respect of eligible
investment minus the difference between the nominal and market price

of the mortgage credit loan. These mortgage credit loans are peculiar
to Denmark and involve a system whereby, in return for the deposit of
mortgage deeds, special mortgage institutes issue bearer bonds having

a nominal value equal to the loan to be awarded. The borrower must

then sell the bonds for what they will fetch on the Stock Exchange.
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Company Soft loan

Investment Grant

Municipality Soft Loan

b

»

Basic
Details

Eliglole
Activities

Activity
Discrialn
atlon

Spatial
Discrimin-

ation

Project
ation

Discrationary, project-related soft loan of up to 20
years duration (for butldings) and up to 10 years dur-
atlon {for plant). Rep hly on a gh
line basis. The maxisum repaymsent holidasy is 5 years
{in practice, 2 years). No interest-fres paricd iw
available. A maxisum of 90 percent of eligible project
costs (1.e, project fixed capital couta minus the man-
mum Wottysge-credit loan - normally about 60 percent
of project fised capltal costs - and any investment
grant awarded) can be covercd, Current intorest rates
7.5 percent. Using EC raferencs rata as the market rate
the current concession ia 2.75 parcentage pointe.

Article 6 of Regional Davelopment Ast 1372 (Act Me. 219,
7 June). Act administered through “rules of procedure”
laid down by Hinister of Coamerce (the current rules
date fiom 15 August 197),

Day-to-day sdministration by Regional Davelopaent Dir-
ectarate (RDD). RDD responsible to 11 member Regional
Davelupment Council (RDC), appainted by Hintster ot
Commerce. RDC appralses projects and makes awards, RIC
decisions ere final.

1n lav unly Industrial actlvities lincluding alning) and
services are eligible, Agrlculture and construction are
not eligible unless their production is industrialised.
In practice awards are overvhelsingly towards manuf-
acturing with scrvice awards buing limited to the hotel
sector. State industry cannot ba aided.

No specified discrimination between sligible activitias
but the decision whether oF ot to award and the rate of
award {subject to the set @axima) are at the discretion
of the authorities (the daclsion being based on a “tatal
evaluation® - 11 below}, thus giving scwe scope for
discrieinatjon.

Mo specified discrisination within the otigible ar
{the General Development Regions) but see 5 above on
dtscretion,

In lawv éecting-up projects, extansions, rationalisations,
acdernisations and transfera are all
Neither takcovers nor wholly replacement proj-
ects are eligible. As Par as rates of avard are con-
cerned project typa is specifically taken into account
in the “total avaluation”, For example, whereas setting-
up projects and ®ajor extensions receiva JO parcent loan
coverdgu fur building cousts, seall extenslons and al-
txrations can obtain 50 percent coverage (depending on
the mortgage-credit laan). Further discrimination is
poasible bacause of the discretionary nature of the
inceolive (swe 5 above) .

Dlecrstionary, project-ralated capital grant. The grant

may not exceed 25 percent of eiigible project fixed
capital costa 1 the difforancs batween tha nominal
value and the market price of the mortgage deeds isaued
1n tespoct of the groject by the mortgage-ccedit lnatit-
ution which is part-financing the project.

Article 10 of Regional Development Act 1972 (Act Wo. 219,
7 June). Act adsinistered through "rules of procedure®
laid down by Minister of Commerce (the current rulas
date trom 15 August 1973},

As company soft loan,

Aa company soft loan.

As tompany soft loan.

Available only in the Specilal Development Regions but
otherwise as company soft loan,

Zligibla praject types are as company soft loan. As far
as rates of award are concerned, project type is taken
into account In the “total evaluation“, with setting-up
projects baing favoured.

Boft loan availatle to municipalities to allovw thes to
build, for specified clients, Industrial buildings which
ara then normally rented but which can be bought, Lloaa
repaymant is eix monthly on a straight line basis over a
atandard 25 yearz latthough the legal maximua fa 30
yuars). Current interest rate: 7 percent. Using EC
teference rate the market rate the current concisslon
is 3.25 percentage points, No repayment holidaya, HNo
interest-free porioda, Loan covers 4 wtundacd JS percett
of building costs but munivipalities are culiged to sub-
sidisa the rumaining 25 percent or' the save terfas when
calculating the appropriate rental of sailing price.
Annual ront is therefore 4 purcent {i.e. 1/25thy of total
costs plus 7 percent of the outstanding lcen plus gunesal
running expenses. Leasuholder can buy the Luilding at
any time during the course of the lease at total conts
{less subsidy) minus any rental instalnents gaid.

Article 9 of Reglona} Devalopment Act 1972 {Act Na, 219,
7 June). Act administered through “rules of procedure®
laid down by Hinister of Comscrcu (the current rules
date from 15 August 1973},

Municipalities secure clients in advance and then spply
to RDC. RDC aperaises project and, if decfslon favour-
able, awards the municipalfty the loan,

only industrial buildings are sligible, The loan L%
therefore generally limited to manufacturing. Stats
industry cannot be alded.

Batween eliglble activities no rate discrlmiration since
rates are in practice fixed, The decision whether or
not to award is however at the discretiocn of the author-
fties, thus glving sope scopa for discrimination,

As company soft loan excapt that {m practice so discrie-
inatlon in rates.

Eligibility ts limited mainly to setting-up projects.

All other project types [extensions, rationalisations,
reorganisations, modernisations, transfers, takeovers
and teplacement] generally ineligible, although local
industries starting new production may ba sywpathetically
viewed.
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Company Soft Loan

Investment Grant

Municipality Soft Loan

10. £iigible

1), further
Condit1on

12, Actual
buards

r
'

15, Topping
up

16, Addability

Loans mot mocmelly graated te projects isvolviag fixed
(nvestasnt of less thaa Dir 0.5 aill, or more thes

OKe 40 sill. Mo (wrther specified dlecrisimation (Mut
see 5 above) .

£1191ble itews Include plant and machisery, buildings,
site purchase sad prelfslnary investigations, Work-
inq capilal and vehicles are the aaln ineligible itoms.
Meplacsment i3 mot eligible. Second-hand asests are
wiigible §f & vase is made for their necessity.
Ancillary bulldioge {e.g. worker's housing) are
ineligible but offices on the premises are eligible.
tov valus ami short life assets are not sligible.

Assets purchassd vith cash or through phased payments ate
aligibla. Assets bought on hize purchase or lessed are
mnt eligidble,

As part of the “total evaluation® the project must,

be "sound®, be on & ressonable
nd make sn 1mpact on the reciplent
ares 13n tecms of both jobe and growthl, The tinanctal
needs of the project (as reflected {n avellable own
cepital) are alse considersd.

On average, loan durations are 18 years for bulldings
(max. 20 years! end 8 years for plant {sex. 10 years))
while the standard repsyment holiday is I or 2 years
tmsx, 5 years). Between 1972-7) and 197%-76 the follow=
1ng avards were made (DKr mill.)y

1972-73  1973-74  1974-75  1975-76

cases &8 2 " 9"
avards 9.7 9.9 .2 1)0.0
average .S 1.2 1.3 1.4

By reducing debt servicing charges, the concessionary
elemsnt of the loan iz taxed 10 as far as it increases
taxable profits.

1t is preferred that application be mede snd a declsion
recelved before projsct construction starts. Applicstion
processing period: on sverage 1.5 months. Lloan starte
when construction of the peoject has been cowpleted,

Mo awatds are possible beyond the formsl maxima,

When combined with an investment grant the marimum amount
which can La Josnad is reduced by the value of the grant.
#hon cosbined with a municipality soft loan, only plant
coste can be covared by the company loan.

Graats mot sormally swarded to projects imvolving fimed
investmest of less thaa DXr | mill. No further specif-
led discrimimation (but see $ sbove).

As solt loas emcept thet there is mo miniwue
saset lite,

As compeny soft loss.

As company soft loam.

%o hard informstion an the aversge grant sward as &

[ of eligible but it would ssem
that 15 percent (s normal. Since 1972-73 the following
grant swards have been made (DKr [ I3V 8 1]

1972-73  1973-74  1974-75 197526

cases pL] 42 . a5
average avaxd 0.7 .7 Q.7 0.8

Grant 1egarded as Income and therefore taxed to the
od profits, Wowever, it
can be brought into income anytiwe within 10 years
alter it Is received and thus could be fed Into incons
either vhen losses Are being made or in the tenth year,

As cospany soft loan except that the grant is paid out
in lusp sum when construction of the project has been
completed,

Mo avards ara possible beyond the formal maxims.

Normally avarded in cosbination with a company soft
loan. Whers a grant ie avarded the maxlmus company
soft losn vhich can be offered Ls seduced by the valus
of the grane,

There 1s ac epecified eize dlscrimimation. Buildioge
constructsd mormally range trom 600 a? to 10,000 ad,

The construction costs of the buillding (including offsce
1igible, a8 are the costs of site
ructure connections. The cost of
“usual [nstallstions® {heating, lighting, power, wates
atc.) (s also coversd. All other project costs (includ-
ing plant and mschinary, vehicles and working capitaly
are Ineligible.

Mot relevamt.

Clisnt sust be known i advance and wust be scceptable
to the ADC. (For the factors considered, see company
soft loan). Although loan limited to a atandard 75
percent af butlding costs, munlcipalities sre cbliged
to subsidise the remsining 25 perceot on identical tares
for the purposes of calculating the approptiste rental
or selling price.

Since 1972-7) the following awards have bean made
{oxe mill)y

1972-73 197374 1974-75  1975-T6

cases 13 [ 1" 15
average avard 1.0 2.2 1.7 1.9

By reducing rental charges af the purchase price of the
building to the clisat, the concessionary elesent of the
loan is taxed in facr as At increases taxadle protits.

As company soft loan.

No awards are possible bayond the formal [ined rates,

it ity soft loan d, then company soft
loan/ grant are not available to-
vards bullding costs, They could hovevec be claimed in
respect of all eligible project fixed capital costs not
covered by the municipality loan.
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Company Soft Loan

Investment Grant

Municipality Soft Loan

22,

23,

1.

Cost

Clavback

Iovestaunt

Anticipate|
Duration

Change
Provisions

Hiscer-
lansous

No direct information. Loan repaysent sust be sscured
through mortgages, guarantess of by Other weans accaptabla
to the authorities.

1972-73  197)-N4 1974-75  1975-76

spplications 101 10 159 E1)
turndoun 3 s8 65 ”
putcent 3.6 a.e 0.9 8.2
nont down is due to Elnancial wesk of applicant

or to lack of lmpact of project ou ths cconomic dovelop~
went of the problem areas.

Loany pald out betwesn 1972-73 and 1975-76 totaliwd
oKkr 427,9 will., DXz 130,0 mill. being disbursed in
1975-76 and DXr 99.2 mill. in tha previous financial year.|

No informatlon for loans alons but jobs sasoclated
betweun 195B-76 with the incentive packige as a whole -
on the busis of Investors® own estimates of sdditional
jobs created = hava been put at 24,000,

tstluates sre oot avallable for the loan alone. Tutal
project fixed capital costs ssociated with tha three
main Danlsh fncentives have bean {(DXr mill .}y

1972-7] 1973-7¢  1974-75
276 405 408
Mo specified life.

whother projects already under considaration are awarded
"01d* or "pew* is decided ad hoc for esch change.

1f the conditions of award are broken within 5 ysara
the authoritiss can clavback the grant, The amount ta
be repald is reduced by one f1fth for every year which
passea after award.

1972-73  1973-74  1974-75  1975-76

applications 56 a7 T2 k)
turndown 22 as J8 45
percent 9.3 §1.7 s2.8 s7.0

grant awards, but beyond this the ressons for turndown
milar to those for the company soft loan,

Grants approved batwesn 1969-70 and 1973-76 tatalled
DKkr 166.9 mlll,, DKr 34.5 mill. being approved in
1975-76 and DKx 23,3 mill, {n 1974-75.

Bes company soft loan,

Bes cowpany soft loan,

Mo specified life.

As cospany soft loan.

Mo information.

1972-73  1973-74  1974-75  197%-76

spplications 30 16 16 21
curndown 17 9 3 6
pazcent 56,6 $6.3 0.4 20.6

Tha reasons for turndown are generally as for coopsny
soft loan,

oans paid out batween 1963-64 and 1975-76 tatalled
pKr 252 Bill., DXz 20.4 mill, being disbursed in 1975-76
and DKr 19,1 wmill, the previous financial year.

See company soft loan.

Botwean 1961-76, DXr 252 mill. has besn avarded in the
form of municipality soft loans, in support of total
bullding investmant of DXr 336 mill,

No specified iife.

As company soft loan.-
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DENMARK

THE INCENTIVE VALUES

As we have seen, there are three basic elements to the Danish
regional incentive package - a company soft loan (CSL), an investment
grant (IG) and a municipality soft loan (MSL). These are the incentives
covered in this valuation. The most important of these incentives,
at least in terms of number of awards made, is the company soft loan.
There were 335 such awards in the period 1972/73 to 1975/76 (involving
annual expenditure of DKr 130.0 million in 1975/76) - more than twice
the number of investment grants awarded (annual expenditure, DKr 34.5
million in 1975/76) and some seven times the number of municipality
soft loan awards (annual expenditure, DKr 28.4 million in 1975/76).
Indeed, there were on average a mere 12 municipality soft loans awarded

annually over the period.

Table A shows the effective values of these three incentives after
taxation, delays in payment and eligible items have been taken into
account. The table is in two parts reflecting the two main types of
problem area in Denmark - the General Development Regions (GDR) and,
within these, the Special Development Regions (SDR). wWhile both the
company soft loan and the municipality soft loan are available throughout
the General Development Regions, the investment grant can be obtained

only in the Special Development Regions.

The main point to arise from the table is that the concessionary
element of the two soft loan schemes is worth very much less, in
effective value terms, than the investment grant. The effective value
of the maximum company soft loan subsidy, for example, is only 2.6
percent of initial investment costs (perhaps primarily due to the
existence of the already-mentioned mortgage credit loans in Denmark which
sharply reduce company soft loan coverage) compared with a maximum
investment grant effective value of 14.5 percent. A further feature of
the table is that while there would appear to be considerable discretion
in the award of investment grants (the average rate being some three-
fifths of the maximum), the subsidy element of the average company soft loan
lies very close to the maximum - particularly when it is recalled from
the synopsis tables that the maximum five year principal repayment
holiday assumed in the table is never awarded, the maximum in practice

being only two years.
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Table B has a similar structure to Table A, distinguishing between
Special and General Development Regions and between maximum and average
rates of award. In the table the five possible combinations of the
main Danish incentives are valued - CSL alone (the standard case),

MSL alone and MSL plus CSL (plant element only) in the General

Development Regions outside the Special Development Regions; and CSL plus
IG (the standard case) and MSL plus CSL (plarit element only) plus IG in
the Special Development Regions. The case of IG alone is not considered
since, as already noted, the investment grant is virtually always awarded

in combination with a company soft loan.

From the table it can be seen that, where no investment grant award is
made, the maximum effective value of the concessionary element of the
Danish package is relatively low - 5.8 percent of initial capital
costs, 5.0 percent of annual capital costs and 1.9 percent of value
added (and then only if a municipality soft loan is awarded, a not
particularly common occurrence). Where, however, an investment grant
is obtained (and about half of projects aided by a cémpany soft loan
also secured an investment grant) the effective value of the package
reaches levels which, as we shall see in Part II, gives an effective
value similar to that found in most other EC countries - 10.0 percent
of initial capital costs, 9.0 percent of annual capital costs and
3.4 percent of value added in terms of average awards; and 15.4,

13.8 and 5.2 percent respectively for maximum awards.
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Table A:

AREA

SDR,
GDR

SDR
only

INCENTIVE

CSL buildings

CSL plant

NOMINAL
LEVEL VALUE

maximum 18.8
average 14.9-16.3
maximunm 14.5
average 8.9-10.8
standard 20.6

maxinum 25.0
average 15.0
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NOMINAL TO EFFECTIVE PERCENTAGE SUBSIDY.

EFFECTIVE VALUE AFTER

TAX

12.2
9.7-10.6
9.4
5.8-7.0
13.3

21.7
i3.0

DELAYS

11.6

" 9.2-10.1

9.0
5.5-6.7
13.3

20.7
12.4

ELIGIBLE
ITEMS
1.5

1.2-1.3
1.1

0.7-0.8
4.7

14.5
8.7
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Table A: NOTES AND ASSUMPTIONS
(a) GENERAL: Discount rate 10.25 percent (EC reference rate 1976).

(b) COMPANY SOFT LOAN (CSL)
(i) Nominal value: Net grant equivalent of loan subsidy as percent loan
award, assuming:

Building Plant
maximum average maximum average
- loan period (yxs) 20 18 10 8
- principal repaywent holiday (yrs) 5 0-2 5 0-2
- interest free periods (yrs) No interest free periods are available.
- interest rate subsidy Using EC reference rate as market rate,
2.75 percentage points.
- repayment system Repaid 6 monthly on straight: line basis.

(ii) Taxation: Effective corporation tax rate 35.2 percent (standard
corporation tax of 37 percent discounted 6 months - the average delay).

(iii) Delays: Loan starts on completion of project construction (average
construction period 2 months to 2 years). Assuming average one year
construction period and a uniform spread of project expenditure,
average delay from time of asset expenditure is 6 months.

(iv) Eligible items: (a) Loan as percent eligible investment - maximum 90
percent. (b) Eligible investment as percent project fixed capitél
costs - 40 percent (assuming the maximum mortgage credit loan is 60
percent of project fixed capital costs). (c) Project fixed capital
costs as percent all project capital costs - 70 percent. The maximum
loan as percent of all project capital costs is 25.2 percent
(i.e. 0.9 x 0.4 x 0.7). This is split evenly between plant and
buildings/land (site purchase is eligible as part of the building
loan) following the EC key for Demmark (5 : 45 : 50). Both the
maximum plant and the maximum building loan are therefore 12.6
percent of project capital costs.

(c) MUNICIPALITY SOFT LOAN (MSL)
(i) Nominal value: Net grant equivalent of subsidy passed on to clients
in the form of reduced rents as a percentage of total building costs.
The subsidy is equiwvalent to that on a 25 year loan, repaid six
monthly on a straight line basis, with an interest rate concession of
3.25 percentage points (using EC reference rate as market rate).
{(ii) Taxation: Effective corporation tax rate 35.2 percent (see above).
(iii) Delays: None.
(iv} Eligible items: The subsidy is on all building costs including site
purchase. With the EC key of land 5, buildings 45 and plant 50;
and with working capital assumed to be 30 percent of project capital
costs, land plus buildings account for 35 percent of all project
capital costs.

(@) INVESTMENT GRANT (IG)
(i) Nominal value: As percentage eligible investment costs .

(ii) Taxation: Effective rate of corporation tax, 35.2 percent, applied
in year 10, giving an effective tax rate of 13.3 percent.

(1ii) Delays: On average 6 months (see (b)(iii) above),

(iv) Eligible items: Eligible investment assumed to be 70 percent of all
project capital costs, it being assumed that (ineligible) working
capital is 30 percent thereof. It is also assumed that the nominal
and market price of the mortgage credit loan are identical.
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Table B:

AREA
SDR, CSL

GOR (g1,

SDR CSL
only agr,
CSL
CSL

EFFECTIVE SUBSIDIES AS A PERCENTAGE OF VARIOUS DENOMINATORS.

INCENTIVE COMBINATIONS

(masximum)

(average)

+ CSL plant
+ CSL plant

(maximum) +
(average) +
(maximum) +
(average) +
+ CSL plant
+ CSL plant
+ CSL plant
+ CSL plant

(maximum)

(average)

IG (maximum)
1G (maximum)
IG (average)

I1G (average)

(max) + IG plant (max)

(av) + IG plant (max)

(max) + IG plant (av)

(av) + IG piant (av)
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INITIAL
CAPITAL
COsTS

2.6
1.9-2.1
4.7
5.8
5.4-5.5

15.4
15.2-15.3
10.3
9.8-10.0
12,4
12.3
9.8
9.5-9.6

ANNUAL

CAPITAL VALUE

COSTS ADDED
2.3 0.9

1.7-1.9 0.6-0.7
3.9 1.5
5.0 1.9

4.6-4.7 1.7-1.8

13.8 5.2
13.6-13.7 5.2
9.2 3.5
8.8-9.0 3.3-3.4
11.3 4.3
11.2 4.3
8.8 3.3

8.5-8.6 3.2-3.3
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Table B: NOTES AND ASSUMPTIONS

(a) INITIAL CAPITAL COSTS
In general the summation of the Table A results. Note, though, that when
an investment grant is awarded in conjunction with a company soft loan
then eligible company soft loan investment is reduced from 40 percent to
15 percent when the maximum investment grant award is made and from 40
percent to 25 percent for an average investment grant. For this reason,
the figures in Table B involving an investment grant are lower than the
sum of their Table A components. Moreover when company soft loans/invest-
ment grants are offered in conjunction with a municipality soft loan
(which normally implies that the building is rented) they are available
only on eligible plant costs.

(b) ANNUAL CAPITAL COSTS (Discount/interest rate: 10.25 perxcent).
(1) Calculation of weighted annual capital cost factor:

Assumed Annual Capital Weighted
Asset Life Charge Factor Weight Factors
Buildings S0 0.1033 0.315 0.0325
Plant 10 0.1645 0.350 0.0576
Land/Working Capital - 0.1025 0.335 0.0343

WEIGHTED ANNUAL CAPITAL COST FACTOR _0.1244

(ii) Calculation of annual subsidy factor.
- MSL, CSL building, IG building : 0.1033 (building/land subsidised)

- CSL plant, IG plant : 0.1195 (plant subsidised)
- CsL, IG : 0.1114 (plant/building/land
subsidised)

Since replacement is not explicitly subsidised, the plant subsidy
life is taken to be 20 years - see p 32 above.

(ii{) calculation of annuitising factor ((ii) =+ (i)).

- MSL, CSL building, IG building : 038304
- CSL plant, IG plant : 0.9606
- CSL, IG : 0.8955

(c) VALUE ADDED
It is assumed that gross profits make up 38 percent of value added.
This was the average figure for manufacturing industry in Denmark over
the period 1972-73., See Eurostat, National Accounts 1970-74 Eurostat
Yearbook 2 - 1975, Statistical Office of the European Communities, 1975,
Table S.
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THE INCENTIVES

The synopsis tables which follow cover the three main regional
incentives on offer in France, Although all three incentives are
available for both industrial and tertiary investment, for reasons of
space we have restricted ourselves in the synopsis tables to describing
them as they apply to industrial investment - in practice, they are
awarded predominantly for industrial projects. Further below in this
introduction, however, where we briefly describe service sector assistance
in France, we shall note how the three incentives also apply to
tertiary investment, Before that, we introduce the three incentives
and provide background information and essential details which could
not be sufficiently condensed for inclusion in the synopsis tables, The
three incentives covered are the regional development grant, the local

business tax concession and the special depreciation allowance.

The regional development grant (prime de développement r&gional), a

project-related capital grant, is the major regional incentive in

France, accounting for some 45 percent of annual regional incentive
spending. It is basically for setting-up and extension projects, with
rates of award varying between three zones of award and ranging from

12 percent of eligible investment or FF 12,000 per job created

(whichever is the lower) for extensions in the minimum rate zone to

25 percent and FF 25,000 respectively for setting-up projects in the
maximum rate zone. The full details of the job and investment conditions
for this grant were impossible to condense for inclusion in the

synopsis tables without loss of important information. The details

are provided in the accompanying table.

The local business tax concession (exonération de la taxe profession-

gllg)‘relates to a local tax, raised by each commune and département.
A firm's liability to the tax is assessed according to the theoretical
rental value of its fixed assets as well as to a proportion of its

annual wage bill., The taxable value thus obtained is multiplied by a
rate of taxation to obtain the firm's assessmwent. This tax rate is set

by each commune and département separately, according to revenue needs.

The concession, which is project-related, takes the form of a total

or partial exemption on either or both the commune and département

levies for a period of up to five years. Each commune and département
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REGIONAL DEVELOPMENT GRANT:

JOB AND INVESTMENT CONDITIONS OF AWARD

GENERAL CASE

Size of locality less than 15,000 or Areas where only
15,000 more large projects eligible
Setting-up minimum jobs 10 30 100
minimum investment FF 300,000 FF 800,000 FF 10 million
mimimum jobs 10/25% increase 30/25% increase
or or extension
Extension 50/10% increase 120 projects
or ineligible
120
minimum investment FF 300,000 FF 800,000
UPLAND AND RURAL AREAS AND CORSICA
Size of locality less than 15,000 to 50,000
15,000 49,999 and more
Setting-up minimum jobs 6 15 30
minimum investment FF 300,000 FF 500,000 FF 800,000
minimum jobs 6/20% increase 15/20% jncrease 30/25% increase
or or or
i
Extension 50/10% increase 50/10% increase 120
or or
120 120
minimum investment FF 300,000 FF 500,000 FF 800,000
Note: For extension projects alternative job conditions exist. For example, in the general case for an

extension in a locality with less than 15,000 inhabitants 10 new jobs representing an increase of
at least 25% of the original labour force are required or 50 new jobs representing a 10% minimum
increase or 120 new jobs irrespective of the percentage increase.
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decides for itself whether to offer a concession and also sets its

value and duration, to which the Minister of Economics and Finance

must agree before the concession can become effective. The incentive
accounts for approximately 25 percent of annual regional incentive
spending, calculated as its gross cost in terms of revenue foregone in a

given year,

The special depreciation allowance (amortissement exceptionel)

is a project-related incentive allowing recipient firms to write down -
in addition to ordinary depreciation - 25 percent of the wvalue of their
new buildings in the first year. On the valuation assumptions which

we employ in Part II of this report, the cost of the special depreciation

allowance is some 5 percent of annual regional incentive spending.

The spatial availability of the three incentives introduced above
is shown on the accompanying two maps. The first map shows the areas
eligible for the regional development grant, which account for almost
50 percent of the national territory and in which some 30 percent of
the population lives, The map shows the three award zones into which the
designated area is sub-divided as well as the boundaries of the upland
and rural areas and the localities where only large projects can qualify
for assistance (see table). The second map shows where the local
business tax concession and the special depreciation allowance can be
obtained. The depreciation allowance is available only in the western
and south-western parts of the country where fhe grant can be obtained
(with the exception of food-processing projects - see synopsis). The
local business tax concession has a wider availability, encompassing all
the areas where the depreciation allowance and the grant are available
as well as many other areas; in "Zone C", however, it is available
only for projects transferring from either the Paris or Lyons region

(Zone D).

The three incentives covered in the synopsis tables account
together for some 75 percent of annual regional incentive spending
and are the three major regional incentives on offer in France. There
are, however, a large number of other incentives and it is appropriate

that we should briefly note the main ones at this point.
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REGIONAL DEVELOPMENT GRANT Setting -up | Extension

mmmﬂmm 25000F 22000F
Zone 1 | max.of 25% | max.of 25%

20000F 17000F
max.of 7% | max.of 17%

15000F 12000 F
Zone 3| o of 12% | max.of 12%

only large projects eligible here

upland and rural areas
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Of particular interest among the other regional incentives are
two schemes aimed directly at service activities, at tertiary firms
as well as at tertiary function projects of firms operating in the

manufacturing sector. The service activities grant (prime de localisation

de certaines activités tertiaires) is project-related and is given for the

setting up, extension or transfer from the Paris region of management,
administration, consultancy and data-processing activities., Thirty

new jobs are required, 20 if the project involves the setting up ox
decentralisation of registered offices into the aided areas - which

in the case of an extension must represent an increase of at least 50
percent in the original labour force engaged in tertiary activities
(alternatively, simply 100 new jobs if the project involves the
creation of a new function or a decentralisation from the Paris region).
There is no investment condition of award. This incentive is available
throughout the country other than in the Paris basin (although only
qualitatively and quantitatively significant projects may be assisted
in the Lyons region), Awards are at the rate of FF 20,000 per job in
areas where the regional development grant is awarded and FF 10,000 per
job in the other designated areas. The second of the tertiary grants

is the research activities grant (prime de localisation d'activités de

recherche), This incentive is also project-related and is available
for the setting up, extension and transfer of pure and applied

research activities. Ten new research-related jobs are required,

which in the case of an extension must normglly represent an increase
of at least 30 percent in the original research~related labour force
(or 50 new jobs with no stipulated percentage increase for: extension
by transfer from the Paris region; extension by the creation of a new
activity; a first extension following the setting up of qualifying
activities)., There is no investment condition of award. The incentive
is available in the whole of the country excluding the Paris basin
(i.e. as for the services activities grant but with no restriction as
regards the Lyons region). For projects involving eligible investment
of less than ¥F 10 million the rate of award is 15 percent of eligible
investment (20 percent in certain towns and cities considered as

‘centres of research' -~ métrqpole de recherche) . For projects with

eligible investment of FF 10 million or more the rate of award is up to
20 percent. In all cases awards are limited to a maximum of FF 25,000
per job created (but this limit may be exceeded in exceptional cases).
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Up until the reform of the regional incentive package in 1976 these
tertiary grants had proved a disappointment: only 20 were awarded in the
three years 1973 to 1975 (in which period 1,462 regional development
grants had been awarded). Figures for more recent years are not yet

available.

Staying with the theme of incentives for tertiary investment, we
noted in the opening paragraph that although the synopsis tables
describe the three major incentives only as they apply to industrial
investment, they are also available for tertiary investment. All three
of them can be awarded for projects involving activities eligible for
one or other of the two service grants (the local business tax
concession is also available for certain hotel and other tourist
accommodation projects). BAs regards the grant, virtually no awards
(the conditions and rates are the same as for industrial projects)
have been made for tertiary projects, and precisely because the
tertiary-specific grants are available. Tertiary projects continue
to be theoretically eligible for the regional development grant
because job conditions can be less demanding and rates of award higher
than for the appropriate tertiary grant, but there is an evident reluctance
to make use of this discretion. In the cases of the local business tax
concession and the depreciation allowance, tertiary awards are more
frequent, but there are no figures available as to how many awards go
to such projects. The job conditions of award differ in both cases
from those described in the synopsis tables} they are in fact the same
conditions which apply to the corresponding tertiary grant (thus there
is no investment condition - see tertiary grant above). The rates of

award are the same as those shown in the synopsis tables.

Moving on from tertiary investment incentives, the land grant

(bonification des terrains par le Fonds d'aide & la décentralisation et

par les collectivités locales) is a project-related incentive

available for investments which fulfil the requirements for the grant (or
for either of the tertiary grants). 1In practice these awards almost
invariably go to projects which actually receive a grant. The award

is payable on the cost price of the developed site acquired for the
project, provided that it is located on a designated industrial

estate, Awards are up to one half of the price of the site, as

long as certain minimum own contribution requirements are met. An

award is usually also conditional upon 30 new jobs per hectare being
created (although a proportionally reduced award may be given for

fewer jobs).
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The decentralisation grant (indemnité& de décentralisation) is

available for industrial firms to reimburse them part of the costs of
transferring all or part of their production from the Paris Region

(including the eight southern-most cantons of the département of Oise)

to a location outside the Paris basin, The firm must vacate at least

500 square metres of industrial floor-space, The award comprises: 60
percent of the costs of dismantling the plant and equipment to be removed, 60
percent of the costs of removal to the new location, and a further 30 percent
of dismantling costs as a contribution to reassembly on the new premises.

Awards are, however, normally limited to a maximum of FF 500,000.

In the synopsis tables we cover the two major fiscal incentives in
France (the local business tax concession and the depreciation allowance).
In addition, there are two other fiscal incentives., The first involves

the transfer tax (droit de mutation) applicable to the sale of certain

intangible assets and, more importantly, of used industrial buildings

(at least five years old). This incentive is available for setting up
and extension projects (in Zones A and B of the second map). The job
conditions of award for these project types are the same as for the local
business tax concession. For projects transferring out of either the
Paris or Lyons region (the incentive can then be awarded also in Zone C)
the job conditions of award are at least 10 new jobs for projects

located in areas with a population of less than 15,000 inhabitants and

30 new jobs in all other cases. The incentive is also available for
regrouping onto an industrial estate or transfer to an industrial estate
from a location in a residential area - and for a restricted number of
modernisation projects. For regrouping, transfer and modernisation, the
maintenance of existing jobs is required. The award takes the form of

a reduction in the normal rate of transfer tax, from 13.8 percent to

2 percent for buildings and from 17.2 percent to 2 percent for intangibles
{though it should be noted that there is no reduction on the supplementary

local levies).

The second of the two minor fiscal concessions, and also not covered
in the synopsis tables, is the capital gains tax upon the transfer of
building land for development purposes (impdt sur les plus-values

fonciéres). Award is conditional upon either a local business tax

concession or a depreciation allowance having been received, since the
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retained tax liablities must be fully invested in the project which gave
rise to the award of the other (two) fiscal incentive(s). The conditions
of award are identical to those for the fiscal incentive(s) already
obtained. The concession reduces the normal rate of taxation from 25

percent of capital gains to 12 percent,

Still on the subject of minor regional incentives, soft loan
facilities are available for regional industrial development through

the central government's Fonds de développement &conomique et social (FDES)

However, since 1973 all the loan facilities made available by the appropriate
FDES committee (Comité lter) appear to have been for reconversion and other
structural reorganisation projects and not for regional development
purposes per se. Soft loan facilities are also provided by the Regional
Development Credit Institutes (Sociétés de développement régional). They
are also able to take equity in new and developing ventures and this is

a form of intervention which could grow rapidly in the wake of recent
legislation (dé&cret 76-438). However, these institutions operate
throughout the country with the exception of the Paris region (which,
however, will soon also be covered), and it is difficult to conceive of
them as part of the regional incentive package proper because of the
absence of any apparent spatial discrimination in their interventions.

This is one of the reasons for their exclusion from the synopsis

tables,

Since 1974 four new grant schemes have been added to the regional
incentive package. These are all aimed at providing incentives for

small-scale, artisanal firms, The first of these (indemnité particuliédre

de décentralisation en faveur d'entreprises-artisanales de sous-traitance -

décret 74-444) is a decentralisation grant for artisanal sub-contractors
in the Paris region who follow the (relocated) firms for whom they
normally work. Awards are: 100 percent of the first FF 20,000 of
incurred removal costs (dismantling, transport and reassembly of plant
and equipment), 75 percent of the next FF 30,000 and 60 percent of any
amount exceeding FF 50,000,

The prime & l'installation d'enterprises artisanales (décret 75-803)

is intended to encourage the setting up of artisanal firms in rural areas

(and some selected urban locations). Awards are available in all
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localities outside the Paris region with populations not exceeding 5,000
(not exceeding 20,000 inhabitants in the designated upland and rural
arxeas). There is a minimum capital investment requirement of FF 50,000
and the rates of award vary according to location ~ with higher awards
in the Massif central - and size of investment. The maximum award is

30 percent of investment in the Massif and 16 percent elsewhere.

The prime de développement artisanal - (décret 76-329) was brought

in to complement the scheme just described, but only in the Massif central,
by making assistance available there for extension projects in places
with populations of less than 50,000 inhabitants. At least three new
permanent jobs must be created within three years and a minimum of

FF 150,000 must be invested in premises and plant and equipment. The
rates of award are identical to those offered under the regional
development grant scheme -{(part of the Massif falls in regional

development grant Zone 1 and the other in Zone 2).

The last of the four artisanal schemes, (aide spéciale rurale -

décret 76-795) is the most general small-project scheme yet introduced.
It is a grant scheme which applies in all cantons within the problem
regions defined by the EC insofar as they recorded a population

decline between the censuses of 1968 and 1975 and have a population
density of less than 20 inhabitants per square kilometre, but excluding
cantons with a population exceeding 5,000 inhabitants (as well as tourist
centres with a capacity of 500 beds or more). aid is available for
industrial, tertiary, commercial, tourist and hotel projects. There is
no investment condition of award and no minimum job creation requirement.
Awards are according to the number of jobs created and according to
project type. For setting up, the amount paid per job created is

FF 20,000 for the first 10 jobs, FF 15,000 for the next 10 and FF 8,000
for the final 10, (i.e. no aid is given for any job above the thirtieth).
For extension projects, account is taken of the existing labour force
when calculating the award; for example, an establishment with 18
employees which created three new jobs would recéive FF 15,000 for each
of the first two jobs and FF 8,000 for the third.

Also on offer in France are a number of labour training and removal
schemes. As regards labour training aids, regional development
criteria are not the sole criteria giving firms access to them and they

cannot therefore be seen as regional aids in the strict sense of the term.

88



FRANCE

Labour removal grants (allocation de transfert de domicile et de

réinstallation) on the other hand do have a direct spatial element.

They are payable to employees who move with a firm as well as to
unemployed persons who have to move to a new locality in order to find
employment appropriate to their qualifications and experience. No aid
is available in principle for employees who move into the Paris and
Lyons regions, although exceptions are not infrequently made for
specialised staff; there is, however, a complete ban on awards for
moves within or between these two regions. Awards compromise three
elements: the second class rail fare for the family between the original
and the new location; an amount for household removal costs up to 3,000
kilogrammes; a resettlement grant calculated according to a number of
factors - notably size of family and whether or not housing is provided
by the employer - and which amounts to between 1,150 and 2,400 times

the hourly rate of the national minimum guaranteed industrial wage

(Salaire minimum industriel garanti).

These, then, are the major national regional incentives on offer
in France. In addition to these national schemes there are a number of
forms of aid available from sub-national government. In the past
sub-national financial aid has principally featured the sale and preparation
of sites at concessionary prices, the supply of temporary factory
premises (usines relais) and job creation grants. New legislation

(décret 77-850) allows the regions (Etablissements publics régionaux)

to make setting up awards of their own to supplement those made by
central government, Although the powers which this legislation confers
on the regions are limited, it will be interesting to see how they are

used and how they develop over the next few years.
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Regional Development Grant

Local Business Tax Concession

Special Depreciation Allowance

Dataila

1. 1egal
EI‘I

3. Administrac-
ion

4. 31igible
Activities

S, hctiviry
Discrimin-

ation

A preject-rslated capital great, givea

sanufscturing iladuetry. Largely automstic -u.nnu'
conditlons and rates of svard which vary both spatially
and by project type (setting-up/extansion). The des-
1gnaced acean are divided (ato three 10nes of evard and
avarda are calculsted as the lower of X percent of el-
191ble investment and PP Y per job creatad, ranging from
25 percent/rr 23,000 fac satting up in the aaxlaum ral
zone to 12 perceat/rr 12,000 for eutension in the sinimm
tate none,

Décret 76/37% of 14 April 1976 end on lnlrminsteret
ciscular of 24 may 1976,

For projects of up to FP 10 mill, of eligible investmsst,
spplications go to and decisions ars taken by the prifet
du départesent, upon tha advice of Aa Intarsial rial
advisory cosmittes (Comité déparismental pour 14 prom-
otion de 1'supioll, Por all othar geojects, spplications
99 to DATAR and decislons are takan by the Ninlster of

A project-related concession on the local busisess tax.
The concession 1¢ lisited to & maximm of up to five
yeazrs and 100 parcent of tax liadility. It may be om
sither or both the dipartement or commune levy. The
typical concession goes przlnunlr to setting-up and
extepslon projects in woblle manufscturing industry. Ia
the case of sxtension projects, the eward is lisited to
the net nev lavestment. Ellgibility is largely autamatic
within a mstriz of conditions.

AzzSts is Journal officlel of 14/23 Wey 1976.

Zach commune and Alpartement in the designated areas
decides for ttsel{ vhethar to make & concetsion availab-
le, and sets the valus of the concession. Thls concea-
sion must be agreed to by the Minister of Economy and
Finance, and ts then valid for all qualifytng projects
Ln the respective comeuns and département. Project
appl for tha ¢ are made to the

Econamy and Pinance upon the advice of an
18l sivisory vommittes (Comith iter du Tonds de dbwelop-
pesent tcoromique et social}. Projacts ars monitored
and ewards are disbursed by the Direction départementals
de_la toncurrence et des prin.

M4 goes pradomlnantly to moblle manufacturing industry.
The estractive, construction, haulege and touriss

pirecteur dbpartensntal des services fiscaux, vho silse
decides on all projects of up to FF 10 mill. of eligible
Investaent, For larger projects, ho forvards the
application to Paris for a decision by tw Winister of
Zconomy and Finance. Decisions by the Minlster are
taken on the advice of an Interministerial comsittes

{Comith quinquids du Fonds de déveioppemant bconomigue et

social),

Awards Qo p 1y to mobils
The -llrntlvn, haulage and construction “industries®
Agciculture is excluded. Although many

“industries” are While sgricule io 1
1y excluded, fuocd-processing does qualify, Tertiary
funcelons (e.g. hesdquarteras funations of industrial
firey) and firme le.9. data-processing, reseacch and
Guvelopment) do qualify, but sre virtually never aided.
Stock+holding projec excluded, Autonomously man-
aged state industrial are eligible, othar stats
industrive are not.

Hone specifivd,  Since #ligibiity and ra ol svard sra
lazquly automatic, thers 1e Little scope for activity
discriminacion,

are

tertiary plo)uu are .uglhl- {adsiniatrative functions
as well a P and and

mant llr— and functions; certain touries and hotet
projects), the great majority of conc and U
most vsluable concassiona go to industrial projects,
Srock-holding projects ineligible. Autonomously
managed state industrle quality, other stats
Industries do not.

None speciflied, Since eligiblity Le largely autosatic
and since the rate of concossion is fixed for atl
projects Ln tha locality, there Is little scope for
activity discrimination. Thers may be indirect dis.
criminetion In that the theorstical rental value of the
projact’ a and the size of its payroll affect
11ability to the tax and hence the value of & concession.

A special fimed 28 paroent first-year depreclation
sllowance oa new buildinge. The concession ia project-
related, for setting-up and extansion projects, Although
cactein tertiary projects qualify (adalnistrative func-
tions as well ae research and development and data-pro-
cesning firms and functions) avards go predoainantly to
moblle manufacturing industry.

ElLgibillty la largely sutamatic withtn a satgin of
conditions. The special allowance s additicnal to
ordinary linear deprecistion, Thus, suling an industr-
Lal bullding depreciated ovar 20 ysate (the typtcal
fiscal 1ife for industrial butldings), the actual first-
year write-down vheu the special sllowance i3 recelived
1s 25 pactcent plus $ petwent, L. 10 percent.

Arrlté Ln Journal officiel of 24/25 May 1976,

Application local busi tax

Sthen both Lha tax concession and the special dupreciativn
allowsnce are to be applied for, a single joint applic-
stion is posstibla.

Avards go 1y to moblile ing industry
(the axtractive, conatruction and haulage “industries®™
boing excluded). Food-processing projects located any-
wherse cutaite tha Paris Baain and Lydsna Region almo
qualify. With the exception of the food privessing
industry, stock-holding projects do not qualify. Aute-
nomously managed state industrien Quality,
other atate industrl not.

The largely automatic character of the incentive msans
that there is littls scope for discrimination with
ragard to industrial projects. Differsnt job conditions
attach to tartiary projscts.

State industries operating under competition
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Regional Development Grant

Local Business Tax Concession

Special Depreciation Allowance

6, Spatial
Discrimin-

ation

crioination

3, Size

Discrimin-

ation

9. £1igible

frems

The grant is available in large parts of western and
south-western France, Corsica and La a nusber of areas
along the northern and north-eastern borders. Job and
investment requicements ars l stringent in (1) upland
and rural sress and in Corsica than in (2) th st of
the duslgnated areas. Within (1) and (1) tiwse condit-
lons becoms more stringant with incresasing siee of
locality. As for rates, there are three zones of awacd,
/30b formula i award, Rates axa;

20ne 1 sone 2 zone 3

setting-up 25 percent/ 17 parcent/ 12 percent/
FF 25,000 FF 20,000 PP 15,000
25 t/ o/ &/

17 12
re 22,000 e 17,000 P 12,000

Tha largely autcmatic character of the grant gives
littla scops for further spatial discrimination (see
also B and 24 below).

Basically for setting-up and axtension projects. Job and
inveatment eligibility conditions and rates of avard
favour satting-up over axtension (ses & above}. GBatting-
up includes certaln take-overs of wstablishaents in dif-:
ficulty (stringent conditions). Where project Lz set-
ting-up by transfer, award may be reduced to take account
of assets dlsposed of. Extension includes certain re-
organisation projects (in a declining sector - product
change required). Ratiooalisation, modernisation and
replacement projects are not eligible per sa. The
largely automatic character of the grant gives little
scope for further project-type discrimination.

Ninimum job and Lnvestsent requlresants (variable spatisl-|
1y and by project typoe) preclude aid for ssall projects.
EZvan i{n the most favourable circumstances, ac atd is av-
allable for any projact providing less than 6 nev parm~
anent full-time jobs and FF 300,000 of sligible invest-
ment)

As for rates, for ex-
tensions the amount per job created is limited to
¥FP 10,000 once the labour force has exceeded 800. for
projects with FF 10 aill. or more of eligible investment,
an avard of up to 25 percent can be given instsad of the
utual tixed ratf

Land, bulldings {but not residential or soclal) and plant
and machinury (but not second-hand) are all eligible.
Worklng cepital and offvsits vehicles ara excluded. S8ite
P ation, legal and consultancy fi are eligible.
Works other than orpamcntal are ellgible. There are no
spociflc rules with regard to short-life or low-
sisuts,  Roplacemunt Luvesisment 18 not wliglble.

The concession is svailable in all areas qualifying for
the reglonal develogmant grant and also in many other
areas. Indesd, for projacts involving a transfer from
the Paris or Lyons Regions the conceusion can be awarded
anyvhare outside the Parls Basin and the Lyons Region,
Eligibility: 3job conditlons are less stringent in (1)
upland and rural areas and in Corsica tham in (2) the
rest of the dosignated arsas. Within (1) and (2) the
conditions become more stringent with increasing size of
locaiity. Ratos: thare say be discrimination between
localitles in that less than the maximun concession may
be avarded and because rates of taxation also vary spat-
ially. Any discrisination within localitics is indirect
the thecratical rental values of different
ssets and the size of thelr payroll) mince
the rate of concession is fixed for sll qualifylng
projects in the localiey.

Basically for setting-up, extenslon and (scme) industrlial
reorgsnisation projects. Job conditicons favour setting-
up over estension. Setting-up by tranafer from the
Paris or Lyons Regions is treated as & . acembivn in this
ragard, For satting-up by transfer from outsids the

desi d arsas, but the Paris and Lyona
Regions, the concession may be limlted to part of the naw
invustsent in order to take account of assets dizposed
of. Por reorganisation projects (in a declining ssctor;
d) maintenanco of the original

. tlonalisation,
wodernisation and replacament projscts are not aligible
per se. There is no direct discrimination in the valus
of concessions, since the rate of concession is fixed

for all qualifying projects in tha locality.

Hinimm job creation requirements (variable spastially
and by project typa) presciude aid for small projecta,
Even in the most favourable circumstances, no aid iw
available for any project creating lass than 6 permanent
full-time joba; and if the project is an extension, the.
jobs must represent an at least 20 percent incre in
the original labour force, Since ra are fixed for all
qualifying projects in the locality, any discrimination
in the rates of award is indtrect in that liability to
the tax and hence the valus of a concession {s determin-
wd by the local rate of taxation, the theoretical rental
valuas of the project's fixed asssts_and tho alze of its
payroll.

Not directly relevant, although liability to the tax ia,
at least In part determined by fixed capital investment,
86 that all investment in land, bulldings ani plant and
machinery {with some generally trivial exceptions) in-
fluences the value of a concession (but also tha valus of
post-concession tax liabllity).

The allowance is available in those parts of westarn and
south- vestern France whers tha regional develowent grart
is availabla, Pligibility ss local business tax conces-
sion {but ses 4 above for food-processing projectsi. Ko
zate discrimination possible since the rate of 25 percent
1ls tixed.

Bligibility; as local buslness tax concessiun. WNo dis-
crimination by rates of award, since the rats of 25
percent is fixed.

Minimm job ti ai againet
small projacts axactly as in tha case of the local
business tax concession. Thare is no discrimination by
rates of award, since the rate of 25 percent is fixed.

The concesston is strictly limitad to new, i.s. unussd
buildings (or those parts of bulldings) dirsctly related
ta production.

hd
hough usuallyv no more thap th
Tpgi_x engage rates for thanocafity
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Regional Development Grant

Local Business Tax Concession

Special Depreciation Allowance

H
8

Treatment

14, Timing and
Phaeing

The Lavestor wust owa the sssets Of have a sontractual

on on ownership. Thus rented assets ars imeligidle,
tut hire purchass, leasing (lease-back or similar) and
phased payments are sil sligible.

Agresd fob and Investment targets must ba mat within
three yeass. Project must be judged financlally and
commercislly viable, snd must not serve a pucely local
sarket. Job quallty may be important at the margin, and
cecrultment prictity may be required for local unesployed.

Thare 13 no information svsilable by the three avard
sones. 701 the designated aresa as & whole, the number of
awarde agreed, thelr total value (FF mill.) and the
aversge value of asch expressed a8 a percentsge of
aliglhle Lavestment have Lean:

1973 1974 1973
mmbert 600 2 9%
total value 412.7 4338 39%0.5
percont award  11.} 8.5 10.)

Mot that eligibility conditions, soning and rates wers
ravised In 1976, vhen the current systea was introduced.

Grants are vieved as Income and hence subject to corpor-
ation tax. They ars bought into income as the assets to
which they relate are depreclated, For non-depreclabla
assats (notably land), the awarde ars usually brought lato
income In ten equal annual instalments.

In principle, application is required before the project
Is started, but & letter of intent giving up to six sonths
notice of spplication fulfils this requirement and is
common practice. Application processing period: 2-3
months. Advance payments of ona-third of the value of an
svard are almost inverisbly pald vpon the rd decleion
having been mads, One or two instalments are usually
pald as the project lops and a Cinal

upon cospletion. Delays {n paymaat: usually 2-) months,
possibly longer for the final {nstelment becauss of time
required for checking that conditions ot sward have basn
fulrilled,

Rxceptionally (and 1t 1s rars) the asount par job may be
walved and an avard up to the stipulsted percentage of
investsent for that Jocstion given. Similarly, for
projects vith F¥ 10 mill. or more of eligible investment,
snawardof up to 23 percent of eligible investment can be
glven Lrrespective of whers the project fs located within
the designated areas (agsin, very rage). Note also that
the land sutsidy (see Introduction) slmost only sver goss
to tnduatrial projects g the lonal davel t
grant, and honce say bo viswsd ay s lfors ot topplug up.

mot directly relovant (see $ sbove). Uov sssats ars
tinanced 4oes mot sffect their contributisg to liability
to the tax,

Thers ia no Lnvestaent condition of sward., Agreed job
targets must be fulfilled withia three ysars, The
project must be judged financially viable. The inwvestor
must have no record of sarious fiscal offences. Multiple
establishaent firms sust not shed labour In any of thair
other sstablishments anywhers in the nation - except if
the project is a tranefor from the Parle or Lyons
Reglons, when the shedding of labour 1s permitted.

The number of concessions sgreed has beeni
1973 1 1978
1,040 [ 606

The saximus sward is the typlcal award.

Local business tax llability is deductible from oorpor-
atiom tam liability. Thus the concession is effectively
subject to corporation tax,

Application must be made before the project Ls started.
Application processing period: 3-4 months. The coa-
cesslon Ls taken when tax liability wouid ordinarily
tall due.

¥Wo awarda are possible beyond the rate fixed in e
locality,

As regional developwent graat.

As local business tax concession.

The susber of swards agreed has been:
197 19 1978
m 2719 179 -

Mot relevant.

Application must ba made, at the latest, bafore the close
of the financlal year in which construction Is terwin-
ated. Application processing period: 3-4 months. The
concesaion 18 taken In the firm's annual corporation tax
return,

No avards are possible beyond the fixed 25 percent rata.
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16, pddabitliey

17. Clawback

15, gont

0. Jobs
Associated

tovestmont
Associated

Recsipt of a regional development grant disqualifies the
project from recelving a tertiary grant. 1f a land sub-
sidy 1s recelved, tha sligible investment in 1and is
reduced by the full amount of tha land subsidy. If &
spacial depraciation allowance s received, the effective
value of the grant is reduced, since tha part thereof
ralating to the buildings for which the allowanco is
awarded is brought into profit and taxed more rapidly
than otherwise, in line with the accelerated depraciated
achedule,

Fallure Lo meat agresd job and/or investment targets
results In clavback., The whole of the grant is recallsd
1€ the minimun job and/or investmant conditions aze not
wet, otherwlss In proportion to the failure to meet
targuts. Clawback is stringently enforced, although
there is probably more sonlturing of job creation than
of Invdsument. Clawback receipts tend to amount to about
10 percent of gross annual expandliture on the grant,

The parcentage of applications turned down has decllned

noticehly, most probably as familiarity with the scheme
has increaseds
1573 1974 1975
percent turndown 18 1 7

¥ quantitative information is availabls on the rwmsons
for turndosm, but refusals axe probably most commonly
because of job and/or investment requirsaunt not being
mec.

No Lnformation on amounts dlsbutsod each ysar. For total
value of awards decided in each year ses 12 above.

On the baais of job targets agrasd between the investor
and the adainistration, the number of jobs associated
with atded investment and ths average number of jobs per
alded project has been:

1973 1974 1975
nuzber 447,17 4),182 31,752
average 8o 9 1}

0 tho basis of investment targets agreed betwssn the
investor and the adalnistration, tha total value of elig-
1ble invoitmont asscclated with all aided projscts and
the average amount of qualifying investment per aided
project wera (FP mlll.)

1973 1974 1978
total value 3644.2 4115.2 3560.3
avorage 6.4 8.7 9.1

Mo Donatraints Or consequences.

No dstatled informatico available. Por fiscal concess-
ions as a whole, it is estimated that between one third
and one quarter of concessions ara subsequently ravoked
because of failure to schiavs job and/or investmant
targets.

Mo quantitative information available, but possibly
around one quartar. HNo quantitative information avail-
able on reasons for turndown, but these include late-
ness of application, no concession avallable in the
particular locatiscn, bad fiscal record, project not
Judged to be viable.

In terms of concesslons operating in each ysar (not
cdncessiuns awarded in each year) the amount of fore-
gone revenue (FF mill.) in aach year has beens

1972 1973 1974
126.2 184.6 239.2

Wo specific infermstion availabls Raegiona} fiscal
incentives as a vhole, on the basls of job targets agrsed
in each year botween invastors and the adainistrac-

ion, involved assoclated joba and average numbers of

jobs per aided project as follows:

1973 1974 1975

nusber 64,819 55,977 39,800

average » 42 41

No specific information available, Regicnal flscal
incentive: a vhole, on the basis of qualifying invest-
want targsts agresd in aach yesr betwssn investors and
the administration, involved associatad qualifying invest-
mant per alded project as follows (FF mill.):

1973 197¢ 1975
total value 11,938 6,834 ' 5,410
avezage 1.3 $.3 5.6

This incentive may he swarded with any of the other
regional incentives. than avarded in conjunction with a
reqional development grant, it reduces the value of the
grant - see rayional development grant.

Mo information available for thim incentive alons. See
local businees tax concession.

Mo informdtion,

No published estimates available (but ses introduction}.

Mo information available for this incentive sloms. BSee
local business tax concessioa.

The only specific information avatlable relates to the
total valus of the buildings for which all concessions
were awhrdsd. Thase values and the average valus per
aided project have been (FF mill.):

1973 1974 1975
total value 609.5 493.0 642.5
average 1.8 1.8 1.6

See also local businass tax concesston.
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22. Asticipeted

Duration

Change
Frovisions

The preseat schens ends o 31 Decesber 1960 with some
sak 184, due by 3 1970 and some
ible st any ties,

other 1

The pest peiaciple has brea to apply the schese in
operation at the tise of applicstion, with no change to
awarde alrsady sgreed but pot yet (fully) disbursed.

OQualifying projects located jest cutside the designeted
aress cas eaceptionally (and it is rers) be assisted.
Canerally, such projects sust offer substantisl eaploy-
ment loc people in the proximate designatad arses, The
avard for these projects ls 12 percent/fr 15,000 for
setting wp and 12 percent/F¥ 12,000 for estsasions, A
small amount of extra sssistance is svallable on anti-
pollutios lavestment,

Wo apecified 1ife, but & Teview oan be expected in 1979,
with possible changes being introduced ia 1940,

The past prisciple has been te apply the comditions and
rate of concession (for the givea locstion) in operatios
at the time of application, with no change to CONCessions
Alresdy agreed.

Since the valus of & concession varies apatially amd
since the rate of taxation varies both spatially and
over time, it Ls difficult for the firm to weligh short-
term galas fros a ooncession agalast long-tarm tax
llabilitias,

As local business tas concassiom.

A8 local tmsiness tax comceseloa.

fctel ) 4- K



FRANCE
THE INCENTIVE VALUES

As we have seen, there are three main regional incentives on offer
in France - the Regional Development Grant (RDG), the Special Depreciation
Allowance (SDA) and the Local Business Tax Concession (LBTC). Only the
first two of these, however, are included in the valuation tables which
follow. The problems inherent in the valuation, and indeed interpretation,
of the local business tax concession make it more appropriate to consider
that concession in this introduction rather than in the valuation tables

themselves.,

The basic valuation problem with respect to the local business tax
concession is the almost total absence of detailed statistics on both
the tax and the concession. No information is available, for example,
on the average rate of tax paid, although we do know that the range is
extremely wide (in Alsace, to take but one region, the highest rate
of levy in any commune in 1976 was 178.0 per cent of the tax base and
the lowest 2.6 per cent) and that rates can vary markedly over time.
Data on the typical rate of concession has similarly been elusive,
although it is probably the case that the maximum award (of 100 per cent

over a five year period on both commune and département

common. Given this general lack of information, any attempt to value

the local business tax concession must be based overwhelmingly on assump-
tions - assumptions, moreover, which would not be at all easy to validate.
For this reason amongst others (see below) Qe have not included our
valuation of the local business tax concession in the tables which follow.
Our best guess of its value (assuming a full concession of 100 per cent
of the tax for five years, an average tax rate of 20 per cent and tax
liability calculated on the basis of annual rental values of 8 per cent
of the purchase price of land/buildings and 16 per cent of the purchase
price of plant, plus a labour cost element) is that the concession is

worth, in effective value-terms, between five and six per cent of initial
capital costs and one and two per cent of value added.

We have already mentioned that, in addition to the problem of valuing
the local business tax concession, there is a problem in interpreting
the results of any valuation. The essential problem here is most simply

posed by considering the position of a firm with a given project and a
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choice of two locations for that project. In one location it is offered

a concession on local business tax while in the other no concession is
available. Aall else being equal, is it obvious that the project should
be located where the concession is available? The answer is not un-
ambiguous, the dilemma being that the rate of taxation in the locality
where the concession is offered may be so high compared to that in the
alternative no-concession location as to favour this second location in
the long run - a fact not taken account of in the valuation and therefore
a further ground for not including the local business tax concession
within the valuation tables.

These tables, rather, are limited to the regional development grant
and to the special depreciation allowance. The former is, as we have
seen, far and away the most important regional incentive in France,
accounting for about 45 per cent of annual regional incentive spending.
Between 1973 and 1975 1,462 RDG awards were made. {(In the same period
791 SbAs were awarded). A key feature of the regional development
grant scheme is the fact that rates of award vary between three award
zones - the maximum nominal awards being 25.0 per cent in award zone 1,
17.0 per cent in award zone 2 and 12.0 per cent in award zone 3. For
this reason, Table A distinguishes between these three award zones.
Since RDG values are dependent on a cost per job constraint which varies
both spatially and by project-type, the table also draws a distinction
between setting up and extension projects. (The presentation in Table
A is somewhat simplified; see the synopsis tables for full details)}. The
job-constrained percentages shown are averages, based on the position in
1975 when the average assisted project involved some 81 jobs and about
FF 9.15 million of eligible investment.

It must be clearly understood that the job-constrained figures in
Tables A and B refer to awards for the average assisted project and not
to average awards for all assisted projects. The point is that the cost
per job constraints bite only lightly on the average project (hence the
constrained percentages are not very different to the nominal maximum
percentages) but bite quite severely on a small number of large and
capital intensive projects - and because these latter projects account
for a substantial proportion of all aided investment the average award

for all assisted projects is much lower than our constrained percentages
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might suggest. In fact, published figures show the annual average award
(for all project types and award zones) to have varied between approximately
8.5 and 11.0 per cent between 1973 and 1975 and although many details

the RDG scheme which influence award values were changed in 1976 we would
be surprised if the current average award is substantially different -
probably less than 12 per cent of qualifying investment. Thus an indica-
tion of the effective value of the average award for all assisted projects
can be obtained from those rows of Tables A and B relating to the maximum

regional development grant award in award zone 3 (nominal value 12 percent).

From Table A it can be seen that, after tax, delays in payment and
eligible items have been taken into account, the regional development
grant is "worth" significantly more than the special depreciation allow-
ance. - a maximum 11.8 per cent of initial capital costs compared with a
standard rate (in the two award zones where the SDA is available) of 2.3
per cent. Moreover, the grant has a markedly higher value in award zone
1 (an average 10.5 per cent for setting-up projects and 9.2 per cent for
extensions) than in award zones 2 (8.1 and 7.1 per cent respectively) and

3 (5.7 and 5.0 per cent respectively).

In Table B, the effective values of the regional development grant
and the special depreciation allowance, both separately and in combination,
are shown as a percentage of initial capital costs, annual capital costs
and value added. Like Table A, the table islsubdivided into the three
award zones, and distinguishes between setting-up and extension projects.
The table shows that the special depreciation allowance does not have
a major impact on the overall package value (being "worth" only 2.3 per
cent of initial capital costs, 2.0 per cent of annual capital costs and
0.6 per cent of value added. These figures are, of course, only for
award zones 1 and 2 since the allowance is not available in award zone 3.
The table further shows that the maximum effective value of the French
package is 13.5 per cent of initial capital costs, 12.2 per cent of annual
capital costs and 3.7 per cent of value added. The incorporation of the
local business tax into the valuation would (on the basis of the assump-
tions mentioned above) raise these percentages to some 19, 17 and 5 pexr
cent respectively. Either with or without the local business tax con-
cession, the French package is of a value which, as we shall see in Part

II, places it within the middle range of EC country schemes.
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Table A: NOMINAL TO EFFECTIVE PERCENTAGE SUBSIDY.

NOMINAL EFFECTIVE VALUE AFTER

AREA INCENTIVE LEVEL VALUE TAX DELAYS ELIGIBLE
ITEMS
AWARD RDG maximum 25.0 17.7 16.8 11.8
ZONE 1 job-constrained rate: creation 22.3 15.8 15.0 10.5
job-constrained rate: extension 19.6 13.9 13.2 9.2
SDA fixed rate 6.7 - - 2.3
AWARD RDG maximum 17.0 12.1 11.5 8.1
ZonE 2 job-constrained rate: creation 17.0 12.1 11.5 8.1
job-constrained rate: extension 15.1 10.7 10.2 7.1
SDA fixed rate 6.7 - - 2.3
AWARD RDG maximum 12.0 8.5 8.1 5.7
ZONE 3 job-constrained rate: creation 12.0 8.5 8.1 5.7
job-constrained rate: extension 10.7 7.6 7.2 5.0
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Table A: NOTES AND ASSUMPTIONS

(a)

(b)
(i)

(ii)

(iidi)

(iv)

(c)

GENERAL: Discount rate 10,75 percent (EC reference rate 1976)

REGIONAL DEVELOPMENT GRANT (RDG)

Nominal value: BAs a percentage of eligible investment costs. The
maximum rates of award (as shown) are subject to cost/job limits of
FF 25,000, 20,000 and 15,000 in award zones 1, 2 and 3 respectively
for creation projects and FF 22,000, 17,000 and 12,000 for extension
projects. The job-constrained percentages are on the basis of the
(1975) average assisted project which involved some 81 jobs

and FF 9.15 million of eligible investment.

Taxation: Effective rate of corporation tax 29.1 percent (standard
rate 50 percent reduced by average 9 month delay before grant taken
into account for tax purposes and by the fact that grant is fed into
income - and hence taxable profits - in line with the depreciation
schedules of the assets to which it relates. For depreciation
purposes we assume that plant is depreciated reducing balance over
an 8 year fiscal life and that buildings are depreciated straight
line over 20 years. Land is non-depreciable and is brought into
income over the 10 years following that in which the grant is
received in equal annual portions).

Delays: Assuming one year construction period (thus minimising’
benefit of advance payments), uniform project expenditure, and grant
claims after 6 and 12 months then, given 3 month processing period,
average delay in grant payment is 6 months.

Eligible items: Eligible investment assumed to be 70 percent of all
project capital costs, it being assumed that (ineligible) working
capital is 30 percent thereof.

SPECIAL DEPRECIATION ALLOWANCE (SDA)

(1)

(ii)
(iii)
(iv)

Nominal value: Net present value of tax saving due to accelerated
depreciation given an effective tax rate of 46.3 percent (standard
rate of 50 percent delayed 9 months).

Taxation: Not relevant.

Delays: Not relevant.

Eligible items: With EC key of: 1land 5, buildings 50, plant 45
and with working capital assumed to be 30 percent of project
capital costs, eligible buildings account for 35 percent of all
project capital costs,
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Table B: EFFECTIVE SUBSIDIES AS A PERCENTAGE OF VARIOUS DENOMINATORS.

INITIAL  ANNUAL

AREA INCENTIVE COMBINATION CAPITAL CAPITAL VALUE
COSTS COSTS ADDED
AWARD RDG (maximum) 11.8 10.7 3.2
ZONE 1
RDG {constrained creation) 10.5 9.5 2.9
RDG (constrained extension) 9.2 8.4 2.5
RDG (maximum) + SDA : 13.5 12.2 3.7
RDG (constrained creation) + SDA 12.3 11.1 3.3
RDG (constrained extension) + SDA 11.1 10.0 3.0
AWARD RDG (maximum) 8.1 7.4 2.2
ZONE 2
RDG (constrained creation) 8.1 7.4 2,2
RDG {constrained extension) 7.1 6.4 1.9
RDG (maximum) + SDA 10.0 9.0 2.7
RDG (constrained creation) + SDA 10.0 9.0 2.7
RDG (constrained extension) + SDA 9.1 8.2 2.5
AWARD RDG (maximum) 5.7 5.2 1.6
ZONE 3 )
RDG (constrained creation) 5.7 5.2 1.6
RDG (constrained extension) 5.0 4.5 1.4
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Table B: NOTES AND ASSUMPTIONS

(a) INITIAL CAPITAL COSTS
In general, the summation of the Table A results. Note, though, that
when an RDG is awarded in conjunction with a special depreciation
allowance the value of the RDG is reduced to 95.20 percent of its
Table A level since tax payments on the building element of grant are
made more quickly under the SDA regime.

(b) ANNUAL CAPITAL COSTS (Discount/interest rate: 10.75 percent).
(i) cCalculation of weighted annual capital cost factor:

Assumed Annual Capital Weighted
Asset Life Charge Factor Weight  Factors
Buildings i 50 0.1082 0.350 0.0379
Plant 10 0.1680 0.315 0.0529
Land/Working Capital - 0.1075 0.335 0.0360

WEIGHTED ANNUAL CAPITAL COST FACTOR 0.1268

(ii) Calculation of annual subsidy factor:
- RDG : 0.1151 (plant/building/land subsidised)
- SDA : 0.1082 (building subsidised)
Since replacement is not explicitly subsidised, the subsidy life
of the plant element of the RDG is taken to be 20 years - see

p 32 above.

(iii) Calculation of annuitising factor ((ii) ¢ (1))
- RDG : 0.9077
- SDA : 0.8533

{c) VALUE ADDED
It is assumed that gross profits make up 30 percent of value added.
(Cf. for example, Ministére de l'industrie et de la recherxche,
L'industrie francaise, Paris 1975, page 9, Table 10, which shows
that labour costs accounted for 70 percent of value added in French
manufacturing industry in 1973).
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GERMANY

THE INCENTIVES

Since the second world war the Federal Republic of Germany has
had on offer a variety of direct and indirect regional incentives.
These range from direct financial aids awarded at the Federal and
State (Land) levels to industrial infrastructure programmes, from
worker removal aids to preferential public contract programmes, from
concessions on the purchase of public land to freight transportation
subsidies (payable in the ZRG -~ Zonal Border Area (Zonenrandgebiet) -
on specific commodities to compensate for the loss of supplies and
markets with the creation of the Iron Curtain). However, the main
regional incentives are in fact four in number. These are the invest-

ment allowance, (Investitionszulage), the investment grant,

(InvestitionszuschuB), ERP regional soft loan, (ERP Regionaldarlehen)

and a special depreciation allowance, (Sonderabschreibungen).

The project-related investment allowance is the basic regional
incentive. It is a fairly automatic incentive being a fixed 7.5 percent
of eligible investment costs. The discretionary project-related invest-
ment grant can be interpreted as a topping up system for the investment
allowance., It is awarded as a percentage of eligible investment up to
maximum rates differing according to location and type of project.

The maximum rates are identical with so~called maximum preferential
rates. These are the maximum value (in grant equivalent terms) for
direct public aids, with a few exceptions, which can be paid to specified
areas and for project types. They are set out in the accompanying

table, It can be seen that the maximum preferential rates go up to

25 percent, In practice, as we shall see, actual grant awards are well

below these maxima.

The ERP soft loan is awarded to small or medium sized firms for
projects that are not eligible for an investment allowance or an
investment grant. The loan is a fairly straightforward one with few
discretionary elements. The interest rate, currently at 6 percent
(5 percent in the ZRG), is well below market rate and is fixed for the
duration of the loan - this being up to 10 years for plant and machinery

and up to 15 years for building and land, the actual duration being
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Maximum Preferential Rates by Type of Locality and Type of Investment Project., 1975§

reorganisation
setting up extension or basic

rationalization

within Zonal Border Area (ZRG)

within key locality (SPO) |

- superior SPO 25 25 c a

- SPO in extreme border location 25 a 25 a 10 (15)  (25)

- normal SPO 15 (25) 15 (25)

outside key locality (SPO)

taking over/setting up of premises b a

- after 31.12.1971 1527¢ (25)2 152'2 (25)2 103 (15)2 (25)

- between 1.1.72 and 31.12.74 - 157 (25)a 10~ (15) (25)a

- before 1.1.1972 - 15 (25) 10 (15)  (25)
outside Zonal Border Area (ZRG)

within key locality (SPO)

- superior SPO 20 20 1 15)€

- normal SPO 15 15 o (13

outside key locality (SPO)

taking over/setting up of premises b e b c b c

- after 31.12.1971 10 (15) 10 (15)c 10d (15)c

- between 1.1.72 and 31.12.74 - 10 (15) 10 (15)

- before 1.1.1972 - 10 (15)€ 10 (15)€

Notes: a: in proved exceptional cases only, if the location is in “extreme border area", i.e. adjacent to
the border line. b: only if either the majority of new jobs is for female labour, or if the project is
bound tc the location because of the raw materials, or if the running of the business causes danger, noise

or other severe inconveniences to living or housing areas. <&: only if the project has a "high structural
effect” (i.e. the introduction of new industries which leads to a diversification of the industrial structure
of the area, for reorganisation and basic rationalisation the effect must be "exceptionally high"). d: only
if the business had been set up or taken over during the time when the location had been an SPO.

§: The sixth framework plan (1977-1980) has slightly changed the conditions for non-SPO projects, in that

projects of establishments that have been set up or taken over after 31 December 1976 are only eligible under
the conditions set under (b).
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fixed on the basis of the life of the assets involved. A redemption
free period of between 18 and 24 months (depending on the starting

date of the loan) is normally awarded. The maximum loan is DM 200,000.
The loan can cover up to two-thirds of eligible investment. 1In
practice, only small projects, involving eligible costs of DM 75,000
or less, get the maximum. From DM 75,000 to DM 150,000 of eligible
investment the loan declines steadily from two-thirds coverage to
one~third., From DM 150,000 to DM 600,000 the loan stays at one-third.
However, and this is important, the difference between the ERP loan and
two-thirds coverage is met by additional loans paid from the so-called

ME programme of the KW (Kreditanstalt fiir Wiederaufbau)- which also

administers the ERP programme. The ME programme is specifically aimed

at topping up the ERP loans. The loans have very similar conditions to
the ERP loans but with a one percentage point higher rate of interest.
The special depreciation allowance, of up to 50 percent for plant and
machinery and up to 30 percent for buildings, is available to profit-
making firms for their investment in depreciable new assets in the 2ZRG.
The allowance can be used together with normal straight line depreciation
in the year of acquisition (or even in that of advance payment of tax)

and in the subsequent four years.

These four incentives are all operated at the national level and
are by far the most important of the German regional incentives, It is
these incentives, therefore, that are covered in the following synopsis
tables. In terms of promoted approved projects (1972-1975) the
investment allowance (16,710) is the most important, followed by the
ERP soft loan scheme (13,615); least important is the investment grant
with 3,030 cases., The special depreciation allowance (39,047 cases)
cannot be compared on this basis since it is item-related. 1In terms of
investment aided (DM million) the order is: investment allowance (38,322),
investment grant (13,626), special depreciation allowance (7,500) and
the ERP soft loan (4,345). On the basis of the value of incentives
awarded (again in DM million) the investment allowance (2,700) is
followed by the special depreciation allowance (1,500 in terms of post-
poned tax assuming a tax rate of 50 percent), the ERP soft loan (1,000)

and the investment grant (738).
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8\ -FEDERAL REPUBLIC OF GERMANY -

GA-AREAS
GEBIETE DER GEMEINSCHAFTS-
AUFGABE

"VERBESSERUNG DER REGIONALEN
WIRTSCHAFTSSTRUKTUR”

(as at january 1,1976)

E:l GA-areas
7 boundaries and numbers of
the Regional Action Programmes
e A-and B-SPOs:

up to 25% (within ZRG)
up to 20% (outside ZRG )

o C-SPOs: upto15%
E - SPOs: up to 25% in extreme
border area location

- borderline of the Zonal
Border Area (ZRG)
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These incentives are available in the designated problem areas of

the Federal Republic - Gemeinschaftsaufgabengebiete (GA areas). These

are composed of three main types of area: first, the ZRG - a roughly
forty kilometre wide belt along the Federal Republic's border with

East Germany, Czechoslavakia and the Baltic Sea; secondly, the coal
mining areas of the Ruhr and of the Saar region; and thirdly, other
areas that suffer or are likely to suffer from below average economic
development. The GA areas are a mixture of agricultural and industrial
areas, rural and urban areas, having only one thing in common; and

this is that they are characterised by economic development below the
national average - measured by the weighted combination of three
indicators (income per head, labour reserves and physical infrastructure,
which are themselves already a combination of a variety of other factors).
All local authorities in the Federal Republic (except Berlin for which

a special promotion programme operates) are ranked according to the

value of the weighted indicators with those at the lower end of the scale,
covering 33.9 percent of the total population and some 60 percent of the
surface of the nation, being designated as GA areas (see the accompanying

map) .

Within the GA areas, the incentives are not always awarded uniformly,
and in particular the ZRG is generally favoured with higher rates of
award and/or easier award conditions (and indeed the special depreciation
allowance is, as we have seen, available only in the ZRG). In addition,

a further form of intra-area discrimination is based on a growth point
strategy - with some 326 SPOs (Schwerpunktorte) having been designated.
These are generally favoured by the investment allowance and the
investment grant, and indeed, as we have seen, for the investment grant
there is also discrimination (in terms of eligibility and rates)

between different types of SPO. Three types of SPO have been designated -
superior SPOs, SPOs in extreme border areas and normal SPOs. The extent
and forms of spatial discrimination have been well illustrated by the
table presented earlier which shows maximum preferential rates by

project type and area.

Before passing on to the synopses, one final aspect of German
regional policy has to be mentioned and this concerns the problems of
operating a regional policy in a federal state such as Germany, with

the partly independent Ldnder running their own regional policies,
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In order to cope with these problems, a constitutional arrangement
(the so-called "Joint Task for the Improvement of Regional Structures" -

Gemeinschaftsaufgabe 'Verbesserung der regionalen Wirtschaftsstruktur')

was made in 1969 whereby each year, a framework plan (Rahmenplan) is
agreed which establishes rules for cooperation and the harmonisation

of regional policies in the Federal Republic and, in particular,

sets rates and conditions of award for assistance, delineates the GA
areas, and determineg location specific maximum ceilings for all direct
public aids to firms in the GA areas - the maximum preferential rates

discussed earlier.
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Investment Allowance

Investment Grant

ERP Regional Soft Loans

Special Depreciation
Allowance

rg

1. Basic Detailyl

2. Leqal wasis

3. Administra-
tion

4. gtigivla
Activitles

S. Activity
LA SHILIT T
tion

ralrly sotosatic project-related captital
grant of a fixed 1.5 parcent of eligible
investoant

iavestitionszulagongesats [InvZulG), 3 May,
1977, in: BGBL. I, (1977), ro. 27, p. 669
“Schcelben dca Bundesminlaters der Pinan-

zén...* (5.5.77), in: BStBL, X, (1977), no.
10, p. 246,

Application through the responsible Lin
@inlstries to the Bundesamt !\)r
Wircschaft (BAW) or to the Fe
of Econcalcs (BMWL) which coruly whether
the project is “especially worthwhile prom-
oting econcalcally®™. In case of upproval,
tie application for award must be sent to
applicant's local tax board, which chocks
the ¢liqible ltems and also awards the
allowance (Lither in cash or, on requust,
43 an incode tax or corporation tax rebate).

Permanent Lndependent activities for profit
(Guwerbshieigivby) which atw llable to in-
cuma/carparation tax, and where the invest-
want has a “primary effect™. Thia is the

vave with the production of coamoditien
which are nurmally distributod outside the
rugion. In practice, eligibla activities
are: mining, gas, electiicity, wates, man-
ufactucing and tourist accommodation facil-
ities in GA tourist axcus, plus thoas serv-
lce activities explicitly named for the
investzent grant. In general, excluded act-
ivitles arc: agriculture and forestry, con-
struction, fiee professions, and all local
services.

Tourist sctivitius huve leva stringent loc-
ation rquircsents (see 6 Lelow); otherwlee
Lo discrimination atnce the awards are

lazgely antomatic as long as conditlons of
award are fulftlled, and the rate §s fixed.

A dlacraticoary project-related capital
grant with rates of up to 25 percent of
aligible 1 on

and project type

Gesatz dber die G-.lnldunnulgm *“Ver-

A largoly automatic, projsct-ralatad soft
joan of up to 13 years duration for bulld-
ings and up to 10 yesrs for plant, accord-
ing to the lifatima of the asset. Repayment
is 6 sonthly on a straight-line bauis. R
paymant holiday of Lotwecn 18 and 24 months
depending on the starting date of tho losn.
No interest-frea period is& available.
Current interest rate 1s b percent (5 per-
cent in the ZRG). Using EC rufurence rate
as the market rate, the current concossion
is 2 percuntage polnts (3 purceatage polnts
in the ZRG). Loan covers up to two-thirds
of investmunt with the actual proportion
being determined by set formula on the
basias of project slze.

Gosetz Gber die Vervaltung des ERP-Sonder-

dar
Tur™ {GRWY, 1969, ins DBB\.I. (1963), p.
1861, amanded:1971 {in: BGBL. I, {1971}, p.
21); annual der Gemel
ung der reglonalen Wire-
{for 1977-78 « in: BTDI.

87159, 1717,

Application to the rssponsible Linder min-
Astry which dacides whother or not to award
and, within the formal maxima (see & and 7
below), the rates of avard. Exceptionally,
rates can go above the maxima, and awards
can be made to projects which are not form-
ally eligible, with the agreemont of the
GA planning committee, within which the
LAnder Governments and the Federal Govern-
ment are repressnted. The grant is paid by
nder with SO percent being subsa-

Y relsbursed by tha Federal Govern-

que
ment,

Permanent independent activitias for profit
ebe) the of which

has a “primary effect™ (ses invustment

allowance), In practice, restricted {by

GA planning committee) to industry

aunbers 200 to 299 (manufacturing) of

the W2 industrial clausification, which are

declarad to be a priori eliglble industries

plus several explicitly nased service

activities (mall order; import/export

wholesale) head offices of industrial firmsj

banks, credit and tnsurance compani .
of sof or data 9
yat publishing tes; and certain

congress and fair organising activitles)
as well as tourist accommodation facilitles
in GA areas” All other activitles are
inellgible unlews decided Gthervise by the
GA plannsig commjttec,

rourisl sctlvitivs have luss stringunt loc-
atlon requirements (see 6 below); otherwise
no speciried discrimination but the decl-
#lon whether or not to evard and the xate
of award, subject to tho sct maxima, arc at
the discretion of tho authorities, thus
qlvim scoe acopu for dlscriminstion.

1953, in: BGBA, I, {1953}, p.
13121 Bek dar Al Be-
dingungen f{ir die Vargabe von ERP Mitieln
sowle der Richtlinlen fdr dle Gesdhrung von
ERP Darlehen, vom 21.7.76, in: BAnz, J9. 26
{1976), no.139; annval “ERP-Wirtachafts-
plangesetz” (for 1976 - in: BGBY. 1, (1976)
no. 112, p. 2530)

Appllcn.len through a bank to the Ki
fbau (XW) which de-

po and awards the loan through the
bank (on order ot the Minister of Econcm-
fca). The KW is - in respect of the ERP
loans - supervised by the Pedaral Hintstry
which adalnisters the ERP fund,

Small and medius act-

An item-salated concession, s| plicable only
in the ZHG, involving & high initial deprec-]
fatlon allowance of up to 50 percent (far
plant and machinery) and up to JO percent
{for buildings} of eligible costa. Tha
concession can, in exceptional casws, be
uued prior to acquisition of the assot as a
tax free reserva. Although in principle the
decision whether or not to award, and the
rate, is discretionary) in practice little
dlscretion is excercised. The sllowance can
only be used on condition that it does not
give rise to losses or axacerbate an exist-
ing loss situation. Othurwise the timing of
use is, vithin a five-year limit, at the
discretion of the beneficiary.

Gesutz zur d des

(ZRFG), 1971, in: BGBI. I, (1971), p. 1237
{n connection with Locome tax and corporat-
Jon tax acts and thair regulaticns. Execut-
lve orders: "Schreiben des Bundcaministors
der Finanzen...” {18.£.1971}, fr: Bsedl. 1,
(19713, p. 366,

Application, with no standardisud forzat
to the applicant's local tax board which du:
cides whather or mot to award, and the rate
of award {with the agreexunt of the Pedural
Ministry of Finance nceded in cases of
allowances of DH 2 mill. and over). Advamce
tax payment will normaily he adjusted to
take account of any award,

ivities for profit (Gewerbebetriebe) which
do pot have a “primary effect’ but serve
the local market. Retail, wholesale and
local handicraft activities account for
more than 60 percent of all cases aided.
Activities which are eligibla for an invast:
ment allowance or investment grant (having
a primary affect) are explicitly oxcluded.

lions specified and, in practice, little
scope since avard and rate, as long as con-
ditions of avard ars fulfilled, are fairly
automatic.

In principle, a very wide - all
pormanent independent activities for profit
(Gewsrbebetriebe) with only a few minor act
111 for instance rent collecting
or finance investment, being mpecifically
excluded. In practice, the requiresent that
tho applicant must run s bock-kecping sys-
tem for Lax purposes excludes most agricult
ural and forestry units and soma very small
firma.

Very little scope since avard and rate, as
long as conditions of award ace fulfilled,
are largely automatic.

* GA tourist areas
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Investment Allowance

Investment Grant

ERP Regional Soft Loans

Special Depreciation
Allowance

Blacrisia-
ation

8 Size
Discrisin-
stion

Woae in xates which are fised, bwt dif-
fareat project types sre ellgible oaly if
they fulfll specified locatloa requirsments
(see 7 below) sxcapt for tourlst activitias
Wich have no such llmitstions i the GA
tourist areas.

o discrisinstios ia rates which are lized.
Nowever, setting-up and extensloa projects
lexcept for factories set up Or takew over
befose 1 January 1972) are eligible ia
SPOe oaly; sinisum jab targets ars set
fur extensiona, of 20 percent or 150 ad-
ditional jobe {ses 22 below))

J trans-
fars originaring from ocutaide GA areas
quallfy as setting up - IntTa-GhA arsa soves
qualify partly as estenaloms if thare is an

) affect, sation and basic
raticnalisation projects ara sligidle in
tha ZRG only. Wholly replacement projects
and taking-over projects are not eligible.

whizh may qualily as basic ratlionslls-
ation,

Norie, either In terms of eliglbillity or
sotes.

All nev tangible depreclabis fizad assets
a8 long as used for the produotion process
{dicectly or indirectly) i.e. plant, aquip-
ment and buildlnga - end Lt their valus is
over DM 80U and they llave & llfe of moce
than one yesr. Inaligible sre; land,
sacond-hand assets (including used duild-
ings), replacement assets, and working
capital. Bpeclally squipped vehicles are
eligitle L£ 1al for production,

All eligible Ltems myst be usad for three
yeacy and femovable Ltems suat be used to
the extent of at lesst 90 percent in the
spplicant's (actory.

Avards poselble within the GA sress ocaly.
Without agreemsat lrare) of the GA sub-com—
mltew, Jrants Connot encesd the maxisus pre-
fecontlal rats of localities: up ta 15 per-
vent for supecior SPOs In the IRG and SPOe
In extiems bocder locations) up to 20 per-
cent fos supsrios 5POs ocutside the IXG; up
to 15 percent for normal SPOs and, under
opecific conditions only, for mon-3¥0 loc~
atlons. Purther spatial discrimination ar-
1ses through project-type discrisination
(see 7 Delow). The diacrsticuary nature of
the grant (eee 3 abuve) gives scops for
other spatisl discriminstion,

K1igible project types, and i ton and

Avallable withis Gh areae oaly. Iatra-GA
area discrimination by way of an gxtrs oae

P polat rate

1n the 298G, Mo further spatisl discrimia-
ation.

Aocordiag to the lati oaly setting.

othet conditions, are basically as with
the Invastwent allowance) with the
euception that (1) basic rationalisstion
and reorqganisation sre slso sligible in
non-IRG are: (2) taking over can be
sltgible ia exceptlonal cases; (}) job
targets for edtenslons ars 13 percent or
), IRC joba for })
training; and.(4) specific regulations
reqerding inter- snd intra-GA a
fers of firma. The maln difference
that the maxisus prefersntial rate is lover
for reorganieation and basic rationalis-
ation projects, The discretionary natuse
of the grant {ses $ above) glves some scope,
within the rsgulstions, for further project-|
type dlscriminetion.

No svazds possible o eliglble investment
above DN 100 milt, Within this Jisit, snd
within the regulations, the di

up. extenslon, reorganisation and basic
rationalisation projects are eligible. Por
entansiona, & job targat (am additiomsl 1S
petoenl of jobe wust be ctreated) is set -
though this Is Jeniantly applied. 1In
practice, all projsct types axcept replace-
mant projects get through. Trans{ers sre
oligible only betwesn different local
authority . No apecifisd projoct-type
discrimination, and the sutomatic nature

af the incentive Yives littls scops for
such (se¢ 5 abowve).

The loans are for small and medium-sised
tirms - broadly up to 200 saployees and/or

nature of the grant (ses 5 sbove) glves
soms scope for sizs dlscrialnation.

In all iteme for tha
projact are eligible. Different Linder
have differeat regulations on eligible
ltema, Often, however, eligible items ave
a3 with the investsant aliowance.

annual of up to DM 30 mill,
{variable by sector), but these conditions
are gensroualy Interpreted. straightfor-
ward dlscrimination by project sire in that
thers i & maximum value of award of

DM 200,000. Mo further specifled size dis-
criminstion, and the automatic nature of
ihe incwntive gives liltle wcope tor such
(see 5 above

All tangiblae fiued te necessary for the
project (plant and equipment, land, bulld-
inga) having a minimum lifs of § years;

and being used 100 percent within the
appiicant's business. Second-hand
re ellgible. Pure replacement pro.
are not eligible. Stock and other Items
of working capital sre inaligiblse, though
with exceptlons.

Avallable galy ta the ZRG and tequiting
proof of disadvantageous locatlon fthough
this Is very lenlently epplied).

Mone, since the sward is item - mot
project - related.

No specified discrimination aither in
size of applicant or In silze of project
encept that espenditure must Le an
unspecified, minimm proportion of invest-
od capital of the spplicant tirm (ase 11
below), Seyund this, size discrimination
18 unlikely (sva 5 above}.

As {nvestment allovance except that asssts
need not nece ily be telated to tha
production process.

ANYYIIED



I

Investment Allowance

Investment Grant

ERP Regional Soft Loans

Special Depreclation
Allowance

10, Rligible
Forss ol

i-Emu rure

11, Purther

12, Actual

Avards

14, ‘Timing and
Phasing

Mot specified. In practice, assets pur~
chased vith cash or through phased payments
ava eligible, 88 are leasad assets and as-~
sots bought on hire purchase am lony as the
assets can be set in the spplicant's balance]
sheet. Thus, for leasing, only assets
under finance leasing are eligible.

1} lavestment cost calling of DK 3.6 mill,
per nuwly created or secured job; 2) the
projuct must not receive more than the mex-
ioum prefurentisl rate of the locality in
the form of direct public aids; 3} the
investment must be ln eccordance with town
end area planninyg lava; 4} tha investmant
must NOt aygravate monostructures or harm
competition in the arsa of location.

The rate of award Is fixed at 7.3 percant.
The table balow shows the number of approved
cases, l.e. certifications (ses I abova) and
awatds In the form of actual expendlture

(DM #411.). The award figure for 1972 ls
not comparable with the othar figucas wince
it also Includes experiditurs on other
investment allowances.

1972 1973 1914 1975

cases 5601 4401 76 322
avards t66s) 700 800 57
Not taxsd.

Application for certification (Beschainigungl}

1s possible after the start of the project
and even atter application for avard
(Bcvilligung) is made. The application for
avard has to be sads within the first three
months of the year after tha year of ex-
penéitura. Clat parlod

As investment allowance.

As investment sllowance sxcept that oon-

Jditlon Mo, 4 doss not apply. An addition-
al condition, howevar, is that the project
must ot have stacted bafore application.

Over the parivd 1972-75 the average set-
ting-up/axtensiva avesd, where grants only
wera involved, was 6.5 percant of sligible
investsent; 0.5 percent for reorganisatioy/

avarded the average was 6.8 percent and
2.9 psrcant respectively. The number of

® approved for investsant grantw, snd,
in DM mill., tha total value of grants in-
volved in thess aspprovals and the average
grant per case have beent

1972 1973 19 1975

casss 450 829 713 1083
avaxds 9 1 m kX
average ©0.22 0.21 0,32 0.22

Taxsd dlrectly it fed into taxable profits
or indirectly tend this 1ls tha normal
case) in that the asset must be doprec-
Lated for tax purpo: net of any grant
received.

Application sust be mada before the start
of the project, though projects can start
befors declzion ca application is received,
The application-processing pericd is 6-12
®onths. The grant can be called In {after
approval} one month In advance of actual

4

sume 6 months.

iture at the grant rate. Sometimes,
the total grant is paid imsediately after
approval,

A8 investment sllowance sucept that lsased
assets are not eliglible.

1) to be in need of tha loan; 2} guarantses

{dingliche Sicherhaiten) from a bank or by
the Linder; 3J) project must not have
started belore applicatlons 4} ne cumul-
ation with other ERP loans; 5) proof of
*worthwhileness of promoting econosically”
{little used); &)} firms which are part of
a conglomerate or owned by banks Are gen-
arally insligible.

In practice the concessionary element of the
1ban 18 as with the nominal ret: e 1
abova), On average 25 percent of eligible
investmant ie covered by & loan. The num-
et Of cases approved, the value of the
1cans {nvolved {and the average) have bean
(oM &Ll )}y

1972 1973 1974 1975

251 363 5335 4668
27 268 M1
averags €.11 0.0 o.07 a.07

By reducing dabt-servicing charges the con=
cassionary element of tha lcan is taxed in
Ia

tax
on earnings and capital. Estimated addlt-
ional comt equal to soms | percentage paints
of intarest rate, {Thcse tsx paywents are,
howover, deductible expenses from nat-
1onal lncome and/or corporation tax}.

Application must ba made befors the start
of the project though projects can start
bafora a decision upon the applicstion has

As tnvestment allowance.

1) the investmant aust not be “trifiing”
{gansrously applied]); 2) not payablse to
exceptionslly vell-off firme (with excepte
iona)) 3) profits must be made (key cone
dition}; 4) cannot be cusulated with other
special deprectation allowance concessiouns,

Vo hard information about actuai rate of
avard but the evidance is thst the stundasd
rata 1s (vith very few exceptions) thy max-
isus, The total nusbur of ceses uf spedlel
dapraciation allovance/tax five reserves
amount (DM ®111.} involved au wull am
the average amount have been:

1972 1973 1974 1975

cases 2720 11910 13422 11995
awards 287 815 949 100t
aversge  ©,11 ©.01 0.08 0.08

Not relevant.

Application not nacassary before expend-
Lturs but sust be made befors, or at, the
£inal tax declaration for the yeor of ex-

di Tha special depreciation al-

bean ned. Applicatl per-
one month. The loan cen be
called in axpenditurs i& incurred tn
1ine with the agrecd coverage.

lowance can be used in total to reduce
advance paymeuts immedlately aftec approval
(L€ the profita are high encugh) or

it can be distributed according to the
neads of the investor over the ywer of
acquisition and the folluwing 4 ycars.
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Investment Allowance

Investment Grant

ERP Regional Soft Loans

Special Depreciation
Allowance

is. Topping
® .

16. Mdabiitty

17. Clawback

18. Turndown

19, Cost

¥o avards are posuible beyond ‘the [ormal
The Investmsnt grant can be

the limlts belo net in the waximum pref-
wrentinl tate wystem.

£11glbility cond{tions sean that the al-
lowsnce {s not addahle to the ERP regional
josns. Addabla to all other direct public
A1l a3 159 a3 the totsl grant squivalent
values of all these alds o not excesd the
waximm preferential rate of the locatlon.
(The grant squlvalent value of an invest-
mant allowance I8 counted as 7.5 percent of
the total Investment, not of eligible 1n-
vestaent) .

Marde are clawed back 1f regulations and
canditions of awsrd sre not met.

Turndown owsr the period 1972-75 is shown
telow. 1a these years the high ratam were
Intgely raused by uncartainties of applic-
ants regarding the definition of primary
affact activitien. Other reasons for turn-
Bown are Ineligible location and the fact
thet job requiremonts not mat.

1972 1913 1974 1975
applications §285 6947 Go¥ 5313
turndown 2574 2136 2281 15648
percent M4 M7 318 Mo

Fxpenditure on the investment allowvance has
been (OM mill.}e

1972 1973 1974 1978
(665) 100 800 879

(Por an explanation of the 1972 flgure see
12 above) .,

Grante of & velus which, in combination
with other direct public sids, would

excesd the maximum preferential rate for
the locality are only poselble.with the
agreemsnt of the CA planning committes.

As investwent allovance. When awarded in
conjunction with the epecial deprecistion
allowance the value of the grant Ls red-
uced winew it {n brought into tncome, amd
hence taxable profits, more quickly, than
under the normal depreclation scheduls.

Avards are clawed back Lf the regulstions
and’conditions of award are pot met (-
less with the agreement of the awarding
body). An interest surcharge of 2 per-
centage points abowe the dlecount rate of
the Deutyche Bundesbank is levied on the

secured by the beneficlary while in rec-
wipt of the grant are payable to the
avarding suthority.

No comprahenslve hard lon ~ per-
haps half of appllications ars not-approved
or are withdrawn by spplilcante. Mo com-
prehenslve information on ressons for
turndown but start of a project before sp-
plication and inablility to meet job re-
quirements are not uncowmon reasons.

Mo informetion on expenditure {for grantm
approved see |2 above). Ffunds avallable
and allocated to the GA prograsme for
investsant grants (for setting.up, ex-
tenelon, reorganisation and baslo ration-
aliwation projects) have besn (DN mill.)s

1973 1974 19715 1976

217 mn? 263 %)

The formel maximmm concessionary elementa
of the loan cannot be excesded, Except
for wery small projecte (involving elligible
coste of up to DM 75,000) the ERP loan
covers less than the maximum two-thirds of
eligible investment; being replaced, at
ast progortione depending on total loan
size, by national ME loans from the KW
(vith slightly higher (nterest rates}.

Addable to all other direct pubilc aldw -
but not to the investment grant or inve:
sent allowance or to other ERP loans -
long a» the total grant equivalent of theme
aids does not wxcwed the maximus. preferent-
1a} rate of the area. (The grant squlv-
alont value of the ERP soft loan i mes-
eaured in relation to & 7.5 percent ral-
erence rate).

Burcharge regulations aimlilar to those of
the investment grant with, however, the
quatification that the interest charged
sust be at least ) percentage points above
the interest rate of the loan.

In 1974 6,711 applications were wade for
these loans of wvhich 1,061 {17 parcent})
were turned down. The figures for 1975
wvere 3,608, 772 and 14 percent respective-
ly. 1In 1975 the reasons for tutndown were:
12 parcent,spplicent not eliglble; 11
percent, project. not sligible (locations,
aize)t 12 percent, financlal ressons
{applicant's own furde deemed adequate /
tongterm finance 1lke PRP loan not needed)
6 percent., project already started (or
even [lnished).

o information on awpsnditure. {(Fozr loans
approved ses 12 abovel.

No awards are prssible bayond the formal
maxima.

Adable to stratght-llne deptaciation
and to all other Lncontlven except other
natlonal speclal dopreciation allowancen.
It 1a ot inclwird in the calcnliation of
the maximm prefevential rates. When
added to Lhe Investment grant the value
Of the grant 1a reduced since the nnt
present value of the tax to be pald on it
{ncreannn.

No expiicit regulations. Genaral Lax lav
18 applied with & surcharge of 5 percent
being levied on all outetandlna tax pay-
ments.

No hard Information avallable) evidence
that turndown rates are trivially low,

o divact cost Information avallable.
Nominal temporary tax telief {estimates
based on A tax rate of 15 percent} for the
poriod 1972-75 was DM 1,396 wmlll. Ln total

ANYWYID
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Investment Allowance

Investment Grant

ERP Regional Soft Loans

Special Depreciation
Allowance

21, Investment

Bssociated

22, Anticipated
Dudation

23. Change
Provisions

24, Hiscel-
lancous

Estimates of jobs associated with applic-
atlons approved in the following years
have beons

1972 1973 1974 1975

Aev jobe 104676 134927 108502 44130
cousvlldated 1249 119422 148175 BQ448
Joks

Note: Some of the projects in recelpt of
4n Investuant allovanca would also be in
rucelpt of an lnvestment grant. Thus, the
joba ausuciated above cannot ba allocated
only to the investmant allowance.

Total ellgible investoent (DM alll.) in
spplications certified In the following
yaars has been:

1972 1973 1974 1978

setting-up 480 1395 2341 1469
extensions 5065 S0 TRM 4792
ceorgenisation 405 744 693 593
and rationalis-

ation

(see note at 20 above).

Hu spacifiad 1ife. Regulations for the
investment grant on job targets will be
adopted for the investment allowance. New
royulstions ars ltkely, deeslng as in-
eligible those projects which start bafore
applicstion. &ce also investsent grant.

Date of applicatlon and dats of projact
start (Elrse expenditure) as compared
with the firsc implementation of new rag-
ulations dateraine whuther or not the new
or old regulationa apply. In the svent of
chuijes of the requlations, arrangaments
are largely in favour of the appllcant -
at least for & transltjonal perlod,

Rstimatas of jobs assoclated with ap-
plications spproved in the following
¥ have beent

1972 1973 1914 1975

new Jubs 25519 38J23 J418 26213
consolidated 4265 26J20 34843 €26
Jobs

Notet most projects in receipt of a grant
will also be in receipt of an {nvestment
allowance; thus, thass figurss do not
ralate solely to the investment grant.

Total sligible investmsnt (DM miil.} in
appllcations approved in the following
years have been:

1972 1973 1974 1975

setting-up 1920 920 726 562
extenslons 918,40 2759 P16
reorganiastion 156 181 21 456
and rationalis-

ation

(see note at 20 above).

Ho specifivd lifa. Eligibl
maxipum prefarantial ral e open to
change annually {although thay are in fact
ralatively atable).

a8 and

Declsiona Ln the pipeline. are treated un-
der tha nev conditions, 4w are any assats
acquirsd under the new conditions. In
the case of area changes, epplications
can bo made for a furthar year under the
old regulations,

No informatiom.

Total sligible (DM will,) investment in
applications approved in tha following
years was:

1972 1573 1974 1975

1168 106 1743 71

No specified 1ifs. Interest rates for new
loans ars, broadly, in line with the de-
velopment of market rates and overall
ecopomic conditions.

No alterations of conditions on swarded
loans. a of a change of conditions
betwaen date of application and date of
approval, the new regulations apply.

Mo information.

Zstimatss on tha basis of waxisum rates of
avard (including tax frae resorves) for the
pariod 1972-75 axe DM 7,534 mill,, of
which DM 1,330 ®ill. for Lmmovable assets
and DM 4,204 mill, for movable assuts,

No specified life.

No guidelines.

ANYWEED



GERMANY

THE INCENTIVE VALUES

As we have seen, there are four major regional incentives in the
Federal Republic of Germany - two grants on capital (the investment
allowance, IA, and the investment grant, IG), one soft loan (the ERP
loan) and a special depreciation allowance (SDA). The first three of
these are available throughout the assisted areas (the GA areas) while
the fourth is restricted to the ZRG.

]

The investment allowance is the basic grant. It is awarded more
or less automatically and is at a fixed rate of award. 1In contrast, as
was made clear in the synopsis tables, the investment grant is both dis-
criminatory (with differing maximum levels of grant being set for different
project types and locations) and discretionary (with perhaps only about
one fifth of eligible projects actually being awarded a grant). Whereas
more than 16,000 investment allowances were "certified" in the period
1972-75 only 3,030 investment grant awards were approved. In many respects
the investment grant can be viewed as a "topping-up” element in the grant
system, tailoring the overall award to the needs of both applicant and
the particular State (Land).

While the investment allowance and the investment grant are comple-
mentary aids, both going to projects which have a "primary effect", the
ERP soft loan goes to a completely different set of projects. Indeed, it
is a condition of award that ERP loan-assisted projects do not have a
primary effect, but rather are of a local character. Some 13,600 such
projects were supported by an ERP soft loan between 1972 and 1975. The
'final incentive, the SDA, is available to both primary and non-primary
effect industries. The key condition of its award, as already noted, is
that the investment take place within the ZRG.

Table A has been structured to take account of the main incentive
features described above. A distinction has, for example, been drawn
within the table between the ZRG and non-ZRG areas (within the GA areas).
The table also differentiates between primary effect and non-primary
effect industry, and, further, identifies - in view of the award matrix
used for the investment grant - the key investment grant maxima. Within

the ZRG, the prime determinants of an investment grant award are project-
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type and location. For setting-up projects and extensions, the maximum
award is 25 per cent in both superior SPOs and SPOs in extreme border
areas and 15 per cent elsewhere; while for reorganisations and basic
rationalisations a general 10 per cent maximum applies. Outside the

ZRG the picture is similar, the maximum 20 per cent award being restricted
to setting-up projects and extensions in superior SPOs. In addition,
setting-up and extension in normal SPOs receives a maximum 15 per cent
award, while reorganisation and basic rationalisation again is limited

to a 10 per cent maximum. (For more details on the investment grant award
matrix see p. l04bove). As well as these maxima, Table A also contains
information on average investment grant awards (1976 figures) both in
cambination with an investment allowance and when awarded alone (a very
rare occurrence). Reflecting the scope for discretion in the administra-
tion of the grant, these average awards fall well below the possible
maxima. Indeed, in combination with the investment allowance, the

average investment grant is only 8.8 per cent in the 2ZRG and 6.5 per cent
outside the ZRG (see Table A) compared with possible award maxima (after
subtracting out the investment allowance) of 17.5 per cent and 12.5 per

cent respectively.

A final structural feature of Table A worth mentioning is the
distinction between average and maximum ERP loan awards. As we have
seen in the synopses tables, project size is the crucial determinant
of ERP loan coverage. For small projects, involving eligible costs
of up to DM 75,000, the ERP loan covers two thirds of these costs. The
larger projects the coverage decreases below this level and indeed is
only one third of eligible costs where these lie between DM 150,000
and DM 600,000. Moreover, for projects of over DM 600,000 coverage is
further reduced since the maximum possible loan award is DM 200,000.

It is as a result of this feature of the scheme that the overall average
award used in Table A is only 26 per cent of project costs. The median

award, on which we have no detailed information, would be much higher.

Turning from the broad composition of Table A to the details of the
table, there are three points to be made. First, although in terms of
award maxima the investment grant is far and away the most valuable of
the incentives (the maximum 25 per cent nominal award having an effective

value after tax, delays and eligible items of 11.3 per cent) the average
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investment grant is much less valuable being worth, in effective value
terms, about 4 percent of initial capital costs in the ZRG and some 3
percent outside the ZRG (compared with, for example, an investment
allowance effective value of 4,6 percent in both areas). Secondly,

ZRG awards are generally higher than those outside the ZRG. This is

the case not only for the investment grant, it also holds for the ERP
soft loan, its average effective value being 2.3 percent in the ZRG and
1.5 percent in the non-ZRG areas. Moreoever, as already mentioned, the
SDA is available only in the ZRG. Thirdly, in effective value terms,
awards to primary effect industries are generally higher than those to
non-primary effect industry. On average, the ERP soft loan is worth
significantly less than both the investment allowance and the investment
grant while - despite the fact that rates and conditions of award are the
same for both industry types - the SDA is less valuable to non-primary
industry (mainly due to its lower tax liability).

Table B has the same broad structure as Table A (distinguishing,
for example, between the ZRG and non-ZRG areas and between primary
effect and non-primary effect industry) but differs from that table in
its emphasis on incentive combinations rather than individual incentives.
For primary effect industry in the ZRG there are seven possible incentive
combinations, all of which are shown in the table - IA alone, IA + SDA,
IG alone, IG + SDA, IA + IG, IA + IG + SDA, SDA alone. Not all of these
of course, are of equal importance. Some combinations are rare while
others are fairly common. It is, for example, not at all usual to receive
an investment grant, and yet not be awarded an investment allowance; and
At is similarly rare not to obtain a special depreciation allowance when
an investment allowance has been secured. Given this, the combinations
IA + SDA and IA + IG + SDA are the ones normally found for primary effect
industries in the ZRG, with the former combination being more common
than the latter. Outside the ZRG, there is no special depreciation
allowance available, so that IA alone and IA + IG are the standard
forms of award with IA alone being the normal case. For non-primary
effect industry, neither the investment allowance nor the investment
grant is available. For such industry, the standard combination is
ERP + SDA in the ZRG and ERP alone in the non-2ZRG areas.

In terms of the standard combinations identified in the previous

paragraph, the basic point to arise from Table B is that the incentive
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package in the Federal Republic of Germany is "worth"” very much less
outside the ZRG than within it. Whereas the investment allowance alone
in the non-ZRG areas has effective values of 4.6 percent of initial
capital costs, 3.9 percent of annual capital costs and 1.3 percent of
value added (relatively low figures in international comparative terms
as we shall see in Part II), the combination IA + SDA in the ZRG has
significantly higher effective value percentages - 11.5, 9.8 and 3.3
percent respectively. Nor does receipt of an investment grant change the
basic picture. In the ZRG the combination, IA + IG + SDA has average
effective values of 14.9 percent of initial capital costs, 12.7 percent
of annual capital costs and 4.3 percent of value added, while, outside
the ZRG, the IA + IG combination is "worth" on average 7.5 percent,

6.4 percent and 2.2 percent respectively, in effective value terms.

For non-primary effect industry the position is similar in that non-
receipt of the special depreciation allowance and a lower subsidy value
for the ERP soft loan outside the ZRG makes for markedly lower non-ZRG

effective values.
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EFFECTIVE VALUE AFTER

TAX DELAYS
7.5 6.9
16.5 16.2
9.9 9.7
6.6. 6.5
5.6 5.5
5.8 5.7

9.9-12.5 9.9-12.5
9.9-12.5 9.9-12.5

7.5
13.2
9.9
6.6
4.6
4.3

6.7-8.3

Table A: NOMINAL TO EFFECTIVE PERCENTAGE SUBSIDY.
NOMINAL
AREA INCENTIVE LEVEL VALUE
ZRG
(a) primary effect industry
1A fixed rate 7.5
IG 25 percent max 25.0
15 percent max 15.0
10 percent max 10.0
average (no IA) 8.5
average (with IA) 8.8
SDA plant fixed rate 9.2
SDA buildings fixed rate 13.0
(b) non-primary effect industry
ERP maximum 14.2-17.9
average 14.2-17.9
SDA plant fixed rate 5.1
SDA buildings fixed rate 7.2
NON-ZRG
(a) primary effect industry
IA fixed rate 7.5
16 20 percent max 20.0
15 percent max 15.0
‘ 10 percent max 10.0
average (no IA) 7.0
average (with IA) 6.5
(b) non-primary effect industry
ERP maximum 9.5-11.9
average 9.5-11.9

118

6.7-8.3

6.9
12.9
9.7
6.5
4.5
4.2

6.7-8.3
6.7-8.3

ELIGIBLE
ITEMS

4.6
11.3
6.8
4.6
3.9
4.0
4.2
2.7

4.6-5.8

1.8-2.3
2.3
1.5

4.6
9.0
6.8
4.6
3.2
2.9

3.1-3.9
1.2-1.5
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Table A: NOTES AND ASSUMPTIONS

(a) GENERAL: Discount rate 8.0 percent (EC reference rate 1976)

(b) INVESTMENT ALLOWANCE (IA)

(i) Nominal value: As percentage eligible investment costs.

(ii) Taxation: Not taxed.

(iii) Delays: Assuming calendar and financial years coincide (the normal
case) then 12 month delay on average (average 6 months submission
delay plus average 6 months processing delay).

(iv) Eligible items: With EC key of: 1land 5, building 30, plant 65 and
with working capital assumed to be 30 percent of project capital costs,
eligible buildings/plant account for 66.5 percent of all project
capital costs.

(c) INVESTMENT GRANT (IG)

(i) Nominal value: As percentage eligible investment costs.

(ii) Taxation: Effective rate of corporation tax 34.1 percent (standard
rate 56 percent reduced by the fact that there is an average six
month delay in tax payment and because the grant is taxed "indirectly"
through reducing the value of aided assets by the value of the grant
for depreciation purposes. For depreciation purposes we assume that
plant is depreciated straight line over an 8 year fiscal life and
that buildings are depreciated straight line over 50 years. Land is
non-depreciable with the result that the land element of grant is
fed directly intc income and hence taxable profits).

(iii) Delays: Processing delay: average 9 months (range 6-12 months).
Assuming grant application made just before project construction
starts (in practice it can be made earlier but not later), a one
year construction period and a uniform distribution of project ex-
penditure, the 9 month average processing delay implies an average
3 month delay between asset expenditure and grant receipt.

(iv) Eligible items: Eligible investment assumed to be 70 percent of
all project capital costs, it being assumed that (ineligible)
working capital is 30 percent thereof.

(d) SPECIAL DEPRECIATION ALLOWANCE (SDA)

(i) Nominal value: Net present value of tax saving due to accelerated
depreciation given an effective tax rate of 53.9 percent for primary
effect industry (standard 56 percent corporation tax reduced by
average © month delay) and 30 percent for non-primary effect ind-
ustry (since it would tend to be subject to income tax).

(1i/iii) Taxation/Delays: Not relevant. :
(iv) Eligible items: Given the assumptions in (b} (iv) above plant covers
45.5 and buildings 21.0 percent of all project capital costs.

(e) ERP SOFT LOAN (ERP)

(1) Nominal value: Net grant equivalent of loan subsidy as percent loan
award assuming:

loan principal interest interest rate
period repayment free subsidy (given EC
holiday period reference rate)
ZRG 10-15 yrs 2 yrs None 3 percentage pts
NON-2ZRG 10-15 yrs 2 yrs None 2 percentage pts
Repayment is six monthly on a straight line basis.
(ii) Taxation: Effective rate of tax (income tax): 30 percent.

(1ii) Delays: None.

(iv) Eligible items: (a) Loan as percent eligible investment: (1975)
average 26 percent; maximum 66.7 percent. (b) Eligible investment
as percent project costs (given EC key) - 70 percent. Loan is there-
fore an average 18.2 percent of project costs, and has a maximum
coverage of 46.7 percent of all project capital costs.
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Table B:

AREA INCENTIVE COMBINATION
ZRG
(a) primary effect industry

IA (+SDA)

IG (25 percent max) (+SDA)

IG (15 percent max) (+SDA)

IG (10 percent max) (+SDA)

IG (average) (+SDA)

IA + IG (25 percent max) {+SDA)
IA + IG (15 percent max) (+SDA)
IA + IG (10 percent max) (+SDA)
IA + IG (average) (+SDA)

SDA

(b) non-primary effect industry

ERP maximum

(+SDAa)
ERP average
(+SDA)
SDA
NON-ZRG

(a) primary effect industry

. IA
IG (20 percent max) (+IA)
IG (15 percent max) (+IA)
IG (10 percent max) (+IA)
IG (average) (+IA)

(b) non-primary effect industry

ERP maximum

ERP average

INITIAL
CAPITAL
COSTS

4.6
11.3
6.8
4.6
3.9
12.5
8.0
5.7
8.6
6.9

(11.5)
(16.5)
(12.7)
(10.8)
(10.2)
(18.2)
(14.4)
(12.4)
(14.9)

4.6-5.8
(8.4-9,6)
1.8-2.3
(5.6-6.1)
3.8

4.6

9.0 (10.3)
6.8 (8.0)
4.6 (5.7)
3.2 (7.5)
3.1-3.9
1.2-1.5
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ANNUAL
CAPITAL
COSTS

3.9
9.6
5.8
3.9
3.3
10.6
6.8
4.8
7.3
5.9

(9.8)
(14.0)
(10.8)

9.2)

(8.7)
(15.5)
(12.3)
(10.6)
(12.7)

3.9

7.6 (8.7)
5.8 (6.8)
3.9 (4.8)
2.7 (6.4)
2.6-3.3
1.0-1.3

EFFECTIVE SUBSIDIES AS A PERCENTAGE OF VARIOUS DENOMINATORS

VALUE
ADDED

1.3 (3.3)
3.3 (4.8)
2.0 (3.7)
1.3 (3.1)
1.1 (3.0)
3.6 (5.3)
2.3 (4.2)
1.6 (3.6)
2.5 (4.3)
2.0

1.3

2.6 (3.0)
2.0 (2.3)
1.3 (1.6)
0.9 (2.2)

0.9-1.1
0.3-0.4
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Table B: NOTES AND ASSUMPTIONS

(a) INITIAL CAPITAL COSTS
In general, the summation of the Table A results. Note though that
when an investment allowance is awarded in conjunction with an invest-
ment grant the maximum nominal value of the grant is reduced by 7.5 percent-
age points since the maximum value of the two incentives in ceombination
must not exceed the maximum preferential rate for the locality (see p,104
above). In addition, when an investment grant is awarded in conjunction
with a special depreciation allowance, the value of the grant is
reduced to 84.98 percent of its Table A level since tax payments on the
building and plant elements of grant are in effect made more quickly
under the SDA regime.

(b) ANNUAL CAPITAL COSTS (Discount/interest rate 8.0 percent).
(i) cCcalculation of weighted annual capital cost factor:

Assumed Annual Capital Weighted
Asset Life Charge Factor Weight Factors
Buildings 50 0.0817 0.210 0.0172
Plant 10 0.1490 0.455 0.0678
Land/Working Capital - 0.0800 0.335 0.0268
WEIGHTED ANNUAL CAPITAL COST FACTOR 00,1118

(ii) Calculation of annual subsidy factor:
-~ IA, SDA : 0.0955 (plant/building subsidised)
- IG, ERP loan : 0.0948 (plant/building/land subsidised)

Since replacement is not explicitly subsidised, the subsidy life
of the plant element of all the above subsidies is taken to be
20 years - see p, 44 above.

(iii) cCalculation of annuitising factor ((ii) + (i))
- TIA, SDA : 0.8542
- IG, ERP loan : 0.8479

(c) VALUE ADDED
It is assumed that gross profits make up 34 percent of value added.
This was the average figure for manufacturing industry in Germany over
the period 1970-74. See Eurostat, National Accounts 1970-74 Eurostat
Yearbook 2 - 1975, Statistical Office of the European Communities, 1975,
Table 5.
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THE INCENTIVES

Both fiscal and financial incentives are currently available in the
Republic of Ireland. The main financial incentives are project-related
capital grants awarded by the Industrial Development Authority (IDA).
The IDA grant system covers the whole of the country, albeit with
differentiation in terms of rates of award between Designated Areas
(containing almost one third of the national population and covering over
one half of the national land area - see accompanying map), Non-
Designated Areas, and Dublin. A feature of the system is its division

into a number of separate grant programmes.

The most important of these, in terms of expenditure, is the New
Industry and Major Expansion Programme. Over the period 1973/74 - end
1975 morxe than £140 million worth of grant expenditure was approved
under this scheme (annual average £51.3 million), representing in
expenditure terms almost three-quarters of all IDA capital grant approvais.
Over the same period, a further one fifth of approved grant expenditure
(averaging #14.1 million annually) was devoted to the second most
important programme, the Re-equipment and Modernisation Scheme. Both
the new industry/major expansion programme and the re-equipment/
modernisation programme are included in the synopsis tables which follow.
Under the former, the maximum rates of award, for administrative purposes,
are 50 percent in the Designated Areas, 35 percent in the Non-Designated
Areas and 25 percent in Dublin; while under the latter, maximum rates
of 35 percent, 25 percent and 25 percent respectively apply. There is
moreover an upper limit of £850,000 set for any re-equipment/modernisation
grant awarded, although this limit may be exceeded with Government

approval.

The remaining IDA grant programmes are of much less importance
and indeed in terms of grant expenditure approved in the period April
1973 to December 1975 accounted for less than 6 percent of the IDA grant
total. Just over half of this (on average some #£2,3 million worth of
approved expenditure per annum) was devoted to the Small Industry
Programme, designed to assist small manufacturing industry employing
up to 50 persons with a fixed asset investment not exceeding £200,000.
Under this programme, the maximum rates of award are ten percentage
points more than those noted above for new industry projects and major

expansions.
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Other programmes, minor in terms of expenditure even though
significant in the context of the dévelopment process, include the Joint
Venture, Service Industries and Product and Process Development schemes.
The primary objective of the Joint Venture Programme is to encourage
the establishment of new manufacturing capacity through the promotion
of partnerships between foreign and domestic entrepreneurs. The Service
Industries Programme (like the Joint Ventures scheme offering grants at
the New Industry/Major Expansion Programme maximum rates) is aimed at
both domestic and overseas firms in certain areas of the service sectoxr
such as engineering consultants and computer technology, with a view to
developing export services. The Product and Process Scheme, together
with grants towards the provision of research facilities, has the objective
of improving both the competitiveness and growth potential of Irish
manufacturers through innovation and the development of industrial
processes. Under this scheme, the maximum rates of grant award are as

noted above under the re-equipment/modernisation programme.

Turning from financial to fiscal incentives, the most important
such aid is the export profits tax relief scheme - generally considered
to be of key significance in attracting foreign investment to Ireland.
Under this scheme, 100 percent relief from corporation tax is given
for a period of 15 years, with a reducing scale of relief for a
further 5 years on profits attributable to the export of Irish
manufactured goods. The scheme is scheduled to end in April 1990.
In 1975, export profits tax relief is estimated to have 'cost' the
exchequer £25 million in foregone revenue. The scheme is described in

detail in the synopsis tables which follow.

The last of the major incentives in Ireland are capital allowances.
These are administered by the Revenue Commissioners, are available
throughout the country and "cost" the exchequer some £10 million
annually. For new plant and machinery, they take the form of a 100
percent initial allowance or of free depreciation; while for industrial
buildings the standard allowance is an initial 50 percent allowance plus
a straight line writing down allowance of 4 percent per annum (making
a 54 percent allowance in the year in which the expenditure is made, and
4 percent annually thereafter). Moreover, in the Designated Areas, a
further allowance is available on plant and machinery - the "investment
allowance". . This allowance of 20 percent of capital expenditure is
available on top of the capital allowances, thus permitting a total of

120 percent of the cost of new plant and machinery to be claimed for tax
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purposes in the Designated Areas. It is the investment allowance

which is covered in the following synopsis tables.
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Capital Grants

Export Profits Tax Relief

Investment Allowance

Ellgible
Activitios

Activity
piscrimin-
ation

3 capital grants. In law a

« itam-related iscal concassion. The

A ai 1 fiscal tor which
4 goods = the incsntive being total

+ Prod
two-tier grant structure, the basic grant not
40 percent of aligible fixed investment in designated
areas {25 petcent slsevhers], whils &n extsra saximum 20
percent grant may be offersd to projects satisfying “add-
itional criteria®. 1n practice the position ls more com-
Pplok, Lhe maximus administrative patcentages for the two
saln grant uchemes being (for designated agcas, non-
dusignated atvas and Dublin respectively) 50 : 35 3 2%
for wetting-up projects and major axtensions and 35 : 25 1
2% tox proje . + the saximum te-
equipment grant is 850,000 although grants in excess of
this limic may be Flven with Govexrnment approval.

todustrial Davelopment Act 19G9.

Grant adminlstration is.in the hands of the Industrial
Dovelopawnt Authority (IDA) sacept for the Mid-West Reg-
1on (where the Shannon Free Alrport Development Company
mwnly acts as agont for the IDA) and the Gacltacht areas
(for which Gaeltaxra Eireann ls responsiblal. Finance is
provided from voted capital of the Department of Industry
and Commarce, and indceed the Minister of Industry and
Coemerce is reaponaibls to Parliament for the IDA.

While in Jaw no economic sctlvity or sector im specific-
ally excluded, the genaral conditions of award (ses LI

below) wean that in practice awards ace sade principally
10 manufacturlng industries. Cextalnly, agrlculturs and

are covered by a separate IDA grant scheme {sue intro-
duction) .

Batwuen eligible activitiea no specified discrimtnation,
but the declaion wvhethar of not to award and tha rate of
avard {subject to the administrative maxims) are at the
Aajscretion of the authorities, thus giving soms scope for
discrimination. Moreover, tha legislative criteria of
awazd {see 1} below) mean that, in practice, particular
sectors are favoured in terms of aligibility and rutas,

Grants are avajlable throughout the country but at dif-
ferent taves corrouonding to the legal distinctlon drawn
between designatod and non-Jesignated a . A fucther -
dmink ive distinction out Dublin as a upec-
1al case within the non-designated arues (sce ) above for
saxleum avards and 12 below for actual awarde), Until
the curreot i new ind al was not
wncouraged in the Dublin area. Within aligible aze:
specified discrisinatton (but 5 above),

axport

ralle? on taxable profitas attributable to such exporte
{"attribution® baing on the proportion of sxports to
total salas) for 15 years plus partial sellef for a
further S years. However, since the incentive will
Lapes in 1990, caly thosa companiss which starced an
wxport trade befors 1571 are eligible for the full leg-
islative relief,

The Corporation Tax Act 1976 1

allovance, s flxed 20 percent of capital expenditure on
new plant and machinery, is availabla to set against tax-
able profits in the designatad areas only. It i awarded
on top of the national capital allowance scheas {of,
amonyst other things, [ree depraciation for plant and
machinery) and thus psrmits & total of 120 pezcent of the
cost of new plant and machinery to be claimed for tax
purposes In the dasignated are,

Income Tax Act 1967, subsequant Pinance Acts and the

legislation in relation to tex rellefs on exporc profits.
The schese 1s sdministarsd as part of tha-general tax-
ation system. Advice on borderline casas (vhers unclear
that product falls within the dafinition of & manu-
factured good) -1s usually sought before production
starts, Othervise, the normal practice is that business
accounts are subaitted to the Inspector of Taxes, tog-
ather vith a claim for export sales rellef ahowing the
proportion of goods manufactured golng to export sales.
The Inspector then assessss» the tax due.

ALl manufacturing industries, plus specified manufactur-
ing processes; certain design and planning services for
projects executed abroad; repsits to non-rasident-
owiad ships) s well as figh farming and mushroos cul=
tivitation ate aliglble., In general, the primary sector,

, touriem snd are ineligible. At
Shannon Alrport however all activities (including service
activities like packaging) which contribute to the use
and developeant of tha alrport are eligible for Shannon
relisf. Unlike tha export profits tax relief, Shannoa
ralief can be claimed fn full, without any scaling down,
for any qualifylng profite made befora 6 April 3990.

Mone. Award is automstic as long as coaditions are
fulfilled, and ratas axe fixed.

Mone In terms of ratas nor, in gensral, in the declefon
whiethar or not to award. However, in the Shannon Pres
Alrport zons there is favourable treatmant (albeit only
with Ministarial permission) due to the widar definition
thare of eligible activities (see 5 above).

lon Tax Act 1976,

Inveatment allowances are adainistered uniforsly through-
out tha designated aress as part of the general taxatlon
systes,

No sector is specifically excluded. All sectors carrying
out ellgible Investment ars sligible. Howevsr, since the
allowance is restricted to naw plant and machinery, most
avarde are made vithin manufacturing.

Award 18 automatic as long as conditions are ful-
rates are fized. :

Available only in the designatad are Rates are (ixed
and the decision whether or not to avard is largely
automatic, giving no scope therefore for discrimination
wichin eligible areas.
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Capital Grants

Export Profits Tax Relief

Investment Allowance

7. Project
Discrisin-
Atioa

I3
FI?
5
1

q

|

S tligible
Itens

10. Eligibla
Forms ©
Rxpendlture

11. Pusther
Conditlons

Satting-wp projects and sajor sutsaslons have higher
grant mazima thas “re-equipment® graat peojects i.e,
=inoe 1 and
rationalisations. (Zesentlally the distinctios betweea
the tvo grant types is that Letwesa sxpanding esployment
and saintalning existing employwent).  Novaver,

in practice, “re-equipment® grant critaria appesr less
stringent than those for setting-up so that such granta
are less likely to be scaled duwn (zom the maxima set.
ndevd (see 12 Lelow) “re-equipment” grants often have
hijhet avetepes lavels in percentage turms - though on the
othar hend Lhey are often sure difficult to obtala, Take-
overs and whully teplecemant prajects acte oot eligidle tox
assistance, while trsnafers do not qualify under the
setting-up scheme but are od under the 1e-oquipment
piojimms. Between eligible project typws no spocifled
discriminetivn (bul see 5 asbove).

whate investaeut 1s less thaa 41 eill. or £15,000 per job
setting-up projects and msjor extenslons face cost pec
Jubs latts of ¢7,500, 45,000 and 44,000 in the designeted
atsas, non-Jesignated aress and Dublin respectively. Mo
furthar specifled size discrialmation (but ses $ above),

Almost all project fimed capital costs - inclwling site
ch and d I works and in-
stalistions {s.g. alsttxical sarvices, watsz, telephonas)

#tw eligible, as 1ong as they sre “reasonsble” and dir-
ectly ralevant to the production process, Working capital,
off-site vehicles, sacond-hand ltsms, plant and sachinery
of than ¢1,000, tools and feplasents and office
ducurations ace all Ineligible, as is office equlpment of
luse than £2,000. Offices and cai on the premises

e ellgible but ancilliary bulldings (e.g. recrsational
facilities) are not. Replecement Ls allgible whete part
of a re-squipment grant project.

Assets purchased with cash or through phased payments
are aligible as ara ts bought on hire purchase.
Leassd assats are not ellgidle.

Lagally, In addition to project viability, there aze

three basic conditions of award (the investment must ba
of a reasonably permanent nature; must need asslstance;
and abcve all must creste or maintain employment - see §
above) and four supplementary conditions (relating to the
significance and charscter of ths employment - skilled
wales being favoured; the degree of local linkage; the
growth potentlal of the undertaking; and its technolog-
ical and sclantific content). In practice it sppears that
all the above conditions play a role ln detarmining
whather or not to make an sward and the level of award,
Motsover, re-squipsent grant pzojects must be part of a
tully integrated and reslisable development plan and be in
line with tha IDA's sactoral priorities.

Mowa, the relief beiag ca a campasy basis.

‘Mone, 1a terms of eligibiiity ser, dlrsatly, in terme of

ratss. Only to the extest that corporation tax rates
Cavour small companies (i.e. those with taxable profite
of less then {£135,000) doss the concesslon, by rulieving
this tax bucden, favour larger companies.

¥ot relsvant.

Wot relevant.

The ralief is avallable to companies only. Only those
profits which originate from export s e sligible
and then only whare attributable to the ssle of goods
manufactured in Ireland (or to the activities in 4 above).

Mona, the allowance being on an itam vsther than a project
basla.

Mone, sither in tarme of eligibility or rates.

Only nev plant and machinery is eligible. Second-hand
items ars ineligibla as is any disburesment on mainten-
ance, repeire or loosa toale or amall tools likely ta be
worn out in & ehort period. Replacement is sligible as
long as the abova conditioas are met.

Assets purchased by cash, or through phased payments or
on hire purchass ars ellgible. Laased aLs ars not
directly eligible.

The main condition is that the asset be in use at the end
of the year in which the allowance {s baing clalmed.
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Capital Grants

Bxpor€ Profits Tax Relief

Investment Allowance

12, Actual
Avards

Treatment

4. Tioiny apd
Phasing

1S. Topping
tp

16, Addabiiity

17, Clawback
18, Turndown

Ahe table shows grant approvals over the period April}
1973 to end 1975 (£ =ill.):

ignated Areas { d Areas
Setting Re-equio- Setting Re-equip-

up oent up mont
cason 108 151 187 (]
avards 56.0 7.0 84.3 3.8
average 0.51 ©0.05 0.45 0,05
percent eligible 27.0 4.4 1.0 21.0

Inv.:‘mnt

The butlding slement of the grant is {indirectly} taxed
whenever profits are made since alded bulldings can only
be deprcciated for tax purposes nat of any geant received.
In contrast, the plant and machinery elemant is fres of
tax since capital allovances apply to the total cost

{1.e. ignoring grants) of atded plant and machlnery.

Apolicatiug wust be mada and a decleion glvan bafare

No rslevant information.

Mot relavant.

The basie of assasamant and granting of celief is as tor
Tax, with spplication for the export profits

project construction starts. Application 9
puziod is vartable (6 months to 2 years} depanding very
wich on lenqth of project planning phase. Thareaftor
clajus Lor grant payment con ba submitted as bills patd.
Clalo verification period 18 about one month.

No awards are possible bayond the formsl maxims.

fhe two main incentiva types - IDA capital granta and
fiscal Incentives - arae {ndepandant of each other and are
unconditionally addable. Within the IDA incentive pack-
493 capital grants can also be added to other, more minor,
IDA assistance (e.g. loan guarantses, loan subsidlas, and
tralning grants) subject to the sdeinistrative maxisa

set out in 1 sbove.

Whure a condition {s not met, or is broken within ten
yearu - and the casa comew to IDA Rotice - grant i re-
payabla. The normal pollcy is to examina the reason for
shortfall and to try to renegotiste in the light of the
changed clrcumstances. The law i a last resort. Total
grant repaymonts amounted to £964,000 from April 1970 to
the end of 1975.

For satting-up projucts and large extensions thura sra
10 meanlngful turndown rates since projects which fail to
weet the IDA criterle are discouraged from making formal
apg-lication. Any turndown is thus informal, and there ls
no quantiticarion of the sca: FOr re-equipacnt grantw
the turnduwn rate for una fecent Yy was about; 40 per-
cent - largely for reasons of overcapacity Ln the product
area, project non-viabiliry, lack of growth potuntial and
financial inadequacy.

tax relief being made as the tax accounts ars submitted.
P tax for any q period is in two

equal instalwants, the first nine montha from the end

of the accounting pericd and the second six moaths later.

No avards are possible beyond tha formal maxima,

Export profits tax rellef and all financial incentlves
are independent and unconditionally addable. The relisf
can also be avarded in conjusction with capital allow-
ances, but it should be noted that aven where relief ia
claimad on all taxable profits the relavant writing
down allovances (but not any accelexated allowances} are
doemed to havo been taken mnd cannot, tharafors, be
carrled forvard. Wear and test allowances have priority
over export profits rellef,

Not relevant.

Mo informatlion.

Hot relevant,

Agplication fs mada in conjunction with the anpual tax
return. Tha allowanca is given in the accounting period
related to the year of expenditur Corporation tax for
any accounting pericd s in two equal instalrments, the
firat nine months from the end of the accounting period
and the second six months later.

No awards afe pusslble Leyond the formal flxad rata.

Investmant allovances can ba added to «11 financial in-
centives without limit. When export profits tax relief
1s avarded, taxable profits may be roduced to such an
extent that the Lavestmant allowance is eithur roduced in
value or nullified.

Not relevant.

Although a formal application is the
ia sutosatic long as the conditions of eligibilicy
are mot, Thera sre no

rates.

Little avallable to the authorities and thus
no meaningful turndown rates,
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Capital Grants

Export Profits Tax Relilef

Investment Allowance

2.

n.

Anticipaty.
Ducatlon

Cuange
frovisione

Expeaditure 1a the period April 197) - ead 1975 was
£33.8 nll), foc setting~wp Projects and major exteasions
(including sarvice projects sad jolat vestures) anmd

£19.% oill. for se-equipment projects. Over the ssms
period total I1DA grant expesditurs was epprosimately
£57.0 mill,

The IDA estimates that the job poteatisl of projerts ap~
proved betwses Apcil 197) and Decesbar 1975 was 39,664

Pized ssset Lavestasat associated with settisg-up proj—~
ects/mmjor extensiome totslied 4611.9 miil, ia Lhe pariod
Apeil 197) ~ and 1973, The correspondiag Cigure for re-
xquipsent projects was £171.5 alll,; and for all DA
9rent expendituce £807.) mill.

"o specified Life,

Whers B4jor changes are saviseged, provision will be mede
through statuts, order oc sequlation as appropriats.

The Teveswe foregome to the Buchequer, owtalds of the
Eharmon srsa (vhers foregone revenws 1is estisated st
£3 mill. par sanum) hae beea (¢ aill.}:
19%0/71  I9N/T2 1972/ 191X/ 19U/TS  1978/76
15.1 16t 158 154 13.8 P IN Y

¥o Iaformation.

Mo Laformation.

Undaz present legislatiea aot payshle after $ Mpril 1990.

No guidelines aveilsble,

wo iaformation.

Bo iaformatiom.

Mo informstion.

No specitied lifs.

For capltal allowanoss ia gensral chanyes are notified
1ia the budget and mormally come imto force in the relev-
ant flacal year.




THE INCENTIVE VALUES

As we have seen, the Irish incentive system is composed of both
financial and fiscal measures. The main financial incentive is the IDA
capital grant. In terms of expenditure, the major IDA grant programme
is that devoted to new industry and major expansions, the re-equipment
and modernisation scheme being second in importance, Ovexr the period
1973/74 - end 1975, 295 awards were approved under the new industry/
major expansion programme (average award £0.5 million) and 759 awards
under the re-equipment/modernisation programme (average award £0.05
million) For reasons of space, the valuation tables which follow are
limited to the former programme though we do comment shortly on the
value of the re-equipment and modernisation scheme. The tables also
include the main Irish fiscal incentives - the export profits tax relief
scheme and the investment allowance (this latter being available only in
the Designated Areas and offering firms a first year 120 percent write
down of élant for tax purposes, as against 100 percent in the rest of
the country). The focus of attention however is on the IDA capital

grant scheme.

One of the reasons for this is the difficulty of valuing export
profits tax relief - and this because of the lack of information on
profits arising from exports in aided projects. In the absence of such

information, Table A has to cover the extreme cases .~ distinguishing

between projects whose profits arise solely from exports (and are therefore

eligible for export profits tax relief) and those with no export profits.
The table also differentiates between Designated Areas, Non-Designated
Areas and Dublin, the three main types of assisted area for IDA grant
administrative purposes; and further distinguishes the legal and
administrative maximum levels of grant under the new industry/major
expansion programme from average awards made (these being for the period

April 1973 to December 1975).

From Table A it can be seen that export projects receive the highest
effective rates of grant - the legal maximum being 41.6 percent in the
Designated Areas compared to 36.3 percent for comparable non-export
projects - and this because the effective rate of tax on the grant for
such projects is zero. Working in the opposite direction, however, it
can be seen that the investment allowance is "worthless" for export

projects, but is worth, in effective value terms, 2.1 percent of initial
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capital costs where taxable profits are being made. The table further
shows that Designated Area projects are treated significantly better than
Non-Designated Area projects in terms of maximum rates of award, but

that the difference in terms of average effective values is not major -
18.7 percent of initial capital costs in the Designated Areas for export
projects compared with 14.6 percent in the Non-Designated Areas.

As already noted, the table is limited to the new industry/major
expansion grants of the IDA. Under the re-equipment and modernisation
scheme the administrative maxima are 35 percent in the Designated Areas,
and 25 percent in the Non-Designated Areas (including Dublin) while the
average values over the period 1973/74 - 1975 were 34.4 percent and 21.0
percent respectively. Re-equipment and modermnisation awards - unlike
those for new industry and major expansions - therefore, averaged close
to the maxima over the period in question. Although, as we have said,
Table A does not directly cover the re-equipment grant, both maxima and
average re-equipment grant awards have comparable entries in the table.
For example the 35 percent nominal administrative maximum in the
Designated Areas has a "twin" in the administrative maximum for Non-
Designated Areas under the new industry/major expansion scheme. It is
not difficult, therefore, for the reader to identify the appropriate

effective values for the re-equipment and modernisation grant programme.

Table B has the same broad structure as Table A, distinguishing
between export and non-export projects; between Designated Areas,
Non-Designated Areas and Dublin; and between maximum and average levels
of award., As well as IDA grant awards on their own, the table shows
the value of the combination IDA grant plus investment allowance (the
standard combination in the Designated Areas).

From the table, it is clear that the investment allowance is not
of major importance in effective value terms. Indeed, it only has
a value for non-export project ~ and even then is not of major
importance. In terms of maximum rates of award, IDA new industry/major
expansion grants are high by international standards (a point to which we
return in Part II) both in the Designated Areas and outside these areas,
and irrespective of whether the aided project is an export project or not.
The administrative grant maximum for export projects in the Designated

Areas, for example, is worth, in effective value terms 34.7 percent of
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initial capital costs, 32.1 percent of annual capital costs and 10,0
percent of value added; while even a non-export project in the Non-
Designated Areas has an administrative grant maximum effective value of
21.2 percent, 19.6 percent and 6.1 percent respectively. True, average
awards fall well below the above maxima. But working in the opposite
direction most aided projects in Ireland would in practice be in receipt
of export profits tax relief, a point not directly taken account of in
Table B. When export profits are being made (and most projects under
the new industry/major expansion programme would be export-oriented)
export profits tax relief can be very valuable indeed, placing the
Irish incentive package among the top group of EC country schemes in

terms of average as well as maximum rates of award.
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Table A: NOMINAL TO EFFECTIVE PERCENTAGE SUBSIDY.

NOMINAL EFFECTIVE VALUE AFTER

AREA INCENTIVE LEVEL VALUE TAX DELAYS ELIGIBLE
ITEMS
(A) EXPORT PROJECTS
DESIGNATED IDA grant legal maximum 60.0 60.0 59.4 41.6
administrative maximum 50.0 50.0 49.5 34.7
average 27.0 27.0 26.7 18.7
Ia fixed rate - - - -
NON- IDA grant legal maximum 45,0 45.0 44.5 31.2
iﬁ:;GNATED administrative maximum 35.0 35.0 34.6 24.2
average 21,0 21.0 20.8 14.6
DUBLIN IDA grant legal maximum 45.0 45.0 44.5 31.2

administrative maximum 25.0 25.0 24.7 17.3

(B) NON-EXPORT PROJECTS

DESIGNATED 1IDA grant legal maximum 60.0 51.5 50.9 35.6
A administrative maximum 50.0 42.9 42.4 29.7
average 27.0 23.2 23.0 16.1

IAa fixed rate 6.6 - - 2.1

NON- IDA grant legal maximum 45.0 38.6 38.2 26.7
DESIGNATED administrative maximum 35.0 30.0 29.7 20.8
average 21.0 18.0 17.8 12.5

DUBLIN IDA grant legal maximum 45.0 38.6 38.2 26.7

administrative maximum 25.0 21.5 21.3 14.9
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Table A: NOTES AND ASSUMPTIONS
(a) GENERAL: Discount rate 13.75 percent (EC reference rate 1976).

(b) INDUSTRIAL DEVELOPMENT AUTHORITY (IDA) GRANT
(i) Nominal value: As percentage of eligible investment costs. The

percentages shown are for setting-up projects and major ekxtensions,
with the average percentages being for the period 1973/74-1975.
(About one fifth of approved IDA grant expenditure goés on re-
equipment projects. These are not covered in Table A but are
discussed in detail in the introduction). It will be noted that
no average award figure is given for the Dublin area. This is
because it is only recently - in response to high levels of
unemployment - that IDA grant awards have begun to be made to
Dublin-based projects.

(ii) Taxation: Effective corporate tax rate 37.l percent (standard rate
45 percent, paid in two equal instalments, delayed 15 and 21 months).
The capital grant tax rate is 14.2 percent since only the building
element of grant is taxed and then only indirectly by reducing the
value of the aided building for depreciation purposes.

(i1ii) Delays: It takes on average one month to process claims for grant
payment.

(iv) Eligible items: Eligible investment assumed to be 70 percent of
all project capital costs, it being assumed that (ineligible)
working capital is 30 percent thereof.

(c) INVESTMENT ALLOWANCE (IA)

(1) Nominal value: Net present value of tax saving due to "accelerated"
depreciation given an effective tax rate of 33.0 percent. Of no
value to export projects since no taxable profits (due to export
profits tax relief).

(ii) Taxation: Not relevant.

(1ii) Delays: Not relevant.

(iv) Eligible items: With EC key of land 5, buildings 50, plant 45 and
with working capital assumed to be 30 percent of project capital
costs, eligible plant accounts for 31.5 percent of all project
capital costs.
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Table B: EFFECTIVE SUBSIDIES AS A PERCENTAGE OF VARIOUS DENOMINATORS.

INITIAL ANNUAL
CAPITAL CAPITAL VALUE
AREA INCENTIVE COMBINATION COSTs cOsTS ADDED

(A) EXPORT PROJECTS

DESIGNATED IDA grant {legal max) (+IA) 41.6 (41.6) 38.5 (38.5) 11.9 (11.9)
AREA
IDA grant (admin max) (+IA) 34.7 (34.7) 32.1 (32.1) 10.0 (10.0)
IDA grant (average) (+IA) 18.7 (18.7) 17.3 (17.3) 5.4 (5.4)

NON- IDA grant (legal max) 31.2 28.9 9.0

DESIGNATED

ARER IDA grant (admin max) 24,2 22.4 6.9
IDA grant (average) 14.6 13.5 4.2

DUBLIN IDA grant (legal max) 31.2 28.9 9.0
IDA grant (admin max) 17.3 16.0 5.0

{B) NON-EXPORT PROJECTS

DESIGNATED IDA grant (legal max) (+IA) 35.6 (37.7) 33.0 (35.8) 1.2 (11.0)

AREA
IDA grant (admin max) (+IA) 29.7 (31.8) 27.5 (30.1) 8.5 (9.3)
IDA grant (average) (+IA) 16.1 (18.2) 14.0 (17.5) 4.6 (5.4)
NON- IDA grant (legal max) 26.7 24.7 7.7
DESIGNATED
AREA IDA grant (admin max) 20.8 19.3 6.0
. IDA grant (average) 12.5 11.6 3.6
DUBLIN IDA grant (legal max) 26.7 24.7
IDA grant (admin max) 14.9 13.8 4.3

Note: For reasons explained in the text, no attempt is made to value
the national export profits tax relief in the above table
(although the impact of this concession on IDA grants and the
investment allowance is shown). It is, however, perhaps worth
noting that, if gross profits were in line with taxable prcfits,
then the relief would (for a company which exported all if its
output) be worth over 10 percent of value added in those years
in which it was obtained.
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Table B: NOTES AND ASSUMPTIONS

(a)

INITIAL CAPITAL COSTS

As in Table A, with the investment allowance added to the IDA grant
percentages where appropriate.

(b)
(1)

(ii)

(iii)

(c)

ANNUAL CAPITAL COSTS (Discount/interest rate: 13.75 percent).

Calculation of weighted annual capital cost factor:

Assumed Annual Capital Weighted
Asset Life Charge Factor Weights Factors
Buildings 50 0.1377 0.350 0.0482
Plant i0 0.1899 0.315 0.0598
Land/Working Capital - 0.1375 0.335 0.0461

WEIGHTED ANNUAL CAPITAL COST FACTOR 00,1541

Calculation of annual subsidy factor:

- IA : 0.1899 (plant subsidised on an item basis
i.e. replacement investment is explicitly
aided)

-~ IDA grant : 0.1427 (plant/building/land subsidised)

Since replacement is not explicitly subsidised, the subsidy life
of the plant element of the IDA grant is taken to be 20 years -
see p, 44 above,

Calculation of annuitising factor ((ii) 2 (i))
- IAa : 1.2323
~ IDA grant : 0.9260

VALUE ADDED

It is assumed that gross profits make up 31 percent of value added,

This was the average figure for manufacturing industry in Ireland. over
the period 1970-72. See Eurostat, National Accounts 1970-74 Eurostat
Yearbook 2 ~ 1975, Statistical Office of the European Communities, 1975,

Table 5.
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ITALY

THE INCENTIVES

Since the mid 1950s the main regional incentives in Italy have
consisted of one or more nationwide soft loan schemes for small and
medium sized firms (with marked regional features in terms of concession-
ary elements) plus a special incentive package for the Mezzogiorno of
grants, soft loans and tax concessions. In addition, since 1968, social

security concessions have been in operation in the Mezzogiorno.

The synopsis and valuation tables which follow cover the main
current regional incentives. There are four of these. The first is a
largely automatic, project-related grant with standard fixed rates
determined by project size. The rates vary from 40 percent of eligible
investment for projects up to Lire 2 milliard, to less than 26 pefcent
for projects over Lire 15 milliard., In addition to this standard grant,
premia are awarded to projects in priority sectors or priority areas -
a premium of one fifth in one or other of these priority categories,
and two-fifths when both priority requirements are met. The second
major Italian incentive is the national soft loan scheme. This
is a largely automatic project-related scheme but containing a very
strong spatial element. In the Mezzogiorno, for examplé, the maximum
loan duration for setting up projects is 15 years, the interest subsidy
is 70 percent of the market rate, and repayment holidays of up to 5
years are available. Similar, but less powerful, concessionary elements
are available in the insufficiently developed zones of central and
northern Italy. Project related tax concessions on the two main
profits taxes ILOR and IRPEG (with tax rates of 14.7 and 25 percént
respectively) are the third main regional incentive in Itély;, A full
ILOR exemption on profits for 10 years after profits first a;ise;is
available for projects in the Mezzogiorno and in the aided areas of
central and northern Italy. 1In addition, a full ILOR exemption of up
to 70 percent of profits earned in Italy and re-invested in industrial
projects in the Mezzogiorno is also available. Finally, a 50 percent
reduction of IRPEG for 10 years after profits first arise is available
for companies which are newly founded in the Mezzogiorno and have both
their legal and fiscal base there. The fourth, and last, of the major
Italian regional incentives is a concession on employer social security
liabilities. This is a very complicated subsidy but, in brief, it

means that for a project setting up. in Southern Italy (the only
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area in which the concession applies) the full employer social security
liabilities (amounting to some 27 percent of wage costs including

overtime) would be paid by the State until 1986.

The main orientation of Italian regional policy is the Mezzogiorno -
continental Italy roughly south of Rome plus a number of islands
particularly Sardinia and Sicily. This area represents more than
40 perxcent of the national territory and holds a population of nearly
20 million - some 35 percent of the Italian total. Whereas, however,
this large area is entirely defined as one problem region with, for
many of the incentives, no further spatial differentation, there are,
in central and northern Italy, a large number of comparatively small
and scattered "insufficiently developed zones" - made up mainly of
mountainous areas and remote rural areas. The accompanying map shows

the designated Italian problem areas.

In terms of incentive expenditure, between 1971 and 1975 Italy
spent roughly Lire 200 milliard annually on grants in the Mezzogiorno,
and a sum of at least the same scale on interest subsidies for soft
loans (of which two thirds were allocated to the Mezzogiorno}.
Exchequer revenue foregone on the tax concessions amounted to perhaps
Lire 70 milliard per annum while, by 1975, the annual cost of the

social security concessions was some Lire 700 milliard.

Beyond these main incentives, there are a number of smaller
"national” regional incentives as well as some incentives awarded by
the autonomous regions. These are not covered in the synopsis tables
which follow. Among the national incentives in this category is the
Mediocredito scheme for soft loans. This is a project-related loan
scheme for small and medium sized firms with concessionary elements
being available in the Mezzogierno and the problem areas of the centre
and north. A feature of these loans is that size discrimination is
intertwined with spatial discrimination. The maximum size of loan
which can be awarded is Lire 1.25 milliard in the Mezzogiorno and
Lire 1.0 milliard and 0.75 milliard in the centre and north respectively.
Because, however, of the presence of more generous loan systems in the
Mezzogiorno, virtually no Mediocredito loans have been taken up there.
They primarily go to the centre and north, and even there they are

taken up only if there is no prospect of obtailning an award under the
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national soft loan system. In terms of costs, the incentive is far
less important than any of those covered in the synopsis tables - with

the subsidy element currently running at some Lire 6 milliard per annum.

Other minor national incentives not covered in the synopsis tables
include soft loans available as reconstruction aids after catastrophies
such as floods, earthquakes, epidemics, or because of especially acute
political situations (e.g. some areas around Trieste). In addition, in
the Mezzogiorno, there are three other minor incentives: a 25 percent
reduction in electricity tariffs for firms with electrical power
requirements below 30 kw (important only to the smallest of firms);

a (similarly unimportant) 50 percent reduction of the indirect tax on
the consumption of electricity for all firms, irrespective of size; and
a total exemption from the taxes on oil and natural gas for firms

located in the, very few, provinces where these are extracted.

As already mentioned, besides the national incentive schemes the
autonomous regions also run their own schemes. The importance of these
incentives is, however, very limited in terms of the expenditure
involved, especially when compared with the main state schemes. BAmong
the autonomous region schemes is one, in Sardinia, which is a combined
grant and soft loan scheme for industrial projects in the context of
the second "Sardinia rebirth plan". The aids under this plan are
largely in favour of areas of "regional interest", small projects, and
problem sectors (like mining) related to local resources. In Sicily
there is a soft loan scheme for industrial projects, covering fixed
investment and stocks. A soft loan scheme is also run for small and
medium sized firms involved in large orders requiring several months
of production time and which give rise to problems of liquidity. Among
the autonomous regions in the north, valle d'Aosta, gives grants and
soft loans to industrial projects located in specified areas. 1In
addition, "extraordinary" grants are available for the purchase of
industrial land. In the autonomous province of Trento interest subsidies
on loans are available for small and medium sized firms located in
specified areas, as well as grants and interest subsidies not tied to
the size of firms, for the purchase of industrial land. The autonomous
province of Bolzano also offers interest subsidies for industrial

projects of small and medium sized firms as well as soft loans for the
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purchase of industrial land, again irrespective of the size of firm. The
autonomous region of Friuli-Venezia Giulia runs two soft loan schemes for
industrial projects, and gives grants of up to 20 percent of investment

in new plants oxr 12 percent for extensions.

Before moving on to the synopsis tableg there are a number of
miscellaneous context points which need to be made. The first of these

concerns the Cassa per il Mezzogiorno (called the Cassa hereafter)

which plays a central role in the operation of Italian regional
incentives. The Cassa is best defined as a national special development
agency centralising the implementation of the "extraordinary inter-
ventions” in the Mezzogiorno. It is represented at the Government

level by the Minister for the South, who is, among other things, a
member of the inter-ministerial committee on economic programming (CIPE) -
the key body coordinating all national (and regional) economic policies.
The Cassa shares the administration of the National Fund for Subsidised
Credit to Industry (a key element of the national soft loan scheme)

with the Ministry of Industry, which can allocate 35 percent of the
funds to industry in the centre and north. Medium and long term loans
in Italy are the gpecial domain of the so-called "Special Credit
Institutes" (called SCIs from now onwards). These normally lend their
own funds, or special state-provided "rotation" funds, at interest rates
below the market rates. The state then repays their "losses" through

the National Fund for Subsidised Credit to Industry.

The neat division of competences, mentioned above, between the
Cassa and the Ministry of Industry dates only from 1976 when a major
effort of coordination and harmonisation merged two predecessor soft
loan schemes into the current national scheme. Since, in many cases,
the only data available on the operation of soft loans in Italy (and
the data used in the synopsis tables) concerns these two predecessor
schemes it is worthwhile, at least briefly, describing them. The
first of these was the Cassa soft loan scheme. Under this scheme,
loans were project-related and largely automatic. They were payable
only in the Mezzogiorno and were characterised by strong size discrimin-
ation. Small projects (then defined as those not exceeding Lire 1.5
milliard of fixed investment) were awarded loans of a fixed 35 percent

of their "global investment” i.e. fixed investment plus up to 40 percent
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of stocks. There was neither sector nor project type discrimination but
a priority area premium could bring an additional 10 percentage point
coverage and a so-called infrastructure premium a further 5 percentage
points - adding up therefore, in total to a maximum of 50 percent of
global investment., Medium sized projects, defined as those between

Lire 1.5 milliard and Lire 5 milliard of fixed investment could get a
loan of between 35 percent and 50 percent of investment -~ the exact
percentage being determined by sector and project type according to
fairly automatic criteria laid down by the CIPE, Large projects, those
with fixed investment exceeding Lire 5 milliard could get between 30 and
50 percent loan coverage. However, this was not at all automatic but
was at the discretion of CIPE as part of the process of "programmed

bargaining”.

The second of the predecessor soft loan schemes was the so-called
law 623 scheme., This was a project-related national scheme for small
and medium sized firms with a strong regional element. In the
Mezzogiorno, the maximum size of eligible project was Lire 6 milliard of
fixed investment and loans could be awarded either on their own or on
top of Cassa loans. The maximum loan duration in the Mezzogiorno was
up to 15 years (for setting up projects), whereas it was only 10 years
in the centre and northern parts of Italy. In respect of the areas
outside the Mezzogiorno spatial and size discrimination was roughly
the same as under the current national soft loan system with eligibility
limits relating to firms not projects. The maximum loan was defined in
absolute terms (Lire 2.25 milliard in the Mezzogiorno and 0.75 milliard
in the centre and north) and could not exceed 70 percent of eligible
investment, There was, however, some sectoral and project type
discrimination laid down in the regulations, leaving a large element
of discretion to the awarding authorities (the SCIs and the Ministry
of Industry).

There are three final pieces of context which are essential for
an understanding of the synopses tables. First, the social security
concessions are administered by INPS, the major national social
security institute in Italy and responsible, among other things, for
unemployment insurance and old age pension schemes - both of which are
key for the calculation of the value of the social security concessions.
Secondly, Italy not only operates a regional incentive scheme, but

also has a national location control system requiring authorisation
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from CIPE for all setting-up projects exceeding Lire 10 milliard of
fixed investment, and all other project types exceeding Lire 4 milliard.
Finally, incentives are only awarded if a project receives a

parere di conformitd (judgement on conformity) issued by the CIPE or,

for small and and medium size projects in the Mezzogiorno, by the
Minister for the South. This is an attempt to ensure that projects

comply with national economic plans and objectives.
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Capital Grant

National Soft Loan

Social Security Concession

Tax Concessions

1. Basic
D

3. Adainleteat-
I

4. Eligible
Activities

Largely eutomatlc, wn)cat-uhud_'unt
with stenderd fized rates detarmlned by
project size as followss

projece w2 2-7 7-13 over 15
sise (L ard.)

Stendard cate 40 40-31 13-26 under 26
of qrant
(pezcent)

The decteesing tate of grant by project
sizr srises becsuse the fizst L 2 med. of
ellgitle invastaent ls subsidised at 40
pecient, the nest L § med. at JO percent,
the neat L § ncd. at 20 percent and all
furthe¢ sligible investment at 1S percent.
Projects {n priority sectors (see S below)
of priviity aress (sem 6 below) get an in~
ctease of the standard rate of grant by
wne 15Tth)  privrity sector amd locative
by two (ifths.

Amslgecated Meszogiorno lew no. 1523/30
June 19G7, Cursent Wezzogiorno law no.
101/2 may 1976. Ministarisl Decress on
spplication procedures (22 Janvary 1977
aud 24 Jenusry 1977). Dalibere of CIPE,
31 may 1977,

Application procedures Cosbined with soft
1osn system. Applicetion completed by
applicant and specisl credit institute tog-
ether, Cradit institute chechs viability
of projact; C. determinas valus of
wward); Minle for the Bouth or CIPEL give
parero Al confoimitd {=)umigament o con-
foraity with economic and tesritorlal plans
ning)., Grant i pald by the Cassa,

Production must have an “industriel® rather
than comsescial or hbandicraft character,
Scrvice activity involving Industrial
technology or re d Lo industrial d
«lopmant are aligible, BSpecific Industri.
©f sectora can bu desmed inwligible bycCteg.|
In genaral, manufazturing and eatractive
industries ase eligible, 1neliqibla are:
ayflculture, transport, construction, bank-
ing, ineurance, public adalnistration, com—
werce unl tourism, Cummercial service
functions of groups of firms together {(con-
sarei) can be eligidble,

Largaly sutcmatia gpeoject-related mst-
tonal soft lnens eoatalalng & »

spatisl aleseat. Dlstinctiss drewa bat-
ween (1) Nezzogiorno; 12) lasullicleatly
developed OneE O mtrsl Italy, (3) la-
suificiently developed somes of Northarn
ttaly, and (4) rest of Jtaly. Loan covers
a fimd & percent of wilgible Lavestmeat
in ()], GO percent {a (3} and ()} and

S0 pezcent ia (4). Maxilsum loan duratiea
16 10 yeeis (encapt for sekting vp proj-
acts In (1) whate It 18 IS ywars). Be-
peymant haolidays, related to losn drew-
ing down perlod, ate avslledble foe wp to
3 yeatrs on 10 year loans and wp to
years on |5 year loans. WO Lnterest free
perlod. Interest concession is & flzed
70 parcent of reference rate (macket rate)
16 (1), 6O petcent in (2) and () and

40 patcent in (4). Loan fepaymeat le

six monthly, vith equal (Intersst plus
princlpal repsymant} iastalmeats spread
ovar the parlod of the luas,

Amslgamsted Meszoglotno law mo, 132)/30
June 1967. Curzent m&ﬁ.:::‘-
181/2 Kay 1976, Preaideatial ne,
902/9 November 1976. Ministerial Decress
on epplication prooedurss (21 Jamuary
1977 and 24 Jenuary 1977). Osiiiege of
crem, 31 Way 18770

1n wezzoglogno, spplication peocedure
similar to grv BCL cheche visbility,
Ca: 11gibiiity, Minister for the South
compatibllity. In other ar only aCt
and y for

Alghty POy lated com-
ceaselon on smployer socisl security liab-
111tien payable to INPS (Matlonal Socfal
Security Tnatituts). For séditional leb~
our hired between | July 1976 and )1 Deo-
euber 1960 the soclal secucity 1lladilities
{amuunting to same 27 percent of weye
costs, including overtime) are paid by the
stats untll 1966, This shell be called

*full® concession heresfter. In add-
ttion there are “historical® concessions,
rusning out In 1980, vith currsatly three
aifterent rates sccording to hiring dales
and eaployment levole: et least 8.5 per-
cent (ot wages and salaries, excluding
overtime) for all esployses, Lf mot qual=
1tylng for higher concessionsy 18.5 per-
cent for the net of

Project related tax concession” relating
to the two sain profit tax - ILOR and
IXPEG (14.7 and 73 percent respectively).
The concessions take theee format &l A
full ILOR esemption on project proflts
for 10 years after profits fList acise.
The concesslon spplies to projects (a the
Mesx0gliorne and in the aided sress of
Cantral and Northern Italy. Outside the
MeE30glofng it Ls lisited to seall and
oedius slzed firme; b) A full ILOR ex-
eaption on up to 70 percent of profits
earned in Italy end reinvested in industs
rial projects in the M2z Ji.gn3i €} A
S0 parcent reduction of IRPEG »n profits,
for 10 years after profits first ari
whers a cumpany s nevly (uunded in
Meg2ogiorno and has both & legal and fie-

between 1 October 1968 and JI Decesber
1970, and for thoss individual employees
takun on Lefors | October 1968 and cur-
fently stlll with the firs; 20.3 perceat
for the nat incresss of waploywsnt bet-
ween | January 1971 and 1 July 1976,

Lav 0o, 1009/1968, l"/no. “3/1972,
Mezzogliorno lew no. 103/2 May 1976, Art-
icl i NP8 ciroulars, latest l:-n- 4

Aug
Article 14 of law no. 18)/19

Mo tormal application. Eligible employsrs
simply withhold selevast sume from their
social security contributions. Iurg
checka whether sume rightly withheld,

x

and
ars fuvolved, Iaterminintertal Commlttes
on Credit and Savings Cixes referonce rate
of interast, BCIs pay out loans with the
concesslonary element being financed by
the Mational Pund for Bubsidised Credit
to Industry.

As grant.

cefunds TWIS for “losses®.

Por the “full™ conoession, a8 with great

and national soft losa. For the “histor-
ical® wuch wider with
virtually no activity or sector excluded.

cal base thers,

Anslgassted Metsogiorno law no. 1323/10
June 1967, articles 106 and U7 and eub-
sequent amendoents. Presidantial Decree
no. $97/19 Septesber 1973 (tax cefore},

Application In the form of a written
statement to local tax office eltier prio:
to tax declaration or on receipt of tax
demand, Tax authorities chack whether
conditions of eligibility are wet, Mo
dlscretion in decision whethesr of not to
award. The incentive le “pald™ throeuwh
the normal company tax system.

Basically as grant,
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Capital Grant

National Soft Loan

Social Security Concession

Tax Concessions

Activity

Disceimin-
ation

6. Spatial .
Discrimin-
acion

hd

Project
Discrimin-
ation

8. Size
Discrimin-
ation

Priority ssctors (a8 defined by CIPE)
tecsive grants cne f£4fth sbove what they
would othervise be sligible for. This
“presjus” can be cusulated with the prior-
ity area “pramius® (ses 6 balow). Cur-
rantly & 1ist of scme 3O "sectors” is in
force (issusd 1 Junae 1977). The sectors
involved are ganurally those with good
parket prospects and using advanced tech-
nolagy. Beyend this discriminatian the
tiva (with
fined Tales and little discretion by the
authuritive on the decision whether or not
to award long as genaral conditions are
fulfilled) gives virtually no scope for
Curcher discrimination,

The yrant is evailable thsoughout the
Mezcogiorno but projects in priority areas
(atill to be delineated) receiva grants

o specified discriminatios between
aligible activities, The sutomatic naturs
of the incentive gives little scope for
disceluination in the decision whether or
ot to awardy in terws of the conces-
sionary clements discratios can only be
ercised through declsions on loan dur-
ation and repayment holidaya (ses 7
belov),

Specified diecrimination between {1)
Mezzogtorno, (2) insufliciently daveloped
Zones of Central Italy, (3) insufficiently
developed zonss of Italy and

ond f1fth above what they would
Ta eligible for. This “premiia* can be
cweulated with the priority sector “prem-
luwa® (swe 5 above}. The sutomatic nature
of the incentive gives no scopa for fur~
ther spatlal discrimination.

virtually all project types, sxcapt

lons and pute 1 t
are eligible. No specified discrimination
between eligible project types and virt-
wally no scops for discretion {(see 3
above) .

Size of project is the major determinant
of grant rate. Ignoring tha priority
sactor {eee § above) and the priority ares
(sce 6 above) “premia®, the firat L 2 mrd.
of aligible invastmant is subsidised at
40 percent; the naxt L 5 mrd, 30 percent;
the next L B med, 20 percent, and all
further oligible lnvestment 15 percent.
Virtuslly na acops for further size dis-
crimination (see 5 above).

i4) the rest of ltaly in terws of loan
coverage, interest subsidy, loan duration
sml repayment holidays {see 1 abovel; and
in tecma of aligible project typa (see

7 below) and eligible project/firm size
(sae 8 below) - with {1) in general being
favoured over (2) and {3) which in turn
are favoursd over (4).

In the Mezrogiorno as well as in the
insufficlantly developed zones of Central
Italy and Northern Italy all project
types aligible {axcept pure replace-
went and restructurations}. 1In the

rest of Italy only modernisations ars
eligible. No specified project typas dis~
cr ion in the Y element
except that in the §outh the maximum dur-
ation can be up to 15 years (with up to

$ ysars repayment holiday) for satting up
projects as against up to 10 ysars {and
up to ) ysars repayment holiday) for
other projects {see also 5 above),

Projects involving invesutment of sore than
)

3o specified activity discrimination. The
highly automatic natugs of the

%o specified discximination betwvesn
ivitd The authorities have

g4 no scope for discrimination in the
decision whether or not to award, and ia
the rats of concession, Sinco rates are
Eixed.

Avatlable only in the Mexsogiorna, MNo
specillied lntn-nu!gqlorm STscrimin-
ation (ses 5 above).,

The schems ia nut project-relatad. Thers
1e anyway no spscified discrimination and
no scope for discretion (see S above).
Bowevar, since additional jobs and more
recently Created jobs get highar rates of

projects 4 g additional
.jobs (setting up and extension projects)
are favoured over, say, rationalisation
and modernisation projects.

No specified eize discrimination and given
the nature of avard no scops for

L 15 mrd., {inc)

ace not eligible. Firas having assats of
wore than L 7 mrd. are not aligible in the
insufficiently duveloped zones of Central
and Northern Italy. In the rest of Italy
this limit is at L & mrd, No specified
discrimination by size beyond eligibility
conditions, and virtually no scops for
other forms of sixs diacrimination (sse

5 above).

such (see S5 abovel,

only technical discretion in the dscision
whether or not to avard while the ra ut
concession are fixed.

The 10 year ILOR concession is available 1
the Mazzoglorno and the alded sreas of the
Centra and Worth., The ILOR exexptlion on
reinvested profits requiras that the rein-
vestment be in the Mezzogicino even thowsh
the proflts can ba narned anywhere in
Italy. The IRPEG concession applies cnly
to flrms who are based (with hcsadquartess)
in the Mezsorglorno, No discretiun for
further spatial discriminstios (sce 5
abovel,

No specified discrimination. Possible
advantage for settlng-up projects
coapared with other praoject types because
of technicalities in aseessing non-eligill.
and sligible profits in pre-existing
plants. No discretion for further dis~
crimination (see $ above).

No ppecified size discrisination in tha
Mezzogiorno, In Central and Northern
Ttaly the 10 year I1OR euemptian is caly
for small and medium-sized firms, defined
in this context as having up to L 2 mrd.
current assat value. virtually no scope
for further discrimination (sec 5 atove),
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Capital Grant

National Soft Loan

Social Security Concession

Tax Concessions

9. Eiigible
Itema

Capenditure

1), further
Conditicns

12, Actuel
Avards

Grents sce payable omly oa Cized Lmvest-
eent. Land and workisd capital are the
main ineligible items. The mats eligible
ltems are bulldings, plaat and equipment,
@a1ns connections, and on-aita vehicies.
Oft-site vehicles are siigibie only It
part ol production process {e.g. alzer
lorries). Moplacesant in, at least In
principle, not wligibla,

Wo expasiiture form 1s excluded In prin-
ciple. Cash and phesed payments are cleas-
1y siigible. Technical problens tupede
wwvards to assets bought on hire purcha
Leasing s eligible, but require
application procature through a state
lvaning comgeny (FIrK-leasing).

El1gibility deponds on conforsity with
nat tonal, regional and Jocal econcmic,
utban and physical planning ss confizeed
In & Winisterial statement, the parers di
conforaitd, Fligibllity also requl
Teast 3O pwicert own finance by the ep~
plicant lexcluding priccity sectoc and
priofity ares “premia®, see 5 snd 6 sbove,
1u bulov and nationsl ecft losn). Con-
tractusl wages sust ba psid to wackerer
plant and equljment must be used for five
yuoars for the vriginatly stated purpose;
any uihet relevant lave {e.¢. anti-pollut-
jon} sust be respected.

Mo Information on the current system first
introduced in 1976, Under the slightly
less generous 1371-76 lagislation the
sverage yrant was 36 percent of eligibla
investment. Botween 1972-75 the nuaber of
‘grants approved and the vaiue of grante
tnvolved (L scd.) as wall as the avarage
award - (L atd,) were:

1972 1973 1974 1978

cases 1,157 3,365 1,672 1,9
awards 138 209 176 Jol
average 0.12 0,15 0.22 o0.16

Grants age not taxed as long ss the grant
18 Xept in a special reserve which is then
used for covering losses (this 1 the
standard cass). otharvise the grant is
trasted 28 incows and thus tared, though
the avellabillLy ol tas concessions In the
Herzsvgiugno reduces tas blabllity.

As grsat except that lamd e sligible sa
ate “tachalcally swcessary stocks® wp to
40 percent of fined investseat,

As graat.

As grant, Outside the weszoglorno the
project must pase the ncentive®
controle. (See Introduction).

Mo information on the curreat aystes
introduced in 1976, Applications approv-
od (L srd.) total loans involved and
aversge loan under the two pradecessor
systeas (combined) betwesn 1971 and 1975
itnclusive werer
Lev 62) loans Cassa loans (av-
in the Centre- allable ln Nex-
North (64% of zoglorno only)
total avardsl plua law €23
and (n the Mez- loans in the

sogiarno [363] Mersoglorno

cases 18,712 6,297
awards 3,22).9 6,322.3
sverage 0.7 1.471)
(On previcus systeas ses {ntroduction).

By reducing debt servicing charges ths
concessionacy slement of the loan is tax-
od in as fac it increa taxable
profits - though tax col
able In the problem ar
dwpact.

Mot atrictly relevant. The “full® coe-
< ton 18 on the earmings dill as for
INPS 0ld age pension schems (L.s. includ-
1ng overtime paymental whilu the "hist-
orical® roncessions are Sn respect of the
nrs 1 schens (1.8,

overtime)

Bot relevant

Jobe crested must be permanest jobs.

The ®full® concession Ls worth roughly 27
percent of the earnings bill including
overtime and adjusts automatically to the
rats of employsr«® INPS contributions.
The "historical® concessions range between
8.5 percent and 26.5 percent of earnings
bill {excluding overtimel and depend on
the actusl composition of the fiym's lab-
our force accorAlyy to hiring date of

ch individual worker, The average con-
tone as a percentage of sacrnings dill
axcluding overtime werm:

1972 1973 1974 1978

12,1 15,6 17.8 110

Taxed in an far as the concessions reduce
labour coste and give rlsa to higher tax-
able profita, though tax contessions
avatlable in the Mazzoglorno reduce the
impact of this.

WMot celevent, except far the ILOW tetn-
vestmant esesption wvhere #ligibla items
for the reinvested profits aze as with
national soft loans.

Wot celevant,

For the ILOR exswptiom on reinvested
profits an investment project must be
rasdy to start or alresdy under constr-
uction. and the concession is limited to
70 percent ot taxable profits. Tie
IRPEG concesalon is only fcr newly est-
abliahed firms and tequires that the

firm has no holdings, plants o cubstd-
laries outside the Merzojlatno.

No statistical fnformstion. The non
dlscretionsry nature ol the incentive,
with rates being fixed, weans that
attual awatds aze the same as fominal
ratas of avard.

Not relavant.
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Capital Grant

National Soft Loan

Social Security Concession

Tax Concessions

14, Timing and
Fhsving

S, Yopping
w

16, Addability

17, Clavback

19, cost

Application sust be made before start of
project, Applicacion proce By

SC1 and Cassa takes some 6 wonths) plus
another month for parere @1 conformitd.
Application for payment of grant can be
made as parts of the projact are coapleted,
Payment of 80 percent of the respective
propostion of the grant is usually made 2
months after Claim, The residual 20 per-
cent can only be paid after complution of
projact and verificatlon by the authorit-
its - with a delay of aome 4 zonths betve-
en clalm and payment.

bayond the “pv * for priority ssctors
ond arass {see 5 and & above} thers are
no pusaibilities of avards above the
tixed rates.

Can be cumulated with any other financial
incentive (in practice the national soft
toan) as long as the cosbined tncentives
do not exveed 70 percent of projact in-
vestmcnt {since 3O parcent must be own
flnance, sea 11 above). Nors that for
the purpose of this limit only the basic
grant is considexed; tha priority sector
{zee 5 abovs) and priority acaa (see &
above) "premla® are ignored.

Clauback §s possible if the conditions
of award are broken. In practice, how-
ever, it is rare (3.1 percent betwosn
1960-75}. Between 1972-75 tha nusber of
cases whare grants wars clawed back was:

1972 1973 1974 1975

approved

applicacions 1,187 1,380 1,692 1,933
clawhack 34 B7 . 35 66
rate 2.86 6,34 2,06 1.4t

Turndown s rore: 4.8 percent of ap-
plicatlons betwean 1960-75, and below 1
percent in racent yedrs,

1972 1973 1974 1975

applications 1,935 4,208 3,177 2,694
turndown 6 18 1 26
rate 0.31 0,43 0.98 0.%

Avards agreed/paid out have been (L mrd.):
1972 1973 1974 1975

awards agresd 138 209 376 ol
awards pald out n 94 108 193

Application procesaing pesiod baslcally
ae uith the grant, Bridging finance at
subaidised inkerest rates is available
where immodiate start of project is
necessary. Loan drawing-down takea place
according to need,

Wo awards ate possible beyard the formal
maxima.

As grant. Where no grant is available
{outside the Nerzogiorno) the 70 percent
cetling is unilkely to be reached.

Clawback is possible if the coaditicas
of award are broken, Monitoring of loans
1 er than monitoring of the grant.
Nevertheless very little clawback in
practica.

Turndown 38 very rars after spplication,
but "informal® turndown tinvolving vol-
untary withdrswal of application) takes
place during initial contact with BCT.

The budgetary sllocatian for paymant of
interast subsidies {s some L 250 mrd. per
annus for Mezzoglorno and L 125 ard. per
annum for Central and Northern Italy
{both the insufficiently developed zones
and the "rest® of the country}.

Under norwal conditions INP3

sse patd monthly by the £irm, roughly one
wonth after wages and salaries are paid.

'« posaible bayond the formal

Can be cosbined without limit with any
other incentlive.

Contributfons unjustly withheld by em-
ploysra must ba repaid vith a surcharge
of 500 percent.

Mo statistical information. Given the
automatic nature of the scheme any turn-
dowmn could only be for technical raasons,

The INPE {ncoma foregons through the con-
censfons in the Mezrogtorno has been
(L mrd )y

1972 19713 1974 1935

225 3 484 01

The 1on/e pariod {10 years)
starte fn the year-uhen taxable profits
ara first made, The aarliest date for
spplication is when the tax declaration
for that year is made, i.e. normaily one
year after the firm's financial year.
The incentive is “paid” with normal cor-
porate tax payments. Tax demsands come
with roughly one year's delay after dec-
laratior, Advance rayments of tax are
belng introduced.

Ho suards are possible beyond the formal
aaxina,

Can be combined with any othor incentive.
Technically the 10 yoar ILOR concession
cannot be combined with the ILOR rein-
vestmant concession,

The ILOR reinvestment concession is
avarded conditionally on the completion
of the project. In case of non-complet—
fon the suma awarded are clawed back and
manctions may be applied. Kot velevant
for the other tax concessions.

No informatlon,

No information.

AIVLI



0st

Capital Grant

National Soft Loan

Socjial Security Concession

Tax Concessions

21, Investmant
Asso.1ated

2. anicigats

Busation

13, Chamje
s

%o jaformation o Curreat SYstam imtroduc-
od 1n 1976, Uader the previous systes.
jabs sssocisted {eatimsted by applicant}
vith projects approved fos qrants (and

In @ost cases other Mesiogivinu luceatives
a130) were iL mid.)i

1972 1973 1974 19715

103,278 80,879 49,610 79,60)

Mo informatiom om Currest gystes, intro-
duced In 1976, Totsl Investmsnt assoclat-
o4 with projects spproved for graats (and
In most Cases other Meisogiorno incentives
aloul ves (L md. by

1972 1973 1924 197%

w 1,17 2,017 3,202

‘40 Leslc changes szpected uwatll 1981 whea
new quisuiennial Metrogiorno legislation
ie due. Some minot and rather short tarm
changes may Le made by CIPE to the Llist
of sligilkls Industries. Priority sreas
have 3till to be delinested.

.The principle Js that no project should
sulfer disadvantages from changes, In
general all projects with decisions pend~
iny can opt for Lrestment wnder mew OF
old schane.

Ro iaformetioa on current systss, istro~
duced in 1976, 1Ia the Meziogiormo jobe
associated with projects approved for
loans from the two previous systems {(whi
would oiten )30 have other Werzogiormo
incentives! were:

1972 1973 (L2l 1975
101,270 80,879 43,410 79,603

Over the sems period of time In Central
and Northatn Italy an sstimsted total of
50,000 jobs wure lavolved (m approved
soft luans.

Mo Informstion on current systes, iatro-
duced in 1976, Under tha predecessor
systems total lavestment sssociated with
peojects apptoved for » loaa in the
Werzogiorna {L wrd.) vas:

m 197} 1974 1978
1,902 2,21 2,10 4,7

#o iatormstion for Central and Wortherm
Italy.

Mo sajor changes anpected at least wmtil

1981 when new Mezsogiornp legislation is
due.

As grant,

%o statisticsl iaformstion. The "histos-
1cal® comceseions, La that they are com-
ditional on net increases ol employmest,
would go st least to those projects which
received a grant and/or a sntt losn for
Investments in the Meizogiorno. Equally,
Lhe *full” concession is telated to net
in and 1
relato to the same projects as other in-
centives (ses grant anl nationa! soft
loaa},

%o Latormation.

*Pull® concesaion relates only to new
job created umtil 31 December 1960, This
oconcession is paysble untll }i December
1986, “Historical®™ cuncesalons are pay-
able until 31 Lecesber 1980,

No specified guidelines and no precedents
from past sapsrjence.

Mo statistical (nformatiom.. The 30 yesr
1108 snd IAPEG concessions would, normslly.
Dbe swarded to the Bame projects that are
1n recelpt of the grent and national scft
loan (ese, therefors, national sutt loan
and qrantf. The ILOR retavesiasnt con-
ton ts awarded to firms all over

but only $f carrying uut jnvestamcat
projects (n the Marzogioria. These
projects would therefure sost probebly be
included In those In recwipt of the Jrant
sndfor eoft loan, but It l& not possible
to know what Proportion they rejresent.

Mo intormation (Put ses 20 above),

The legialation under which the con-
cessions can be svarded explres on )
Decesber 1960, Avards made before that
dste, of course, run their full terw.

Ouring the last major change (tax refors
1973-74) no particular transiticnal
arrangewents vere applied. No information
on likely future arrangesent.
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ITALY

THE INCENTIVE VALUES

As we have seen, there are four main regional incentives in Italy,
all of which are awarded more or less automatically if the conditions of
award are met, and none of which is unimportant in terms either of cases
aided or expenditure. The four incentives are, capital grants awarded

by the Cassa per il Mezzogiorno to projects based in the Mezzogiorno;

national soft loans available both in the depressed regions of the
Centre-North and in the rest of Italy as well as in the Mezzogiorno,

but with both rates and conditions of award favouring the Hezzogiorno

over the depressed Centre-North and these two areas over the remainder

of Italy; concessions on the two main Italian profits taxes, ILOR and
IRPEG, available primarily in the Mezzogiorno; and a concession,

awarded only in the Mezzogiorno, on the social security liabilities
payable to INPS, the body administering the most important social security

schemes in Italy.

Only two of these incentives, the capital grant (CG) and the soft
loans (NSL) are covered in Table A. The social security concession
(SSC) is a labour subsidy and is therefore introduced into the
calculations only with the move to the value added denominator in
Table B; while the tax concessions are not valued at all within the
valuation tables (for reasons mentioned earlier in this report, see
P. 45) . Rather they are treated in a note to Table B - giving
at least some broad indication of their possible value under certain

very specific assumptions.

The structure of Table A reflects the three criteria which determine
the nominal capital grant rate - project size, project location and
project sector. Of these, the first is far and away the most important
since it determines the basic award made. The size criterion discriminates
in favour of small projects. The grant is calculated with respect to
quotas of eligible investment, The first L 2 milliard is subsidised at
40 percent, the next L 5 milliard at 30 percent, the following L 8
milliard at 20 percent, and all further eligible investment at 15 percent.
The result of this quota system is that projects of up to L 2 milliard
("small" projects) receive a fixed 40 percent grant; those of between
L 2 and L 7 milliard (“medium" projects) receive awards of between 40
and 33 percent; those of between L 7 and L 15 milliard {“large™ projects)

receive awards of between 33 and 26 percent; and all other projects
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("very large" projects) receive awards of less than 26 percent. Rather
than work in terms of these ranges we have chosen to base the table on
single figures - L 2 milliard for small projects, L 5 milliard for

medium projects, L 10 milliard for large projects and L 20 milliard for

very large projects,

As we saw in the synopsis tables, project size defermines only the
basic grant award. 1If a project belongs to a priority sector the basic
award is increased by one fifth. There is also a one fifth premium if
it locates in a priority location. Accordingly a priority sector
project in a priority location would obtain a grant two-fifths above the
basic award. This, too, it taken account of in Table A.

As already noted, the soft loan scheme is a national one, but
with strong spatial elements in both conditions and rates of award.
For this reason, Table A is subdivided into the Mezzogiorno, the
depressed regions of the Centre-North, and the remainder of Italy -

the main areas between which the scheme differentiates.

Turning to the figures presented in Table A, it can be seen that,
in effective value terms, the capital grant is "worth" very much more
than the concessionary element of the soft loan - a maximum (including
priority sector and location premia) 33.8 percent after tax, delays
and eligible items as opposed to a maximum 12.5 percent for the soft
loan scheme, Although for large and very large projects the maximum
grant (at effective values of 24.5 and 19.5 percent respectively) is
lower 'than for small and medium projects, this does not mean that the
differential value between the grant and the soft loan for these size
groups is less - and this because, as the synopsis tables make clear,
maximum project and firm size conditions mean that soft loans are
concentrated overwhelmingly on small and medium projects, One final
point about Table A is that, although it would appear to show that the
regional advantage to problem areas of the soft loan scheme is
significantly reduced by the possibility of obtaining similar (if slightly
less valuable) loans in the rest of Italy, this is somewhat misleading
since the soft loan scheme is restricted, outside the problem areas, to
modernisation projects only. For setting-up projects and extensions,
the Mezzogiorno and depressed Centre-North soft loan percentages are a

true measure of the regional advantage conferred by the scheme.
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In structural terms, Table B is very similar to Table A, the
concentration remaining on the capital‘grant and national soft loan -
although the social security concession is introduced at the value added
stage, It will be noted that the soft loan is added to the capital
grant only for small and medium projects. The reason for this, as already
mentioned, is that, because of size conditions of eligibility, the loans
are available in the Mezzogiorno only on projects which, together with
existing investment, do not exceed L 15 milliard fixed investment. For
setting up projects this means that only small, medium and large projects
would qualify for a loan. For other project types the position is less
clear, being dependent on the level of existing investment. What can be
said is that very large projects will not qualify and that it is unlikely
that large projects will qualify - even for an expansion - since it
would be unusual for new (project) fixed investment to exceed existing
(firm) fixed investment. Even medium and small projects may not be
eligible for loan assistance if undertaken by large firms. As a simpiif-
ication of these somewhat complex considerations, we assume in Table B

that only small and medium projects qualify for the loan.

From the table it can be seen that project size is the crucial
determinant of the effective value of the Italian incentive package.
Limiting ourselves to the capital grant/soft loan combination (the
social security concession adds a further 2.8 - 7.9 percent of value
added), the small project effective values (46.3 percent of initial
capital costs, 41.7 percent of annual capital costs and 12.1 percent of
value added) are clearly higher than those for medium projects (on
average, 42.2 percent, 38.0 percent and 11.0 respectively) and very
much higher than those for both large projects (on average, 24.5 percent,
22.2 percent and 6.4 percent respectively) and very large projects (on

average, 19.5 percent, 17.7 percent and 5.1 percent respectively).

If the values in the table are compared with those for the other
EC countries (and this is done in Part II of the report) it is apparent
that the value of the Italian package is among the highest of the EC.
This is true of both small and medium projects even without the addition
of the social security and tax concessions and is true also of the other
project size groups when these concessions are added. For setting up
projects in particular (such projects being assured of the "full" INPS
concession for the next 10 years) the Italian package is indeed of high

value by international standards.
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Table A: NOMINAL TO EFFECTIVE PERCENTAGE SUBSIDY.

NOMINAL EFFECTIVE VALUE AFTER

AREA INCENTIVE LEVEL VALUE TAX DELAYS ELIGIBLE
ITEMS

MEZZO- CG small: standard rate 40.0 40.0 36.4 24,2

GIORNO small: priority sector or location 48.0 48.0 43.7 29.1
small: priority sector and location 56.0 56.0 50.9 33.8
medium: standard rate 35.0 35.0 31.8 21.1
medium: priority sector or location 42,0 42.0 38.2 25.4
medium: priority sector and location 49.0 49.0 44.6 29.7
large: standard rate 29.0 29.0 26.4 17.6
large: priority sector or location 34.8 34.8 31.7 21.1
large: priority sector and location 40.6 40.6 36.9 24.5
very large: standard rate 23.0 23.0 20.9 13.9

very large: priority sector or location 27.6 27.6 25.1 16.7
very large: priority sector and location 32.2 32.2 29.3 19.5

NSL 15 year loan (ILOR + IRPEG) 34.6 31.3 31.3 12.5
15 year loan (ILOR only) 34.6 28.0 28.0 11,2
10 year loan (ILOR only) 30.3 24.5 24.5 9.8
CENTRE-
NORTH NSL 10 year loan 26.0 18.1 18.1 10.9
DEPRESSED
REGIONS
REST OF
ITALY NSL 10 year loan 17.3 12.1 12.1 6.1
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Table A: NOTES AND ASSUMPTIONS
(a) GENERAL: Discount rate 14.5 percent (EC reference rate 1976).

(b} CAPITAL GRANT (CG)

(i) Nominal value: As percentage eligible investment costs. Standard
rate of grant is determined by project size according to a guota
system described earlier in the text. We consider
project sizes of L 5 milliard for medium projects, L 10 milliard
for large projects, and L 20 milliard for very large projects.

(ii) Taxation: Although in principle Cassa grants are treated as income
for tax purposes, in practice they are virtually never taxed since
firms are able to allocate them indefinitely to a tax reserve for
accounting purposes.

(iii) Delays: Claims made on completion of project construction (i.e. on
average after 6 months assuming one year construction period and
uniformly distributed project expenditure). 80 percent processed
within 2 months, the remaining 20 percent 4 months after the completion
of project construction. Delay between asset expenditure and grant
payment: 8 months for 80 percent of grant; 10 months for remaining
20 percent.

(iv) Eligible items: With EC key of land 5, buildings 30, plant 65 and
with working capital assumed to be 30 percent of project capital
costs, eligible buildings and plant account for 66.5 percent of all
project capital costs.

(c) NATIONAL SOFT LOAN (NSL)
(i) Nominal value: Net grant equivalent of loan subsidy as percent loan
award assuming:

Mezzogiorno Depressed Rest of
Setting Centre- Italy
up Other North
- maximum loan period (years) 15 10 10 10
- maximum principal repayment holiday (yrs) 5 3 3 3
~ interest subsidy: as percent EC ref. rate 70 70 60 40
: percentage points 10.15 10.15 8.70 5.80
- interest free periods (years) No interest free periods are available,
- repayment system Equal six monthly instalments (total inter-

est due divided by number of instalments).

Note: We assume that maximum loan periods are awarded. We further assume
that the loan is drawn down uniformly over the one year project con-
struction period (see (b) (iii) above). It is worth noting that longer
repayment holidays do not imply a higher loan value - on the contrary,
a long drawing down period means that the concession attached to the
loan is not being fully utilised, thus reducing its -value.

(ii) Taxation: Effective profits tax rate 30.3 percent (14.7 percent

ILOR plus 25 perxcent IRPEG, both discounted two years ~ the average
delay). New investment in the South pays no ILOR tax on profits
arising for 10 years (the normal loan duration). Where this
investment is made by a company setting up headquarters in the South
the IRPEG concession (equal to 50 percent IRPEG tax) is available
on top of the ILOR concession. Taking account of delays in payment
of tax, a project in receipt of the ILOR concession would pay an
effective rate of profits tax of 19.1 percent; while ILOR plus
IRPEG lead to an effective 9.5 percent tax rate.

(iii) Delays: None.

(iv) Eligible investment: Loan as percent eligible investment - 40

percent in South, 60 percent in depressed Centre-North, 50 percent
elsewhere. Eligible investment covers most if not all project costs.

155



ITALY

Table B: EFFECTIVE SUBSIDIES AS A PERCENTAGE OF VARIOUS DENOMINATORS.

AREA

MEZZO- CG

GIORNO cG
cG
cG
CG
CG
cG
CG
CG
cG
cG
CG
cG
cG
cG
CG

CENTRE-

NORTH NSL

DEPRESSED

REGIONS

REST OF NSL

ITALY

Note:

INCENTIVE COMBINATION

(small, standard)
(small, standard)+NSL (ILOR+IRPEG)
(small, standard)+NSL{ILOR only)
(small, priority)
(small, priority)+NSL (ILOR+IRPEG)
(small, priority)+NSL(ILOR only)
(medium, standard)
(medium, standard)+NSL (ILOR+IRPEG)
(medium standard)+NSL(ILOR only)
(medium, priority)
{medium, priority)+NSL (ILOR+IRPEG)
(medium, priority)+NSL(ILOR cnly)
(large, standard)
(large, priority)
(very large, standard)
(very large, priority)

(+SSC)

INITIAL
CAPITAL
COSTS

24.2
36.7
34.0-35.4
29.1-33.8
41.6-46.3
38.9-45.0
21.1
33.6
30.9-32.3
25.4-29.7
37.9-42.2
35.2-40.9
17.6
21.1-24.5
13.9
16.7-19.5

10.9

ANNUAL
CAPITAL VALUE
COSTS ADDED
21.9 6.4
33.0 9.6
30.6-31.9 8.9-9.3
26.3-30.6 7.6-8.9
37.4-41.7 10.8-12.1
35.0-40.6 10.2-11.8
19.1 5.5
30.2 8.8
27.8-29.1 8.1-8.4
23.0-26.9 6.7-7.8
34.1-38.0 9.9-11.0
31.7-36.9 9.2-10.7
15.9 4.6
19.1-22.2 5.5-6.4
12.6 3.7
15.1-17.7 4.4-5.1
(+2.8-7.9)
9.7 2.3
5.4 1.6

For reasons explained in the text, no attempt is made to
value the ILOR/IRPEG tax concessions in the above table
(although their impact on NSL and SSC is shown). It is,

however, perhaps worth noting that, if gross profits were
in line with taxable profits, then the concessions would

be worth 3.3 percent (ILOR) and 5.5 percent (IRPEG) of

value added in the 10 years in which they were obtained.
Spread over 50 years (but given a 14,5 percent discount
rate the results would not be very different over 20 years)
the concessions are "worth" 2.5 and 4.1 percent

respectively of annual value added.
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Table B:

NOTES AND ASSUMPTIONS

(a) INITIAL CAPITAL COSTS

A drawing together and summation of the Table A results. As part of .the
drawing together "priority" awards are shown as a range {from 6/5ths to
7/5ths of the standard award). NSL loan awards aided by an ILOR tax con-
cession are also shown as a range (from a 10 to a 15 year loan).

(b) ANNUAL CAPITAL COSTS (Discount/interest rate: 14.50 percent) .
(i) Calculation of weighted annual capital cost factor:

Assumed Annual Capital Weighted
Asset Life Charge Factor Weight Factors
Buildings 50 0.1452 0.210 0.0305
Plant 10 0.1955 0.455 0.0890
Land/Working Capital - 0.1450 0.335 0.0486

WEIGHTED ANNUAL CAPITAL COST FACTOR 0.1681

(ii) Calculation of annual subsidy factor:
- CG : 0.1522 (plant/building subsidised)

- NSL : 0.1498 (plant/building/land/working capital subsidised)

Since replacement is not explicitly subsidised, the subsidy life
of the plant element of the CG and NSL is taken to be 20 years
see p32 above.

(1iii) Calculation of annuitising factor ((ii) % (i))

- CG : 0.9054

- NSL : 0.8911

(c) VALUE ADDED
It is assumed that gross profits make up 29 percent of value added.
This was the average figure for manufacturing industry in Italy over
the period 1970-74. See Eurostat, National Accounts 1970-74

Zurostat Yearbook 2-1975, Statistical Office of the European Communities,

1975, Table 5.

(d) SOCIAL SECURITY CONCESSION (SEC)
The “"full"” concession (see synopsis) is 27.3 percent of the wage/salary

bill of net employment additions post July 1976. The "historical”
concession is more complex, its value varying by date of hiring of the
project labour force. 1In 1974, however, it averaged 17.1 percent of
wages/salaries. With wages/salaries 68 percent of labour costs the
above percentages reduce to 18.6 and 11.6 percent respectively of
labour costs. After tax (given receipt of the ILOR concession) these
percentages reduce to 15.0 and 9.4 percent. A further reduction is
necessary to take account of the limited duration of the concession -

10 years for "full" (until 1986), 4 years for "historical" (until 1980).

Spread over 50 years (but given the 14.5 percent discount rate the
results would not be very different over 20 years) the respective
percentage subsidies reduce to 11.1 and 3.9 percent of project labour
costs i.e. 7.9 and 2.8 percent of value added - the range shown in the

table. Obviously, though, the value of the concession is further reduced

the closer one moves to the "end years".
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LUXEMBOURG
THE INCENTIVES

The Luxembourg authorities have at their disposal, under the
general frame law of July 1973, six different incentives which can be

used for regional development.

First, there are interest subsidies which can be paid to credit
institutes and other financial organisations to enable them to provide
soft loans for enterprises investing in land, buildings or equipment;
undertaking organisation or market studies or research and development for
new products or new production methods; incurring expenses through
the training, retraining and readaptation of the labour force;
and installing anti-pollution plant and equipment. The maximum

interest subsidy is 3 percent, with a maximum duration of 5 years, in
respect of loans covering up to 75 percent of eligible costs. The
interest subsidised loans cannot be combined with the capital grant
(see below). For this reason, among others, interest subsidies have
been used less and less in recent years, and in 1976 there were no
applications for this incentive, Secondly, the Govermment can offer
loan guarantees of up to 40 percent. This incentive has so far not
been used. Thirdly, grants can be awarded to cover some of the expenses
incurred through: organisation, management or promotion studies; the
concentration or merger of firms; and the sale of capital goods to
non-EC countries in order to compensate for commercial hazards not
covered by the del credere legislation. As with loan guarantees, this
incentive has not so far been used. Fourthly, the Government may
acquire land or buildings for subsequent sale or rent to enterprises.

Again, however, this incentive has not been used.’

All of these incentives, then, have either not been used or have
been little used., The major incentives, and the ones covered by the
synopsis tables which follow, are a capital grant and a tax concession.
The capital grant is the basic incentive. It is a discretionary
project-related grant having a maximum value of 15 percent of eligible
investment - although awards are generally well below this ceiling.
Over the period 1974-76, 44 grants were approved having a total value
of FLx 219 million. The tax concession is very rarely awarded on its
own, When awarded, it is generally in combinatign with a capital
grant. The concession is a fixed 25 percent relief on taxable profits

for a period of 8 yeakrs. The tax concession and the capital grant

159



LUXEMBOURG

together cannot exceed a grant equivalent of 15 percent. Over the

period 1974-76 only 8 tax concessions were approved.

The incentives on offer in Luxembourg are not specifically for
regional problem areas; and indeed such areas have not been designated.
There is, however, a strong regional dimension in that a condition of
award is either that the project be conducive to the expansion or
amelioration of the economic structure of the Grand Duchy, or that it
contribute to a better territorial distributicn of economic activity.

In this latter context, attention was earlier paid to the North and
East with its declining agriculture sector. However, with the steel
industry currently going through a major crisis, the focus has increas-

ingly been moving towards the South and West.
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191

Capital Grant

Tax Concession

3. Adatutstrats
ion

4, Eligible
Activities

S, Activity
Discrimin-
ation

7. Praject Typs
Divcrimin-
acton

9. itgible

Iters

10. Eligible
Forns of

Exjendituce

11, Purther
Conditions

Discretionary, project-related capltal grant, the maximum avard balng 13 percent of
eligible investment.

Genetal frame-lav of 28 July 1973, supp by a1

Applicetion to Minletry of National Economy and then considerad by a consultative
Special Coumiasion ing the four Com-
misslon recommends whether award should bs meda and rats of award. Final docision is
taken by the Minlsgar of National Economy in conjunction with the Minister of Finance,
The grant is paid {rcm the budget of the Miniatry of Natiocnal ¥cohowy.

Although In the law all activities are eligible, in practice aid is restricted mainly
to manutecturing., Conatruction and public utilities are not assisted; agriculture
and tourism have their own separats achumes; and sarvices and cesearch and develop-

A discretionary fiscal incentive for nev anterprises and production lin.s, the
lncentive Leing & fixed 25 percent relief from tawable profits of the new entetprise/
production line for 8 pesiod of eight years. The benstit of this incentive is lost
in thoso years when tho new anterprise/production line makes losses. It is slso lost
when tha applicant company makes losses Since the incentlve cannot exceed 25 percent
of the profit of the applicant coamopay.

As capltal grant.

Aw capltal grant wxcept that ths payment of the concession (which, to zepeat, 1a at a
fixed rate]l la adainletered by the tax authorities.

Although in the lav all sctivitiea are sligible, In practice ald {s rastricted
soluly to manufacturing. While service and rasearch and development companles with
strong linke to industry may gquallfy for capital grante they do not bensfit (rom the
tax

ment companies qualify only uhere they are strongly linked to industry.
industcy i3 not eligible for assistance and state industry does not exiat.

Lotween eligible activities, no specified discrimination but tha decision whether or
not to award and the rate of award ({subject to the set maxima) are st the discretion
ot the authoritics, thus glving some acope for dizcrimination.

Appiles throughout the country. No speclfled spatial discrimlnation, but scopo sxists
(see 5 above), Until recently the agricultural North and East tended to be favoured
but the steel-dominated South is belng given increasing consideration as a result of
the current problers with tha steel industcy.

Sstting-up projects, and the 1 and rationallsation of enter-
prises are specifically eligible for aid. No other project types - extensions, modern-
isations, reorganisations, takeovers, wholly replacesant projects - are explicitly
swntioned. They would be alded only Lf thay cauld He reclansified as, or wers past of,
onu of the eliglble project types. Botwaen cliglble project types no specifled ais-
crimination (Lut sue 5 above).

Ho spucifiod discrimination (but ses 5 above). Projects of over fix 120 miil. must
he notified to the EC. N

£ligibie itema include land, buildings and squipment, as wall 4s more intangible
Lnvostment like, for example, market studi the development of naw products and labour
Lraining. Working capital, vehicles and second-hand equipsent {unless imported and
spucialised) are the main generally ineliyible items. Short-life and low-valua items
can be deemed eligible where important within a project cost structure. Replacement

is siigivle if part of an eoliglble project type, as are ancilllaery bulldings {(but not,
for example, sports grounds) and offices on the proals:

Asscts bought with cash, or through phazed paysent, or on hire purchase are eligible
a8 are leased assets.

Viability is.given central importance. It i also requized that tha projoct fits into
the local e#conoay, helps diversify the national aconomy, and is capital intensive.
Environmental legislation and pnational sconcalc interests must also be met.

As capital grant, except that no rata discriaination is possible since rates arec
fixad. .

As capltal grant, excopt that no rate discrimination ls possibie slnce rates are
tixed.

The key condition is that a new entarprise/production line wust ba created. Thus
tting-up projects are always eligible, while other project types - extensions,
modernisations, rationalisation, reorganisation, takeovers and wholly replacesent
projects - will be sligible only when this condition is met. Ro spucifled discrim-
ination between eligible projacts (andnot possibla is tarms of rates which are fixed)
but decision whather or not to award iy at the discretion of the authorities.

Projects over FLx )20 slll. must be notifled to the EC. In additlun, the lav gives
scope for project minimum size limirs, but thess have not soc tar been

Hot relevant.

Not ralsvant.

As caplital grant.
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Capital Grant

Tax Concession

12,

Actuat
Mverds

19,

Clawback

Tyt ndown

Cost

Invmstaent
Asscciated

Buretion

Change
Provisions

Project approvala since 1974 Rave beea (riz aill.)a

1974 1978 197
coses 16 1 14
averde 104.) s8.1 7.0
average .8 4.2 (8}
percent eligidle .0 &0 .0

Lavestment

Indizectly tazed whenever psolits axe mede aince sided inveetsent cas caly he
depreclated f(ur tan purposes et of any grant recelved.

Project comstruction can atart befors applicatioa and decleion but spplication muet
be made befote project comstruction completed. Applicstion procassing periud: ome
ontk, Giant clalme submitied am letion of project with

blll peyment., Clalm veclflicstion period: one sonth, Grant then paid ia lusp eum,
but with the possiblliity of advance payments.

Mo awards possible beyond the formal menisum.

According to the lew, only capital graata and suft losns cannot be added. In practios,
ooly grants and tes cuncessions are combined. There is no formel limit to such com-
binacion but the authoritles sust notify to the EC all alds golag beyond 1S petcent of
project costs or to projects of more than Filn (20 aill. Three have been so
notified to (and agreed by) tha EC - all involving the Fix 120 mill. lsit.

If the conditions of sward are broken within a thres yesr pariod after avard, the grant

=St be repstd in full. In recent ysars no cases of clawback have been recorded.

Detalled informs] contact before formal application is méde, and thue no seaningful
turndown ratas.

Annusl expenditure has been (Fix mill.}y

1972 197 1974 1978 197

97.5 7.8 (31 ) .9 .
No informarion on jobs associated with the grant slone, Nowever, batwsen 1960-70 some
600 jobs ware created snnually by projects aided by all incentives together, The rats
full to 200-100 & year aftar 1970 with 2)5 jobe baing created in 1976.

Investment in sligible fixed sasets associsted with capltsl grant project approvals
was Flx 209) mill. in 1974 and rix 963 in 1975.

Under the (971 frame-iev, grants are paysble in respect of fnvestmant ssde until
1 Jenuary 1962,

In the evant of change, applicstions on the way to decision would probally be Lreated
accotding to the new systes.

o Information beyond the pusber of projec: approvals - 4, 1 and J 1in 1974, 1978 and
1976 respectively.

Wot relevaat.

Application wust be made befors the end of the first working ysar of the nev enter-
prisa/production line. Application processing period: one month. 1f an avard is
wade the firm must keep sep: for that line for the
duration of the concession so thst esch year the tax asuthorities can take the con-
ceszlon Lnto account ik assesalng taxable profits.

Mo awards are possible beyond the (ormal flxed rete.

Although in law & tax concesslon ¢én be of{fered on Lts own, in praclice vhea an awvard
is mede it 18 made in conjunclion wWith a Capital grant {although auard cl & grant dows
not, of.course, sutosatically rean awsrd of a tax concesslon}. Catital yrant anl tax
concession together cannut excesd 18 neicent of projact timed capitsl coecs.

Slnce the avard 1 made sach year only atter the conditions of avard have Leen met,
clawback is not relevant.
As capital grant.

%o Informatlon.

Sse capitsl grant,

In 1978 and 1976 projecta approved for receipt of a tax concession iavolved sligible
invantasnt costs of FlLx 400 and 370 mill, respectively.

The cancession is avatlable until { January 1982,

As capital grant.
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LUXEMBOURG
THE INCENTIVE VALUES

As we have seen, there are two major regional incentives currently
in operation in Luxembourg - a capital grant and a tax concession. The
grant is the basic incentive, 44 awards having been made in the period
1974-76 to the value of almost FLx 220 million. In comparison the tax
concession is awarded only rarely. Eight tax concessions were approved
between 1974 and 1976 and almost always in combination with the capital

grant,

Because of inadequate data on profits in aided projects (a common
problem with tax concessions) it is not possible to value the tax
concession with any acceptable degree of accuracy. It is not therefore
covered in Table A. We do however know that the tax concession and
capital grant in combination may not exceed the 15 percent maximum
nominal rate of the grant. For this reason it is possible to place an
upper limit on the capital grant plus tax concession combination ’
in Table B. Neither table, it will be noted, draws a distinction between
different types of problem area. Both are for the nation as a whole,
and this because both incentives covered, and indeed all "regional"

incentives in Luxembourg, are available nationwide.

Turning to the tables in more detail, it can be seen from Table A
that the standard grant award range of 5 to 8 percent (the average awards
in 1974, 1975 and 1976 were 5 percent, 6 percent and 8 percent
respectively) falls well below the upper 15 percent limit - and indeed
our information is that the maximum award has never been made. As
already mentioned, however, the maximum is of relevance when considering

the capital grant/tax concession combination.

From Table B, it is clear that the Luxembourg awards are relatively
low -~ particularly the standard capital grant range. Whereas the
maximum grant available (either on its own or in combination with the
tax concession) has an effective value of 7.8 percent of initial
capital costs, 7.1 percent of annual capital costs and 2.7 percent of value
added, the effective value of the standard grant range is from 2.6 percent
to 4.2 percent of initial capital costs, from 2.4 percent to 3.8 percent
of annual capital costs and from 0.9 percent to 1.4 percent of value
added. Indeed, as we shall see in Part II, Luxembouryg has incentive values

which are among the lowest in the EC countries.
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LUXEMBOURG

Table A: NOMINAL TO EFFECTIVE PERCENTAGE SUBSIDY.

. NOMINAL EFFECTIVE VALUE AFTER
INCENTIVE LEVEL VALUE TAX DELAYS ELIGIBLE ITEMS
Capital grant maximum 15.0 11.8 11.1 7.8
standard range 5.0-8.0 3.9-6.3 3.7-6.0 2.6-4.2

Table B: EFFECTIVE SUBSIDIES AS A PERCENTAGE OF VARIOUS DENOMINATORS.

INITIAL ANNUAL

CAPITAL CAPITAL VALUE
INCENTIVE COMBINATION COSTS COSsTs ADDED
Capital grant (maximum) 7.8 7.1 2.7
Capital grant (standard range) 2.6-4.2 2.4-3.8 0.9-1.4
Capital grant 4 Tax concession (maximum) 7.8 7.1 2.7

Note: No direct attempt is made to value the national tax concession for
reasons made clear above. It should, however, be noted that this
incentive is awarded in practice only in conjunction with a capital
grant and that, together, capital grant and tax concession cannot
exceed the capital grant maximum level i.e. 15 percent of eligible
investment costs.
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Table A: NOTES AND ASSUMPTIONS

(a)

GENERAL: Discount rate 10.25 percent (EC reference rate 1976).

(b)
(1)

(ii)

(iii)

(iv)

CAPITAL GRANT

Nominal value: As percentage eligible investment costs.

Taxation: Effective corporation tax rate 21,4 percent. (The
standard nominal rate of tax of 40 percent is reduced by the fact
that capital grants are taxed indirectly by reducing the value of
aided assets by the value of the grant for depreciation purposes.
For depreciation purposes we assume that plant is depreciated,
reducing balance, over a 10 year fiscal life and that buildings are
depreciated straight line, over a 25 year fiscal life).

Delays: Grant claims submitted on completion of project construction.
Assuming average one year construction period and a uniform spread

of project expenditure, average claim submission delay from time of
asset expenditure is 6 months. With one month processing delay,
grant is paid out, on average, 7 months after asset expenditure.

Eligible items: Eligible investment assumed to be 70 percent of all
project capital costs, it being assumed that (ineligible) working
capital is 30 percent thereof.

Table B: NOTES AND ASSUMPTIONS

(a)

INITIAL CAPITAIL COSTS

The capital grant and the tax concession together face the same upper
limit as the capital grant alone. Otherwise, as in Table A.

(b)
(1)

(ii)

(iidi)

(c)
It

ANNUAL CAPITAL COSTS (Discount/interest rate 10.25 percent).
Calculation of weighted annual capital cost factor:

Assumed Annual Capital Weighted
Asset Life Charge Factor Weight Factors
Buildings 50 0.1033 0.350 0.0362
Plant 10 0.1645 . 0.315 0.0518
Land/Working Capital - 0.1025 0.335 0.0343

WEIGHTED ANNUAL CAPITAL COST FACTOR 0.1223

Calculation of annual subsidy factor.

- Capital grant : 0.1106 (plant/building/land subsidised)
Since replacement is not explicitly subsidised, the plant subsidy
life is taken to be 20 years - see p 32 above.

Calculation of annuitising factor ((ii) <+ (i))
- Capital grant : 0.9043

VALUE ADDED
is assumed that gross profits make up 38 percent of value added,

This was the average for manufacturing industry in Luxembourg over the
period 1971-72. See Eurostat, National Accounts 1970-74 Eurostat
Yearbook 2-1975, Statistical Office of the European Communities,

1975, Table 5.
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THE NETHERLANDS

THE INCENTIVES

Regional peolicy in the Netherlands has two distinct elements. On
the one hand there are the financial incentives which apply to the
Northern Development Area (the provinces of Groningen, Friesland,
Drenthe and a small part of Overijssel) and the restructuring area of
South-Limburg (the southern part of the province of Limburg); plus
selected places in the provinces of Overijssel, Gelderland, Zeeland,
North Brabant and Limburg. On the other hand there is a disincentive
policy operated in the heavily populated western part of the country:
basically, though not wholly, the provinces of North-Holland, South-
Holland, Utrecht and the north-western part of the province of
Gelderland. '

The disincentive operates through the Selectieve Investerings Regeling

(Selective Investment Regulation). The SIR Act was passed by parliament
in 1974 and put. into operation on 1 October, 1975, Only a few sectors
are excluded from the scheme: agriculture, residential construction, and
public transport, as well as service industries, (public and

private) if they perform a local/regional function.

The control system was intended to operate through a system of
levies, licences and notifications in respect of new industrial
buildings, installations and offices, However, although the licence
and notification system still applies, the levies were suspended from
10 June, 1976, though they can be reintroduced when the Minister of

Economic Affairs considers this necessary.

The most important regional financial incentive in the Netherlands

is the Investerings Premie Regeling (IPR) (Investment Premium

Regulation). This capital grant was introduced on 13 January, 1967

to promote the settlement of industrial firms in the Dutch development
areas and in the restructuring area of South-Limburg. In the course
of the years the IPR has undergone several changes with respect to
eligible activites, rates of award and geographic coverage, 1In its
present form, which dates from June 1977, the premium applies to

industry and to services of a regional exporting character;
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NETHERLANDS ¢ 25 per cent investment premium available
# 15 per cent investment premium available

Northern Development Area

‘Twente

S.1.R. area

Restructuring Area of South Limburg
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to setting up projects and to extensions. The standard award is a
fixed 25 percent of eligible investment up to a maximum award of

Fl 4 million (though with discretionary awards possible above this
ceiling) except in a few areas where 15 percent is the standard and

Fl 2.4 million the maximum award.

The accompanying map shows the geographic coverage of the IPR and
the SIR. Twente is marked separately since only industrial extensions
are eligible in this area. The map also distinguishes areas where the

25 percent premium applies from those with the 15 percent rate.

Another but relatively small financial incentive in the Netherlands

is the Premieregeling Stimulering Ontwikkeling Lelystad. Lelystad is a

recently established city in the reclaimed agricultural IJsselmeerpolder
'Oostelijk Flevoland'. From the point of view of physical planning v
it was considered necessary to develop Lelystad as quickly as possible,
To this end, the Lelystad premium was introduced in October 1968, It
applies to industrial and regional exporting service setting up projects
and involves a premium of F1 10,000 for every employee employed
permanently by the project. These employees must come from outside
Lelystad and have to settle and live there. Moreover, at least ten

such jobs have to be created. The maximum value of the premium cannot
exceed 25 percent eligible fixed investment, or F1 3.5 million

(although with ministerial agreement this limit can be broken). Further
conditions of award and the application procedure are similar to those of
the IPR. Since its introduction and up to 30 June, 1976, 22 awards

have been made to projects involving 1,056 jobs. Because of its limited
geographic coverage, it was decided to exclude this premium from the

synopsis tables.

Another incentive not covered in the synopsis tables (because, so
far, no use has been made of it) is one introduced in 1975 - a
concession on the price of land, This concession is awarded by industrial
site administrators and is for projects which, because of the price of
land, might have chosen an alternative, less favourable, location.
This concession is to be applied selectively and is available in the IPR

areas and in growth nuclei in the western part of the country.
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An incentive which is, however, covered in the synopsis tables
is the Accelerated Depreciation Allowance. This is a largely automatic
fiscal concession on industrial and commercial buildings whereby half
the cost price, up to a maximum of 25 percent in any one year, can
be depreciated arbitrarily, with the other half being depreciated
normally. This concession, it must be stressed, applies to a much
wider area than the IPR - being available throughout the whole of the
Netherlands outside the Randstad. It is a concession which was due
to be withdrawn on 1 April, 1977. It continued because of the
resignation of the government shortly before this date. 1Its future

3
is not yet clear.

The synopsis and valuation tables which follow are concerned
with the two major regional incentives in the Netherlands - the

Investment Premium and the Accelerated Depreciation Allowance.

* It should be noted that in May 1978 (i.e. after the reference
date of this report) the Accelerated Depreciation Allowance was
withdrawn and a new incentive introduced, the WIR (Wet
Investeringsrekening), taken in the form of reduced tax pavments

when profits are made and negative tax payments (i.e. grants)

when there are losses. Although the WIR scheme is basically
national, there is some regional differentiation in terms of rates
of award. In particular, projects in parts of the Northern
Revelopment Area and in South Limburg receive an extra 'regional’
allowance (on top of the basic rate of the WIR) of 20 percent of
building costs and 10 percent of the cost of 'open air installations®
(e.g. oil refineries); subject to the ceilings on aid set by the

European Commission.
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Investment Premium

Accelerated Depreciation Allowance

1. Basic
Details

3. Mministeat-
lon

4. Bligible
Activities

5. Activity
Discrimin-
ation

6. tial
Discrimin-
ation

7. Project
bis-

8. Bize
blacrimin-
ation

crimination

Projact-related capital grant. The standard award is a fixed 25 parcent of eligible
Cixed capital costs up to a moximum grant of F1 4 will. except i{n a fav specified
municipslities where it is a fixed 15 parcant up to a maximum grant of Fl 2.4 mili,

Tor large projects an additional dliscretionary award can be made for eligible tixed
napital costs beyond F1 16 mill. The maximum additionsl award is 25 percent of the
extra {nvestment (except in the few specified municipslities noted above vhere it is

15 percent). A little-used slternative to the 25 percent grant (bt not the 15 percent
qrant) it a “mixed premium®, which iu based on job creaticn au well as iavestmont
expenditure (mee 24 below).

The Investeringspremieregeling (Investment Premium Regulation) was first introduced {n
January 1967. The present form of the requlation dates from 7 June 1977 (w
Investeringspremjeregeting regionale vestiging en uitbreiding van I{ndustridle en

stuwende dicnstverlenende bedrijven, in Nederlandse Staatscourant nr. 109, 8 June 1977).

An 1t iated, flocal on the cost price of (nfustrial and commer|
clal bulldlnqn, applicable throyghout the country apart from the Randstad. Ualf of the
cost price (up to a maximum 25 percent in any one year) can be depreciated arbitrarily
above the normal rate of depreciation while the other half {s depreciated normally. Uf
accelorated depraciation ts not used in sny one year, then normal depreclation applies

in that year. In subsequent years the concesofon (s availabia in rampact of hall the
non-depracinted part of the cost price.

Mot op de Inkomatenbelasting, 16 December 1964, Staatsblad 514, subgequently amended
by Acts of 12 February 1969 and 29 August 1975,

Concession falls under the jurisdiction of the Ministry of Flnance. Day-to-day admin-

Application iz made to the appropriate regional development cc-pany {or, in thosw areas
whete no such cowpany exints, to the relavant provincial gow The

devalopmnnt company and both provinclal and local authorities then udvl-u the mnl-u—y
of Bconowic Alfairs. The Ministry decides whether to make an award and (for lacger
projects) the value of the award. 1t also administers the payment of the grant.

In general, industrial activities plus “regional exporting® services are sliglble. As
a result, the primary sector, tourism, local llrvlml and local building contractors
arm ineliglible while ing, * fvices and “national” construction
activities {e.g. pre-fahricated houses, doors atc.} are eligible. Govermment industry
is eligible but public utilities (water, g electricity 9} are not. Labor-
atorfes nnd similar research departments sre regarded as industrial activitles if t.hcy
are of great importance to industrial development.

Industrial projects differ from service projects in that they must be located on public
Industris]l sites {although {f an existing building is purchased deviation from this
condition is possible). As far as rates ars concerned there i{® no discrimination for
small projecta (under F1 16 mil)l.) eince rates are fixed, For large projects, as we
have amen, there is some scope for rate dlscrimlnition. For all projects the decision
whether or not to awvard {s at the discretion of the authorities, thus glving mome scope
for discrimination between eligible Industries. * -

The 25 prrcent premium is available within designated nuclei in the northern development
arna and the restructuring area of South Limburg except for the municipatities of
Roetmond and Melick en Herkenbosch where the 15 percent premium is avallable for in-
dustry and mervices. The 25 percent alsc applies to certain municipalities cutside
these areas, while the 1S percent premium {only for industry) applies to a llmited
number of other specified municipalities. Beyond these rate dlfferences, the discret-
lonary noture of the award decislon (and, for large projects, also the rate decision)
could give rise to further discrimination (see 5 abave).

Tndustrial satting-up projects, extensions (but with grants only being paid on nat ex-
tensions) and transfers from the SIR area (see Introduction) are all eligible as are
service getting-up projects and extensions (for differences in eligibitity conditlons
mee 11 helow). modernisations, takeover and wholly
eplacement projects are all ineligible though Lt is posslble to use the premium to
Assist sectoral restructuring where this has a major regional impact on employment.
Beyond this, the disctetfonary nature of award could give rise to project-type dis-
crimination (aee 5 above).

Grants are not awsrded to projects with flxed capital costs of less than Fl1 0.2 mill.
f.atge projects with fixed capltal costs of more than F1 16 mill. recelve less than 25 or
15 percent grant. Other discrimination possible through discretion of the authorities
a8 to whether or not to award (sce 5 ebave) .

{application, deciwion, award) im carrinrd out by the appropriate tax auth-
orities,

All activities are eligible.

None, Awards are asutomatic as long as conditions are fulfilled. Rates are {ixed. The
"up to" provision mentioned In I. above reprements applicvant frendom rather than ardmln-
iatrative discretion.

The concesslon is available anywhere cutaide the Randstad. Withln the eliglhle areas,
no acope for mpatial discriminatlon (see 5 abovel.

None. The concession is item-(l.c. building) and not project-related.

None poraible (see 5 above).
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Investment Premium

Accelerated Depreciation Allowance

9. Z1igidle

ftens

10. Eiigible
Potwa of

Eupunditure

10, Pucther
ConJitions

120 Actuel
Auards

t). Tag
-Traatmant

14, 1iming and
Fhasing

15. Tupping
3

16, Addabiliey

17, Clavback

£11glble itsms include plant and machisery, buildlage, site » transfer tanes
and tnfrastructure provislion but axclude 3 aad D costs and feasibility studles, Work-
ing cepital, vahicles #ad tools and (mplements (1 smtll and low value assels) are
the aals ineliqgidle Ltema. Wecsuse uf Prolect-typs ellylbllity replacement is also
generally iseligible. Second-hand assets and offices bullt on the prealsas are
eligible.

Assata purchassd with cesh or thtough ghased peymenta (1f an Lategral past of the del-
Lvety arcangemant), are eligible. Assets bought on hiza purchase are ineligible
(except for bulldings p 3 through an i ipal lnstitution), ss sre laased
ossats.

Labour methet snd sectoral conditions are taken INto account Lm saking an avard. In
addiciva )8 parcant of fized Investswnt costs sust be “own caplital® flnanced. New
Induatelat buildinge have to be located oe an al site of a d nucleus
sunicipslity, Zatensions have Lo result in a sullicient {but unspacifisd) iacresss
of employment 0f of productive capscity. Thers must be no environmsntal or phystcal
Planning objection to the project.

The only published informstion 1s cumulative, As at 3O June 1976 the monles paid out
Ly project typs vere (F1 aill.)s

Industrial 1pdustrial Service Bervice
Project type Satting-vp Extansion Setting-up Gatenaion

(since 1967} (since 1969} (slnoe 1969) {eince 1975)
cazes 69 841 15 17
avards 465.7 950.4 20.6 7.0
avarags . 0.6% 1.37 0.40
percent eligidble 15,7 1.1 1.1 5.0

Lnvestment

Mote: Tising and phasing of eward &istorts the above astisates., It should aleo be
nted thet the saximum svard for industrial extensions was initially 1S
percent, thes 10 percent, then 13 percent bafors its current 15 percent.

Indirectly taxed whensver profits are being made since sided investment can only be
deprecisted [of tam pusposes net of any grant received.

Projects can start bafore a decislon is sade but only aftar applicatlon. Only
investmant undertaken after the date of spplication is eliglb] Application pro-
cessing periods 3-4 months. In theoty yrant claims can be submitted only when
project {or ma)or part thereof) operating. In practics, advances {not exceeding 7%
percent of the totsl agreed premium) avallable for blocs of at least 2% peroent of
total fixed investsant on evidence that bills have been paid., Ultlmats claim veri-
f1cation periwli ) months,

No avards are possibls beyond the formal maxima.

Mot an lssue since the grant is virtually the only reglonal financial incentive
available In the Natherlends.

Mo clawback copditions after the final paywent has been made.

Only industrisl end commarcial bulldings sre eligible. Owallings and parts of bulld-
ings meant for private uge are ineligible.

Assets Murchased with cash or through phased payments at
on hire purchass. Lessed assets are inellgible.

Mone Of any importance.

Mo (nformstion (but ses 19 below).

Wot relevant.

Application Ls made ss part of the company tax return. Paymant of tax {and, hence,
recelpt of concession) occurs in the year aftar the end of the financial year in which
the industrial bullding coste are {ncurred.

No avards are possible beyond the formal fimed rate.

Can be added to sll regional incentivas. When added to the investment preaium, ths
value of the presium {s reduced since the net present value of the tax to be patd on it
Increassa. This is because the preaium {s, in effect, brought into Lncome and hence
taxable profits more quickly than under the normal depreciation schedule.

Mot relevant,
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Accelerated Depreciation Allowance

18, Turndown

19. Cost
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Asavciated

2

"
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Duration

2. Change
Provisione

N
=
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The only figures ara cumulative {up until 30 Juna 1976) and are:

Induatrial Industrial Sarvice Betting up
Sattlng up Extensions and Extension
{since 1967) (uinca 1969) (since 1969 and 1975 zesp.)
applications 33 928 at
turndown 67 a7 9
parcent 19.9 9.4 22.0

for selting up projects, tha main reascas for tutndown ars that ths financial coo=
ditions of award have not been fulfilled or that the sector already suffers [rom ovar-
caepacity; while for extensions, turndown stems mainly from the fact that applicant
prujects are too ssall and marginal.

See 12 abova,

The figures below are cumulativs {up to 30 June 1976}, are by project typs and ars
based on applicant estimates.

Industrial Industrial Service Service
Setting-up Extansion Setting. Extension
(since 1967)  {since 1969)  (mince 1969}  (since 1975)
23,006 31,466 1Lam 207

Investment in eligible fixed assets associated with grant paymsnt has {up until 30
June 1976 and with base dates in 20 abave) bown as follows (Pl mill.):

Industrial Seeting up 1 2,964
Industrisl Extension 1 4,980
Service Setting up ' 90
Setvice Extension ' 28

No spacified itfe.

Applications received aftat any changs in the incentiva would be treated accarding to
the new rulas. .

As noted ip 1. abova, an altarnative to tha 25 percent grant, but not the 15 percent
grant is a, littla used, mixed premium. This consists of a grant of 15 percent of
eligible fixud investment up to a maximum of PL 2.4 mill. plus a presium of

F1 12,500 for every permanant job croated. The maximum “autcmatic® award e

F1 S wmill., there then being discrotion in tho avard beyond this maximum. Tha grant
relating to Jobs created is paid one year after construction of bullding. Jobe
created must be verified by local labour office.

Little dlscretion avallabls to the authorities and thus no mesningful turndown figures.

No diract Information available. It was howavar estimatad that the {ncrease of tha
acceleratad depreciation annual maximus by S percentags points had a "financial sig-
nificance” of Fl 185 will. in 1975-76. Since ths annual concession is & Daxisunm 25
percent Lt can perhaps be hazarded that the annual "financial significance® of the
concession is about Fl1 725 sill,

Ho information.

¥No information.

No spacified lifs. However, the concession would have been withdrawn on 1 April 1977
had the government not resigned on 22 March 1977. HNaw slections took place on
25 May 1977, As yet, the post-slaction position s not Clear. B

Bullding costs fncurred befora the dats of any change are treated under the old reqular-
1ocns, while costas fncurred after the change are treated under the pew regulations.
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NETHERLANDS

THE INCENTIVE VALUES

As we have seen, the key element of the Dutch regional incentive
scheme is the investment premium (IPR). This capital grant, first
introduced in 1967, was originally limited to industrial setting-up
projects, but then was extended in 1969 to take in both industrial
extensions and service industry setting-up projects and, more recently,
in 1975 to include service extensions. Since the introduction of the
IPR (and up until mid-1976) 269 industrial setting-up projects
{involving grant expenditure of Fl 466 million), 841 industrial extensions
(expenditure F1 550 million), 15 service setting-up projects
(expenditure F1 21 million) and 17 service extensions (expenditure F1 7

million) have been assisted under the scheme.

In June 1977 certain changes were made to the IPR. Amongst other
things, a two-tier spatial system of award was introduced. For eligible
investment up to Fl 16 million, the standard fixed award rate was set at
25 percent of eligible investment in the main problem areas and 15 percent
in other areas (see map presented earlier). In Table A we term these
areas, the Development Areas and the Intermediate Areas respectively.

As well as distinguishing between these areas, the table also separates
out the other non-Randstad areas of the Netherlands since it is only
outside the Randstad that the other major Dutch incentive - the

accelerated depreciation allowance - is available,

Project size is the crucial determinant of any IPR award. For
small projects (up to Fl1 16 million) the nominal rate of award, as
already noted, is a fixed 25 percent in the Development Areas and
15 percent in the Intermediate Areas. For large projects - perhaps some
10 percent of the total - these percentage rates represent the maximum
possible awards, and this because investment beyond Fl1 16 million is
aided only at the discretion of the administration and then only up to
the 25 and 15 percent maxima. Moreover, average awards fall
significantly below the possible maxima. For all industrial setting-up
projects in the main assisted areas, for example, the average award over
the period 1967 - mid 1976 (during which time the maximum rate was a
constant 25 percent) was only 15.7 percent of eligible investment.
Unfortunately no direct information is available on the average award
for large projects alone. Grant expenditure over the 1967 - mid 1976

. period was however split fairly evenly between large and small projects.
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Given this, we can estimate (again, for industrial setting-up projects)
that the "average" award for large projects was in the region of 11.5
percent. This is the figure used in Table A. Although it is certainly
of the right order of magnitude, it must be viewed with some caution,
not least since ~ as part of the June 1977 changes - the dividing line
between small and large projects was raised from F1 14 million to Fl 16

million.

While the effective value of the IPR in Table A varies by both
size of project and location (ranging from 13.2 percent of initial
capital costs for small projects in the Development Areas, to some 7.8
percent for small projects in the Intermediate Areas and perhaps 6.0
percent for large projects, on average, in the Development Areas) that
of the accelerated depreciation allowance is fixed. It is fixed,
moreover, at a considerably lower level than the IPR being worth, in

effective value terms, some 3.6 percent of initial capital costs.

In Table B, which is broken down very much along the lines of
Table A, the IPR is valued both alone and in combination with the
accelerated depreciation allowance. It can be seen from the table that
the value of the two incentives in combination is somewhat less than
the sum of their separate values since tax on the building element of
the IPR is paid more quickly when an accelerated depreciation allowance
is taken up. Indeed, in most instances the receipt of the accelerated
depreciation allowance does not have a marked impact on the value of the
Dutch package. In general it is the IPR which has the determining role.
Thus, where the IPR award is at a relatively low level (as in the
Intermediate Areas or, on average, for large projects) the effective
values shown in Table B are relatively low - 9.2 percent of initial
capital costs, 7.8 percenﬁ of annual capital costs and 2.8 percent of
value added for the combination IPR (large project average) plus AD,
for example; while a higher IPR award -~ as for instance granted to small
projects in Development Areas - leads to markedly higher effective valuesg -
15.9 percent, 13.7 percent and 4.9 percent respectively when the IPR is

combined with an accelerated depreciation allowance.

As we shall see in Part II, these levels of award are such as to place
the Netherlands in the middle group of EC countries in terms of incentive

values,
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Table A: NOMINAL TO EFFECTIVE PERCENTAGE SUBSIDY.

NOMINAL EFFECTIVE VALUE AFTER

AREA INCENTIVE LEVEL VALUE TAX DELAYS ELIGIBLE
ITEMS
DEVELOP- IPR small project: fixed rate 25.0 19.2 18.8 13.2
MENT
BAREAS large project: maxinum 25.0 19.2 18.8 13.2
large project: "average" 11.5 8.8 8.6 6.0
industrial
setting up : average 15.7 12.1 11.8 8.3
AD fixed rate 13.0 - - 3.6
INTER- IPR small project: fixed rate 15.0 11.5 11,2 7.8
MEDIATE 1 t: im 15.0 11.5 11,2 7.8
AREAS arge project: maximum . . . .
AD fixed rate 13.0 - - 3.6
OTHER, NON- AD fixed rate 13.0 - - 3.6
RANDSTAD,
AREAS

176



NETHERLANDS
Table A: NOTES AND ASSUMPTIONS

(a) GENERAL: Discount rate 9.25 percent (EC reference rate 1976)

(b) INVESTMENT PREMIUM (IPR)

(1) Nominal value: As a percentage of eligible investment costs. It must
be stressed that the "average" figures relate only to industrial
setting up projects aided up until mid 1976 (when a "small" project
was one with eligible investment less than F1 14 mill, not - as at
present - Fl1 16 mill.) and are based on the very rough estimate
that grant expenditure during that period was split evenly between
large and small projects. No direct information on average awards
is available.

(ii) Taxation: Effective corporation tax rate 23.2 percent. (The
standard nominal rate of tax of 48 percent is reduced by the fact
that the investment premium is taxed "indirectly" by reducing the
value of aided assets by the value of the premium for depreciation
purposes. For depreciation purposes we assume that plant is
depreciated straight line over a 10 year fiscal life and that
buildings are depreciated straight line over a 30 year fiscal life).

(iii) Delays: If no advance payments, grant claims submitted on completion
of project construction {(i.e. assuming one year construction period
and uniform spread of project expenditure, on average 6 months from
time of asset expenditure). Given 3 month average processing period,
grant is paid out some 9 months after asset expenditure on average.
BAdvance payments are however available on blocs of 25 percent of
project expenditure (i.e. on the above assumptions, quarterly).

Given a one month processing period for advance payments, the
average delay in grant payment is reduced to about 3 months. Since
advance payments are standard, we assume a 3 month delay in Table A.

(iv) Eligible items: Eligible investment assumed to be 70 percent of all
project capital costs, it being assumed that (ineligible) working
capital is 30 percent thereof.

(c) ACCELERATED DEPRECIATION (AD)
(i) Nominal value: Net present value of tax saving due to accelerated
depreciation given an effective tax rate of 48 percent.

(ii) Taxation: Not relevant,

(iii) Delays: Not relevant.

(iv) Eligible items: With the EC key of: land 5, buildings 40, plant 55
and with working capital assumed to be 30 percent of project capital
costs, eligible buildings account for 28 percent of all project
capital costs.
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Table B: EFFECTIVE SUBSIDIES AS A PERCENTAGE OF VARIOUS DENOMINATORS.

INTER-
MEDIATE

OTHER NON-
RANDSTAD

IPR
IPR
IPR
IPR

IPR
IPR
IPR
IPR

IPR
IPR

IPR
IPR

AD

INCENTIVE COMBINATION

(small project, fixed rate)
(large project, maximum)
(large project, "average")

(industrial setting-up, average)

(small project, fixed rate)+AD
(large project, maximum)-+AD
(large project, "average")+AD

(industrial setting-up, average)-+AD

(small project, fixed rate)

(large project, maximum)

(small project, fixed rate)+AD
(large project, maximum)+AD
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INITIAL ANNUAL

CAPITAL CAPITAL VALUE

COSTS

13.2
13.2
6.0
8.3
3.6
15.9
15.9
9.2
11.3

7.8
7.8
3.6
10.9
10.9

3.6

COSTS

11.6
11.6
5.3
7.3
2.9
13.7
13.7
7.8
9.7

6.8
6.8
2.9
9.3
9.3

2.9

ADDED

4.2
4.2
1.9
2.6
1.0
4.9
4.9
2.8
3.5

2.4
2.4
1.0
3.3
3.3

1.0
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Table B: NOTES AND ASSUMPTIONS

(a)

INITIAL CAPITAL COSTS

In general, the Table A results. Note, though that when the investment
premium is awarded in conjunction with accelerated depreciation the value
of the premium is reduced to 93,23 percent of its Table A level since tax
on the building element of the premium is paid more quickly under the
accelerated depreciation regime.

(b)
(i)

(ii)

(iii)

(¢}

ANNUAL CAPITAL COSTS (Discount/interest rate 9.25 percent).

Calculation of weighted annual capital cost factor:

Assumed Annual Capital Weighted
Asset Life Charge Factor Weight Factors
Buildings 50 0.0936 0.280 0.0262
Plant 10 0.1576 0.385 0.0607
Land/Working Capital - 0.0925 0.335 0.0310

WEIGHTED ANNUAL CAPITAL COST FACTOR 0.1179

Calculation of annual subsidy factor:
- IPR : 00,1034 (plant/building/land subsidised)
- AD : 0.0936 (building subsidised)

Since replacement is not explicitly subsidised, the subsidy life of
the plant element of the IPR is taken to be 20 years - see p. 44 above.

Calculation of annuitising factor ((ii) % (1))
- IPR : 0.8B770
- AD : 0.7939

VALUE ADDED

It is assumed that gross profits make up 36 percent of value added,

This was the average figure for manufacturing industry in the Netherlands
in 1970 and 1972 (comparable data for other years is not available).

See Eurostat, National Accounts 1970-74 Eurostat Yearbook 2-1975,
Statistical Office of the European Communities, 1975, Table 5.
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THE
UNITED KINGDOM

THE INCENTIVES

In addition to the special case of Northern Ireland, which we discuss
later, there are three main types of designated problem area in the
United Kingdom - Special Development Areas (SDAs), where the problem is
viewed to be at its most serious, Development Areas (DAs) agd Intermediate
Areas (IAs). As the accompanying map. shows, these areas, taken together,
cover the whole of Scotland and Wales, Northern and North-West England,
Yorkshire and Humberside, parts of the Midlands and much of the South-
West. They contain about 43 percent of employees in Britain, some 20

percent being located in the IAs, with the remainder being spread

fairly evenly between the DAs and SDAs. The British incentive package
operates within these areas. Before turning to discuss the package in
detail it should be noted that, as a complement to it, a system of location
controls operates outside the DAs and SDAs amongst other things to encourage
mobile industry to move to the problem regions. This system, the Industrial
Development Certificate (IDC) system, has had a somewhat varied history
since its introduction in 1948 but currently applies to developments over
12,500 sq. ft. in the South-East and 15,000 sq. ft. in all other areas
outside the DAs and SDAs.

Within the incentive package itself, the main instrument is the
Regional Development Grant {(RDG), an automatic, item-related grant on
fixed capital expenditure. RDGs are available on new plant, machinery,
buildings and works in the SDAs and DAs at rates of 22 percent and 20
percent respectively. In the IAs only buildings and works are eligible
for RDG assistance, the rate of subsidy being, as in the DAs, 20 percent.
Over time, RDG expenditure has grown rapidly, moving from over #£107
million in 1973/74 to more than #212 million in 197@/75 and some #£325
million in 1975/76. Recently, however, the scheme has been trimmed back
somewhat, coverage being limited broadly to manufacturing whereas
previously both mining and construction were also eligible. Nevertheless
the regional development grant still represents far and away the most

important British regional incentive in expenditure terms.

A key feature of the RDG scheme is that the payment of the grant is
virtually automatic to eligible investment on qualifying premises.
Selectivity and discretion enter into the British regional incentive
system through the assistance available under Section 7 of the Industry
Act 1972 - by cost, expenditure amounting to over £ 65 million in 1975/76,

the second most important source of regional aid in Britain. Although
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UNITED KINGDOM

Section 7 assistance is, in theory, very wide ranging it has in practice
tended to be mainly in the form either of a soft loan or, and this has
increasingly been the case, an interest relief grant (calculated in
relation to the notional loan which would have been awarded had a soft
loan offer been made). Both these incentives are covered in the

synopsis tables.

Despite the fact that they are highly discretionary, both soft loans
and interest relief grants ~ and indeed Section 7 aids in general - are
administered with a high level of regional devolution. Within guidelines
laid down jointly by Department of Industry headquarters and the Treasury,
regional offices of the Department (in Scotland, the Scottish Economic
Planning Department, and in Wales, the Welsh Office) can decide whether or
not to make an award and also the level of that award (on the advice of the
region's Regional Industrial Development Board -~ a body of experienced
local industrialists, trade unionists, commercial and professional people.
With respect to the decision whether or not to make an award, the decisive
factor is that the project be viable; while regarding the level of award
the guidelines stipulate public sector contribution maxima (which vary by
type of problem region but normally require the majority of project finance
to come from outside the public sector) and cost per job maxima (which set
the maximum loan/notional loan levels in terms of jobs created or
maintained) the lower of which determines the maximum possible award which

can be made.

Although soft loans and interest relief'grants are the main forms
of Section 7 assistance, other selective aids are worth mentioning.
Removal.grants, for example, are available on up to 80 percent of the
reasonable costs of moving both plant and stocks to an assisted area
location, as well as on the net redundancy paymenfs arising from the move.
In 1975/76 assistance to the value of over £2 million was approved under
the removal grants programme. In addition, there is a service industry
grant scheme aimed at encouraging the development of mobile services -
services with a genuine choice of location -~ in the problem regions.
As part of this scheme (which, it must be emphasised is restricted to
job~creating service projects) grants of #1500 per head are payable in
respect of each employee (up to a limit of half the additional workforce)
moving with his work to the problem regions. Moreover, for each service
industry job created in the problem regions a further grant (again of
#1500 per new job created) is available; while the rental or purchase

of office premises in the problem regions is subsidised through rent free
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periods of up to 3, 5 and 7 years in the IAs, DAs and SDAs respectively.
Finally the removal of office equipment to the problem regions is aided
on the same terms as the removal grant scheme noted above. In 1975/76,
when the service industry scheme was both less generous and less
extensive than it is at present, 94 offers of assistance were approved

to the value of #2.3 million.

Moving away from Section 7 aid, another important component of
regional incentives in Britain is the government factory building
programme. Over the last 10 years or so expenditure on this programme
has averaged some £15 million annually, although the most recent figures have
tended to be nearer £20 million. New factories are built in advance of
demand in areas of high unemployment and then rented or sold to
industrialists, In addition, custom~built extensions are undertaken.
Although rents are levied at the "current market value” as set by the
local District valuer, these tend to be below the full commercial rent
in the assisted areas and are certainly below equivalent rent levels in
the more pressured regions. In addition, rent free periods (of up to
2 years in DAs and 5 years in SDAs) are available, albeit subject to a
(not very onerous) cost/job constraint. Despite these rent concessions,
the "incentive" element of the factory building programme probably lies
more in the fact that the factories are ready for almost immediate

entry than in any rent advantages there might be.

The remaining regional incentives in Britian are of minor importance
compared with those reviewed so far. Certain training services are
provided free to firms in the assisted areas; labour mobility grants
are available to aid the movement of both "key workers" and "nucleus
labour forces"; and there is also a contracts preference scheme whereby
the government favours assisted area producers in its purchasing arrange-
ments. However, even taken together, these incentives represent an

insignificant proportion of the total regional incentive bill.

It will be noted that the incentives covered so far have been
discussed in the context of Great Britain rather than the United
Kingdom. The regional incentives available in Northern Ireland differ
from their British counterparts in two major respects. In the first
place, there is a greater variety of incentive types on offer (including

a labour premium the British version of which, REP, was abandoned in
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January 1977); and, secondly, even where the type of incentive is the
same, the rate paid in Northern Ireland tends to be higher. Under

present circumstances, however, Northern Ireland is, as noted at the
outset, very much a special case. It is not therefore covered in

the synopsis tables which follow ,these being,in fact, limited to the
three major British incentives - regional development grants, Selective
Financial Assistance (SFA) loans, and SFA interest relief grants,
Information on the regional incentive package in Northern Ireland
produced by the Department of Commerce in Belfast is presented in
Addendum 2.
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Regional Development Grant

Selective Financial Assistance Loan

Interest Relief Grant

1. Basic
Dutalls

2. tegal Basiyg

3. Adminis-
tration

4. gligible

AcuvltlnT

An sutomatic, item-relsted grant payable on epecified
types of Tixed cepital lnvestment In the designated
probles regions. A fixed 22 percent of spproved capital
expenditure 18 obtainable tn the Specisl Development
Areas, with 20 petcent heing the fixed awerd in the other
problem regions. Soth plant/mechinery and butldings/

Discretionary project-related soft loan of between S
and 7 yesrs duretlon. Wepaywent is wiz-sonthly on &
streight-1ine besis. Maxies principal repayment hol-
16ay is 3 years in the Epecial Development f.ress and
2 years in both the Development and the Intermediate
Aress. Interest-free periods run concusrently with

works expenditure Is ellgible in the Specfal Lop
and Development Ar fowewver, in Lhe Intermediate
Areas only bulldings/wotka expenditure qualifies for
assletance.

Industry Act 1972, Part I,

Application 1a mede Lo one of the four regional develop-
ment grant offices of the Department of Industry (DI).

Cases processed (n and grent pald out (rom thase offices
in 1ine with Getailed adminintretive guidelines leid down
by b1 r ars, re directly only
in “problen” canes.

Broadly manufacturing. Agriculture, mining,

any repay hollday swarded. Ous to the public sector
contribution constralnt {see (ntroduction) the maximm
loan probsbly covers about 15 percent of project capitsl
costs. The current interest rate im ] percentage
points below the Department of Industry’s “broedly com-
merclal® rate (vhich, in 1976, averaged 1).0 percent).

Induatry Act 1972, Part 1I, Bection 7.

Application is made to the reglonal office of the bDepart-
ment of Industry (D1) (in Bcotland, the Scottish Economic
Planning Depertment; in Wales, the Welsh OCClcel where
the project is located. Apart from very large projects
(see 8 balow) that office sppraises the project and,
aftar seeking the advice af Llte Regional Induatrial Devel-
opment. Roard, decides whether or not to make an award and
the level of swerd within jolnt DI/Treasury guidetines.
Dueplte dlecration, awards are relatively standard
batween reglons.

and acrvicea are all inaligible. Rligibility s deter-
®ined at the premise leval. To be sllgible, the sajority
of employees on the premises must bs engaged {n qualifying
as opposed to non-quallifying (hasically office, storage,
disteibution and welfers work) activities. Once premises
Goemnd "quallfylng® all investment on theee premises -
fncluding that relating to non-qualifying ectivities - s
eligible for ald. Mationalised industries are eligibie
(1f on qualifylng premioeal.

None. Avards are automatic as long an the conditions of
award are mot, and rates ars flzed.

Rates of awaATO In the Bpecial Development Areas (GDA),
Development Atsnw (DA} and Intarmediate Arsas (IA} -
covering.the whole of Scotland, Wales, Morthern and North-
Want Pngland, Yorkeblre and Humbaralde, parts of the MId-
1ands and much of Bouth-west England - are ae follows:-

Areaa Rate tpercent) Pligihle Investment

oA 22 hulldings, worke, plant, machinery
oA 20 hulldinge, worke, plant, machinery
m 20 bulldings, works.

Wo furthar spatial diagrialnation., Avards sre automatic
as long ws the conditions of award (which ere uniform
throughout the problem reqions) are met, and rates are
fixed,

in pr uining, ing, construction and
woblle services (1.e. services which have a genuine
cholce of location and, moreover, will create at-least
10 new jobs in woving to the problem regions or 25 new
Jobs in expanding in the problem regions) are all elig-
ible. 1In practice, however, sssistance is overvheimingly
concentrated on manutacturing. Watlonallsed industrles
not aided in respact of wain line activities but may
recelve awsistance for ancilliary projects.

Wo.discrim{natiof between eligible activities is mpecif-
1ed {n the D1/Treasury guidelines lapart from the fact
that mervices wust be moblle - mew 4 above). Within
the quidelines, however, there is scops for discrimin-
ation at the regional level In respect of both the
decisfon vhether or not to avard and the rate of award.

in terms of rate saxima, the guidelines favour GDAs
{where the maximuse Interest-free perfod/principal re-
paywent holiday La 3} ywars} over DAs and IAs {(where the
maximum is 2 years}. In terms of the public wector
contribution constraint they aleo favour SUA over DA
and DA over IA, although the diatinction between thewe
aress 1o not alvays rigldly applied. Within the guide-
lines there 18 almo scope for mpatinl dimcrimination
at the regional level fn respact of both the daciaion
wvhether or not to award and the rate of avard.

Discretionary, project-related capital qrant available an
an alterpative to the STA joan and calculated In relation
to the notional loan which would have been awarded had an
ETA loan offer been mwade (sss BFA loan). Where no inter-
ent-free poricd would have been swarded In conjunction
with the loan the grant im At 3 percent of the notional
loan for up to 4 yeare. Where an Intarnat-free pesiod
would have been avardm), the grant ia at what Is known an
the highar ING rate (hroadly in line with the market rate -
1976 average: 1) percent] for the duratlon of the intereat-
free period (L.e. a waxlmus of J years) bafors reverting
to ) percent of the notinnal toan far up to A further 4
years,

As SFA loan.

An BFA loan.

As STA loan.

As SFA loan.

An SFA loan.
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nF Dim-
crimination

©

Eligiule

Jtuos

Nona, the grant Leing o0 sn ites rather than a project

None, sithar In turms of eliglblity or rates [see 5
above} .

Grent is item-relatad snd 1m rewtricted to plant, machin-
ary, buildings and works. Working capital {s ineligible.
To he eligible, plant and machlnery must be naw, have a
minimum value of ¢100 and & minisum Jlfe of two yea
Replacemant lnvestmant is also eligible tf tt mwats these
canditions. Vehicles sre Lneli{gible (except for on-
presiia vohicles) as ars itema of fuyniture and most
plpelines. Bulldings and works, too, muut be new
{Lulldings must be previously unoccupled), although the
coat of adupting old buildings is elfglble. Land,
crnamental/recreational building and bullding expenditure
of less than £1,000 are all ineligible,

Cash paymont, phased payment and hire purchage are all
wligihlc forms of expsnditure {although for UP the
reluvant price iu the cash price, not the HP price).
Leasing, too, i3 aided since leasing companiea can submit
laina tor grant on the items wvhich thay le. to

companies on qualifylng pr 3.

There are no signiflcant further pre-conditions of award.
Tho grant s "virtually autowatiuv®.

Mot relevant since therw is no administrative dlscretion
in the setting of grant rates. They axe fixed in each
of tha problea are: t 6 above and 19 below).

Batting-uvp and 1 {1.e. pro) creat -
ing sdditional new saploysent} are treatsd wuch more
favourably under the guidelines than modornisations and
rationalisations (1 ng eapl Ve
and indced wost awards have been in respect of the
former project types. Replacemant is ellgible only 1if
part of an sligible project typs. Within the guidolines
thers iu sleo scope for project typs discrimtnstion at
tha segional lwvel,

In Enqland, applications of wors than {2 million (usual-
1y only one or two cawss annually) are procossed in
London rathar than by the regional office, Ho size
dlscrinination in the guidellnes, but regions have scope
within the guidelines to discriminate between differant
pProject size groups.

Eligible project costs sre defined in a negative way,
excluding all revenus payments (with the exception of
certaln leasod items - seo 10 beiow). The cost of land
purchase, land devslopsent, buildings (including offices}
plant and machinery, vehicl nd working capital are
noreally sll aligible 4f justifiable in the context of
the project. fow valua and short life sssete and
replacemont investmant would be ellqible only if con-
sidersd to be “capital® and if part of an ellgible
project type.

Cash payment, phased paysent snd hire purchase are all
igible forms of sxpenditure {although for HP the ral-
avant price is the cash price, not the AP price). Tha
cost of plant and machinery leased for & winimum term

of four years i» alsc included in aligible project costs.

Theze are three basic conditions of avard, The projact
must be viables tho public sectos contribution con-
atraint wust be met {i.e. the greater part of funds wust
coma from outajde the public sector); and the cost per
job limit (see introduction) must not be broken. The
first determines whether or not an award can be wade,
the remaining two the maximus level of that award.

On average 78.9 percent of loan offers mada Over the
period 1973/74-1975/76 carried with thea an interest-
free period (of unspecified length). The offers made
were aa Pollows i mill.}:

1973774 1974/75  1975/76
3 91

pumber of offers 203 1
total loan awards 2.5 6.0 5.4
average loan awards 0.13 0,32 0.28

As SPA loan.

As SFA loan.

As SPA loan.

As SFA loan.

As 8FA loan.

On average, just under two-thirds of IRG offars made aver
the perlod 1973/74~1975/76 carried with thes an {nterast
free period equivalant (of unspeciflied length). 1In
197475 {the only year for which such inforsation is
available), IRG offers averaged 21.1 parcent of the
notional loans an which they vers based. LRG offers
made betwesn 1971/74 and 1975/76 were as follows

{4 mill.}e

1973/74  1978/75  1975/76
nusber of otfers 361 599 560

total IRG awards 25.4 25.3 .7
average IRG avaxds 0.0% o.01 0.06
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Regional Development Grant

Selective Financial Assistance Loan

Interest Relief Grant

13. T

17,

Trestmant

Timtng and
¥heving

L

£

vidity

Cust

The grant s aot trested for tax purposes 48 as lncoms
recwipt and Ls therefors mot taned. Assets can be deprec-
lated for tam purposes gross of any grant received,

Grant cleiws can be sutmitted oaly after the ssset has
been pravided {i.s. deliversd or constructed and le ready
foc use} or expendituse has been defcraysd, Claim process-
Ing geslodi on average ) months. There is then & further
Kecently imposed administretive delay of ) montha before
Qrant 18 peid.

No swards are posulble beyond the formal fixed rates,

#o aucet can De a1ded through an RDG 1f 1t is slresdy
subsidised Ly tome other governseat grant, Moreover,
through the public sector contribution constraint (ses
intrcduction) receipt of an KOG Limits the smcunt of
sslcctive financlel asmiatance which & project can obtaln.

Alded assets must ressin on qualifying premisss for ¢
years. Whers Lhis dows not happen grant must, in theory,
be totelly tepald. In practice, the amount to be rapald
18 dutwimined by the puabe: of complete months froa the
atart of the & year condilion paricd te the Gate when
the cunditions ware broken - as lony as the conditions
wete Bul for at least 1 year.

Mo inforsatlon avallable, Virtually no discretion avail-
able to the autharities La the administration of the
ma and hence no seaningful turndown rates,

Grant wxpenditure since the introduction of tha schess
has baen as fullows (£ mill.):

1973/73  1973/M4 1974715 I91§/"‘

spplications processed 1,005 20,710 )%,966 40,878
expanditute 8.1 107.2 2.8 324.9

Job craastion iw not s pre-~condition of sn RDG avard. No
informstion le available on jobs associstad with the
qrant.

Gabe ing ch the Y
slement of the 10an le tazed 1a as fax aa it iscreases
tasable profits.

Application sust be made befors project comsttuction
starte and can be mede up to 12 months betorshand.
Application processing perlod: on average 2-3 montns.
Once approved, the 1oan i drawn down on proof of need,

12 special teelon in 4 {on & case-
by-case bastis) regions may go bayond the quideline
maxiss, This however happens only vesy rarely.

Belective Zinancial assistance loans and Interset relief
Qrants are altarnatives, No one project can recelve
both, In addition, the maximus loan which can be awvard-
ed la affectad - through the public sector contributlion
constraint - by the avard of an RDG, and indeed Of
other public assistance (like, for example, rent free
octupation of s government factory).

Belectlve financial stance {s monitorsd, dut there
sTe no powers to clav back aid if targets (in particular
job targetu] are fot met. An unjustifiadble failurs to
@evt past targstes would howaver be takun Into sccount in
the considatation of any future claims for awslstance,

©Of 546 loan applications fully processed (i.e. either
approved ot rejected} ovar the parlod 1972/73 to 197475
152 (L.e. 27,8 percent} were turned down, Over ths

same pericd 524 loan applicatices wers withdrawn. The
main reason for turndown was non-viability of the
project or the non-creation of jobs.

Losn expenditurs {not the value of the conci
attached to the loans] hae basn as Collows ({ -ul 11

1972/13 1973/14 1974775 1973716

0.3 20,48 . 42.60

Jobe iated with loan

» have been as follows:
1972/73 1973774 19724/75 1975/76
7,918 16,178 15,637 14,378

Thess {lgure an nppun-nt estimates and include jodba
saleguarded additlonal jobs created.

The grant e regardad as incowe and Le therefore taxed to
the extent that it leade to incrsased profits.

The subaission and processing of spplication Ja as (or
STA losns. The payment of grant Is annusl, ususlly over
& four year period (4 times } percent of the notional
loan) {f no intersst-free period awarded, but up to 7
yaars (3 timss tha higher IRG rate and then & times )
percent} 1f an int free periocd is obtained. Paywent
©f tha first instalment can be clalmed whun one third of
Project fized assat expenditurs has bweon defrayed, with
subscquent Instalments being paid on the anniversary date
of the first grant payment,

As EYA loan,

Intersst relisf grasts are an altemative to SPA loans.
No one project can receivu both. Harcaver, the saximum
notional loan which can be awvarded 1a affected - thyuugh
the public ssctor contridution constraint - by the award
of an RDG, and Indeed other public sistance {11 tos
exanple, rent Iree occupation of a government factory).

Ses SFA loan, laterest relief grant instalaents ere
paid out only Lf the conditions of award centlnus to be
"t

Of 1269 IRG applications fully processed (i.s. sither
approved or rejected) over the pericd 1922/73 to
1974775, 71 (i.e. 5.6 peccent) were turned down. Over
the sama period 32) ING applications ware withdeawn.
The maln reason for turndown was non-viability of tte
project or the non-creatlon of jobs,

Grant expenditure (1.e. paymants actuslly mude) has buen
as follows sifce the introduction of the scheme 1f =ilt.)

1972773 1971/N 1974775 1978/76

0.08 2.86 9.64 16,63

Joba aseoclated vith grant approvals have been as followe
1912/73 19T/74 1974715 1978/76
1,319 54,607 62,783 18,00

Thees Pigures are applicant catimstes and include jobs
aafeguarded as well as sdditional jobs created.
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Selective Financial Assistance Loan
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21. lavescasnt
Associated

2

22, Anticipat
Duration

|

23. Change
Provislons

24,

Capltal expenditure covered by RDG applicaticns received
1n the pericd 1972/73 - 1975/16 was as follows (£ mill.):

1972/7) 1973/14 1924/75 3975776

126 72 1,145 1,700

No specified 1ife,

Although there are no axplicit guidelines, on the basis
of past experience the date of asset provision tends to
Le crucisl in determining whather the old or the new
rates apply.

ratinates sre sot available for the loan alons. Por all
1 1 £1 18l projact costs assoclated
with offers made vers as followvs {f mill.)s

1973/74 1974775 1975/76

numbar of ofters 863 a? 166
associated project costs 532.6 $71.2 607.9

Ko spacified llife.
Not explicitly covered in the guidalines, Once & loan

offur has been accepted the terms of thst offer cannot
be changed.

Eatisates are not avatlable for the geant aloe. See
SPA loan,

No specitied life.

Mat explicitly covered tn the guidelinas. Once an IRG
offer has buen sccepted the terms of that offer camnot
Le changed.

WOOONIN QILINO



UNITED KINGDOM

THE INCENTIVE VALUES

As we have seen, there are three main instruments of British
regional incentive policy. Far and away the most important of these
is the Regional Development Grant (RDG), with expenditure of some £325
million in 1975/76. 1In the same year, well over 40,000 RDG applications
were received and processed. This however is not the number of projects
assisted by RDGs since, as was stressed earlier, the grant is item— and
not project-related. But nor is it the number of items subsidised, since
it is common to group items for application purposes. The other two
important incentives in the British package, Selective Financial
Assistance (SFA) soft loans and interest relief grants (IRGs) are
alternative forms of aid. Initially, the emphasis was on the former
(in 1972/73 for example 78 soft loan applications were approved compared
with 38 IRGs) but more recently IRGs have played the dominant role
(in the period 1973/74 to 1975/76, over 573 IRG applications were
approved annually on average, more than four times the number of soft

loan applications approved).

Since the value of both regional development grants and selective
financial assistance varies by type of assisted area, Table A distinguishes
between the three main types of assisted area in Britain - Special
Development Areas (SDAs), Development Areas (DAs) and Intermediate Areas
(Ias). It also distinguishes maximum from average selective financial
assistance values. There are two areas in particular where discretion
enters into the selective financial assistance scheme. One of these
is in the determination of the appropriate interest free period/principal

, repayment holiday to award. The current maxima are three years in the
SDAs and two years in the DAs and IAs, No information is available on
average awards, not least since the above maxima were only recently
introduced. We do know however that the majority of cases (nearly four-
fifths of SFA loans and some two-thirds of IRGs) have in the past received
some sort of interest free concession and that, in 1974/75 (when the
maximum interest free period was 2 years) the average IRG award included
the equivalent of just under one year interest free, We have therefore
assumed that the average awards are half the possible maxima - 1-2 years

in SDAs, | year in DAs and IAs.

The second area of discretion is in the determination of loan and,

in the case of the IRG, "notional" loan awards (discussed earlier).
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In 1974/75 (the last year for which information is available) these
averaged 27.3 percent of project costs, and this is the average figure
used in Table A. As far as the maximum award is concerned, this is

set, in the main, by the public sector contribution constraint (the cost
per job limit "bites" only in the most capital intensive cases). With
the maximum public sector contribution being about one half, and with
other public aids (in particular RDGs) accounting for perhaps 15 percent
of project capital costs, we have assumed the public sector contribution-

constrained maximum to be 35 percent of project costs.

Turning to the contents of Table A, it can be seen that RDGs are
the most “valuable" part of the British regional incentive package in the
SDAs and DAs (being worth, in effective value terms, more than double
the average selective financial assistance award) but are much less
important in the IAs where they arxe only available on buildings and works.
The table also shows IRGs to be slightly more valuable than SFA loans.,
In terms of award maxima, IRGs have an effective value after tax,
delays and eligible items of 8.5 percent of initial capital costs in
the SDAs and 6.6 percent of initial capital costs in the DAs/IAs
compared to equivalent SFA loan figures of 7.2 and 5.6 percent respectively.
It is for this reason - in addition to the prompting of administrators keen
to reduce government outlays (or at least make a given level of
government expenditure go further) - that IRGs have been of increasing
importance in recent years. Indeed it is really only in cases where
inadequate external project finance is available that the SFA loan is

continuing to play a significant role.

In terms of structure, Table B is in many ways similar to Table A,
distinguishing between SDAs, DAs and JAs and between maximum and average
selective financial assistance awards. Where the table differs from
Table A is (like the comparable tables in the other country sections) in
its emphasis on incentive combinations rather than on individual
incentives. Where there is a viable project, the standard combination is
RDG (which is not of course project-related, but rather is available on
an item by item basis) plus selective financial assistance, sometimes
in the form of a soft loan but, as we have seen, now much more commonly in

the form of an IRG.
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There are three main points to arise from the table. First, the
difference between the effective value of the British package in SDAs and
DAs is small, but between these two types of assisted area and IAs is
much more significant. The maximum package value (i.e. RDG plus
maximum SFA IRG) is, for example, "worth" 21.5 percent of initial
capital costs, 21.7 percent of annual capital costs and 4.8 percent of
value added in SDAs compared to 18.4, 18.7 and 4.1 percent respectively
in DAs and only 9.2, 7.9 and 1.7 percent respectively in IAs. Secondly,
SFA loan and IRG values, although favouring the IRG, are, as we
noted in the context of our discussion of Table A, not too dissimilar,
In the SDAs for example the percentage point difference between these
incentives (in terms of maximum rates of award) is only 1.3 for initial
capital costs, 1.1 for annual capital costs and 0.3 for value added.
Finally, since the withdrawal of REP, the British package has been
significantly reduced in value and is now very much more in line, in
effective value terms, with typical package values in, what we call in

Part II below, the middle group of EC countries.
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Table A: NOMINAL TO EFFECTIVE PERCENTAGE SUBSIDY.

NOMINAL EFFECTIVE VALUE AFTER
AREA INCENTIVE LEVEL VALUE TAX DELAYS ELIGIBLE
ITEMS
SDA RDG buildings fixed rate 22.0 22.0 20.7 2.9
RDG plant fixed rate 22.0 22.0 20.7 10.1
SFA loan maximum 35.5 20.6 20.6 7.2
average 18.5-27.5 10.7-16.0 10.7-16.0 2.9-4.4
SFA IRG maximum 51.0 29.6 24,2 8.5
average 25.0-38.0 14.5-22.0 12,7-18.8 3.5-5.1
DA  RDG buildings fixed rate 20.0 20.0 18.8 2.6
RDG plant fixed rate 20.0 20.0 18.8 9.2
SFA loan maximum 27.5 16.0 16.0 5.6
average 18.5 10.7 10.7 2.9
SFA IRG maximum 38.0 22.0 18.8 6.6
average 25.0 14.5 12.7 3.5
IA RDG buildings £fixed rate 20.0 20.0 18.8 2.6
SFA loan maximum 27.5 16.0 16.0 5.6
average 18.5 10.7 10.7 2.9
SFA IRG maximum 38.0 22,0 18.8 6.6
average 25.0 14,5 12,7 3.5
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Table A: NOTES AND ASSUMPTIONS

(a)
(b)
(1)

(ii)
(iii)

(iv)

(c)
(1)

(ii)

(iii)
(iv)

(@)
(1)

(11)

' (iid)

(iv)

GENERAL: Discount rate 13.0 percent (EC reference rate 1876).

REGIONAL DEVELOPMENT GRANT (RDG)

Nominal value: As percentage eligible investment costs.

Taxation: Not taxed.

Delays: Grant claims submitted on provision of the asset. Payment
delay 6 months (average 3 months processing delay plus 3 months
"imposed" delay).

Eligible items: With EC key of: land 10, buildings 20, plant 70
and with working capital assumed to be 30 percent of project
capital costs, eligible buildings account for 14 percent and
eligible plant for 49 percent of all project capital costs.

SELECTIVE FINANCIAL ASSISTANCE (SFA) LOAN

Nominal value: Net grant equivalent of interest subsidy as percent
loan award assuming:
- market rate of interest: 13 percent (1976 "broadly commercial" rate average)

- period of loan : assumed 7 years (in practice 5-7 years)

- principal repayment SDA, maximum 3 years, average 1-2 years
holiday : DA/IA, maximum 2 years, average 1 year

- interest free periods : concurrent with the above repayment holidays

- interest rate subsidy : fixed 3 percentage points

- repayment system : loan repaid 6 monthly on a straight-line basis

Taxation: Effective corporation tax rate: 42.0 percent (standard
mainstream corporation tax rate of 52 percent discounted 21 months -
the average delay).

Delays: WNone. The loan is drawn down in relation to need.

Eligible items: Loan assumed to average 27.3 percent of project
capital costs (1974-75 average for loan and notional loan together).
No direct information on maximum possible coverage but, given public
sector contribution limits, assumed to be about 35 percent of project
capital costs.

SFA INTEREST RELIEF GRANT (IRG)

Nominal value: As percentage of the notional loan which would have
been awarded had a loan (see (c) above) been awarded.

Taxation: Effective corporation tax rate: 42.0 percent (see (c) (ii)
above) .

Delays: Grant paid in annual instalments. Claim for IRG can be
submitted when one third of project expenditure is made - with the
first instalment of grant tending to be paid when one half of project
expenditure has been made. Assuming a uniform distribution of
project expenditure, we take the first instalment as our base date.
Eligible items: Notional loan assumed to average 27.3 percent of
project capital costs (1974/75 average for loan and notional loan
together). No direct information on maximum possible coverage but,
given public sector contribution limits, assumed to be about 35
percent of project capital costs.
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Table B: EFFECTIVE SUBSIDIES AS A PERCENTAGE OF VARIOUS DENOMINATORS.

INITIAL ANNUAL

AREA INCENTIVE COMBINATION CAPITAL CAPITAL VALUE
COSTS COSTS ADDED

SDA RDG (buildings + plant) 13.0 14.3 3.1
RDG (buildings + plant)+SFA loan (maximum) 20.2 20.6 4.5

RDG (buildings + plant)+SFA loan(average) 15.9-17.4 16.8-18.1 3.7-4.0
RDG (buildings + plant)+SFA IRG (maximum) 21.5 21.7 4.8
RDG (buildings + plant)+SFA IRG(average) 16.5-18.1 17.3-18.7 3.8-4.1

DA RDG (buildings + plant) ) 11.8 13.0 2.9
RDG (buildings + plant)+SFA loan (maximum) 17.4 17.9 3.9
RDG (buildings + plant)+SFA loan{average) 14.7 15.5 3.4
RDG (buildings + plant) SFA IRG(maximum) 18.4 18.7 4.1
RDG (buildings + plant)+SFA IRG (average) 15.3 16.0 3.5

IA RDG (buildings) 2.6 2.2 G.5
RDG (buildings)+SFA loan (maximum) 8.2 7.1 1.
RDG (buildings)+SFA loan{average) 5.5 4.7 1.0
RDG (buildings)+SFA IRG(maximum) 9.2 . 1,7
RDG (buildings)+SFA IRG(average) 6.1 5.2 1.1

Note: At the time of its withdrawal at the end of 1976 we estimate
that REP was "worth” 2.2 percent of the labour costs of aided
firms in SDAs and DAs after tax and payment delays. Had REP
remained at this level, the percentages under "value added" in
the above table would have been increased by 1.7 percentage
points in SDAs and DAs since REP was automatically available to
manufacturing industry in these areas. REP was not available in
IAs.
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Table B: NOTES AND ASSUMPTIONS

(a) INITIAL CAPITAL COSTS

The summation cf the Table A results for appropriate incentive combin-
ations.

(b) ANNUAL CAPITAL COSTS (Discount/interest rate: 13.0 percent).
(i} cCalculation of weighted annual capital cost factor:

Assumed Annual Capital Weighted
Asset Life Charge Factor Weight Factors
Buildings 50 6.1303 0.140 0.0182
Plant 10 0.1843 0.490 0.0903
Land/Working Capital - 0.1300 0.370 0.0481

WEIGHTED ANNUAL CAPITAL COST FACTOR 0.1566

(ii) Calcylation of annual subsidy factor:
- RDG building : 0.1303 (both buildings and plant are subsidised

- RDG plant : 0.1843 under the RDG scheme on an jitem basis
i.e. replacement investment is explicitly
aided) .
- SFA loan; SFA IRG: 0.1363 (plant/building/land/working capital
subsidised).

Since replacement is not explicitly subsidised as part of the SFA
scheme, the subsidy life of the plant element of the SFA loan and
SFA IRG is taken to be 20 years - see p, 44 above.

(1ii) cCalculation of annuitising factor ((ii) <+ (i)):

- RDG building : 0.8321
- RDG plant : 1.1769
- SFA loan, SFA IRG : 0.8704

(c) VALUE ADDED
It is assumed that gross profits make up 22 percent of value added,
This was the average figure for manufacturing industry in the United
Kingdom over the period 1970-73. See Eurostat, National Accounts
1970-74 Eurostat Yearbook 2-1975, Statistical Office of the European
Communities, 1975, Table S.
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PART 11

COMPARISONS AND
POLICY IMPLICATIONS






Part I of this report was country-specific. This part is
comparative. Its basic aim is to draw together the information in Part I
so as to show the differences and similarities between countries in terms
of features covered in the synopsis tables and in terms of the
valuation results, and to draw out where possible the policy implications -
for the member countries and for the EC., It is in three sections. The
first is a comparison of the main incentive features covered in the
synopsis tables; the second involves an inter-country comparison of
incentive values; and the final section examines the implications of

our findings for the EC.

A COMPARISON OF INCENTIVE FEATURES

Seven aspects are covered in this section, each under a separate
head. Head number 1 - Discretion - compares the various regional )
incentive schemes in terms of the extent to which they are discretionary -
discretionary in rates and also in the decision whether or not to award.
The advantages and problems of discretionary schemes as against automatic
ones are also discussed, Head number 2 - Coverage - examines and comments
on activity and project-type eligibility for regional incentives, and
discrimination between eligible activities and project types. Head
number 3 is concerned with Eligible Expenditure - eligible items and
eligible forms of expenditure. Within this head, the issue of
replacement investment coverage by the incentives is discussed. As we
have already seen in the valuation sections of Part I, tax treatment of
regional incentives can markedly reduce their effective value. Tax
Treatment is the topic of head number 4. Timing and Phasing of Awards
is the subject of head number 5 - dealing with application processing
delays as well as delays between expenditure being incurred and the
payment of the incentives. Head number 6 has the general title of
Integration and covers a variety of issues including addability of
incentives, cumulability, and the relationship between regional
incentives and national incentive schemes. It also discusses the issue
of regional autonomy in the award of incentives. Finally, head number 7

is concerned with the Monitoring, Evaluation and Design of regional incentives.
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: Discretion in Incentives

(a) RATE DISCRETION

Rates Fixed Little Discretion Much Discretion
B, accelerated depreciation F. regiocnal develcpment grant B. capital grant
D. muanicipality loan G. special depreciation ® B. interest subsidy
F. special depreciation G. ERP soft loan D. company soft loan
F. local business tax concession IT. national soft loan D. investment grant
G. investment allowance G. investment grant
IR. export profit relief » IR. capital grant
IR. investment allowance x L. capital grant
IT. capital grant N. investment premium
IT. social security concession UK. soft loan
T. tax concessicns UK. interest relief grant
L. tax concessiocn
N. accelerated depreciation
GX. regicnal develcpment grant x
(b) DECISION DISCRETION
Slight/Technical Marked
F.. regicnal development grant B. accelerated deprecia~
F. local business tax concession tion
F. special depreciation B. capital grant
G. investment allowance B. interest subsidy
G. ERP soft loan D. company soft loan
G. special depreciation % D. investment grant
IR. export profit reliief 2 D. municipality loan
IR. investment allowance x G. investment grant
IT. social security concession IR. capital grant
IT. capital grant L. capital grant
IT. national soft loan L. tax concession
IT. tax concessions N. investment premium
N. accelerated depreciation » UK. soft loan
UK. regional development grant » UK. interest relief grant

Country Xey: B. = 3Belgium
D. = Denmark
F. = France
G. = Germany
IR. = Ireland
IT. = Italy
L. = Luxesbourg
N. = Netherlands
UK. = United Xingdem

Ncte H
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DISCRETION

Discretion in award can take two forms -~ discretion on the part of
the authorities in the decision whether or not to award, and discretion
in the rate of award. In Table 1 we have tried to indicate, for each
incentive included in the synopsis tables, the scope of these two forms
of discretion. The table also shows whether or not the incentive is
project-related, since this is often associated with discretion. From
the table it can be seen that, at least in terms of rates, there is little
or no discretion for many incentives. This is particularly true of the
tax concessions and various accelerated depreciation allowances but it
also applies to most of the soft loan schemes. Item-related grants, too,
tend to be in terms of fixed rates for obvious administrative reasons.
Indeed it is only in respect of the project-related grants that rate
discretion is at all marked. These grants, however, form a very

important part of individual incentive packages.

The chief drawback of a discretionary system is that it significantly
reduces the visibility of the incentives on offer in that industrialists
are unsure about whether or not they will receive an award and the level
of that award. Moreover it can favour particular types and sizes of
firm (especially those with influence and expertise) - not necessarily
those most in need of aid or most suited to the problem regions. For
smaller firms discretion, often combined with complexity, must be a
serious impediment to the consideration of incentives in investment or
location decisions. Indeed, in general, there would seem to be strong
grounds for arguing that schemes should be made as simple and predictable
as possible if firms are going to be able to assess the strength of the
schemes and incorporate them into the decision process. There is little
information available as to when and at what stage of the investment
decision incentives are considered (and in what way) by those firms which
do take them into account. One would suspect, however, that where they
are going to be incorporated, they enter in at an early stage of the
investment appraisal - and certainly before the firm has submitted its
application. And yet, where this is the case, firms need to have a
clear idea of the prospects of getting incentives and of the likely rate
of subsidy. Without this, they will either undervalue the incentives
or not incorporate them at all. Simplicity and predictaﬁility are thus
essential requirements for regional incentives. One could also add that,

at the international level, uncertainty and unpredictability in respect
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of the eligibility and award of particular incentives make it
difficult for firms to compare these incentives, and incentive packages
in general, between countries. This, at least, makes for imperfect
competition between countries in terms of regional incentives - a

situation which few would argue is desirable.

But, lack of automaticity can have further drawbacks. 1In particular
it can lead to a lengthening of the time required by administrators to
make award decisions. For a firm undertaking an investment or location
decision, speed can be of extreme importance. Delays in deciding on
the award of an incentive can therefore only mean that incentives are
either ignored by the investor or are "deflated" in order to take into
consideration the risk of not receiving an award or of receiving only a

token award.

Of course, there will always be the argument that discretion
enables the award to be tailored to the needs of the region and the
applicant, and avoids the "wasting” of public money - a criticism
frequently levied against automatic schemes (although it should be
noted that these are often less expensive to administer). Discretion is thus
seen as a way of applying a "marginal" system of award. The detailed inform-
ation which we have from a few countries operating discretionary systems does
not however lend itself to this argument. Even where incentives have “up
to" clauses (i.e. discretion in rates) the result is often that
applicants are given awards which are close to the maximum, or are
standard, or are token, But this is understandable. Administrators are
in a difficult position when making decisions on incentive awards in
‘"up to" situations. They are fearful of making an award at a rate which
is so high that it sets a precedent for the future, or one which is so
out of line with past awards that the decision can be subject to public
questioning. The outcome, anyway, would seem to be a tendency on the
part of administrators to standardise rates of award. But if this is the
case then we would argue that it should be overtly recognised that systems
will behave according to the people involved in their administration as
much as the objectives which are set. We therefore feel that simple
fixed rate awards (with topping up facilities as extra "icing" if this is

seen as needed) have much to commend them,
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Simplicity and automaticity need not, of course, mean a single
rate of award., What has interested us is that a number of countries
have been combining simplicity with selectivity - with fixed and overt
rates (or rates in small bands) being set for specified areas, specified
industries, and specified project types, even though as we shall see
shortly, such overt discrimination is often not easy to introduce.

This "matrix approach”" has the advantage for the industrialist that it
makes for predicitability, while also forcing the policy-maker to decide
explicitly on his priorities - both strong arguments for making an overt

matrix approach more common practice.

Of course, there will always be a need to cater for special cases
and to give the administrator the scope for “fire fighting". This can
be accommodated within the matrix approach by allowing the matrix rates
to be topped up in special, not necessarily specified, circumstances.
The matrix then becomes a basic rate matrix, allowing the industrialist

to incorporate what will be a minimum award into his calculations.

COVERAGE
Activities

In terms of activity coverage, regional incentives are very similar
in the EC countries, being concentrated overwhelmingly on manufacturing.
Even those incentives which are not explicitly limited to the
manufacturing sector tend to be applied almost exclusively in that sector.
From the synopsis tables it can be seen that non-manufacturing activites
are aided only rarely. Agriculture, for example, is almost never
eligible for assistance unless "industrialised" in some sense
(e.g. processing activities). Construction, too, is normally ineligible
unless it is concerned with industrialised construction systems
(e.g. pre-fabricated parts). Extractive industries are more borderline,
qualifying, for example, for depreciation allowances on plant and
machinery and industrial buildings but being ineligible for a number of

the major grant schemes.,

Services, like the rest of the non-manufacturing sector, also
tend to be relatively neglected. Only France, Ireland and the United
Kingdom have regional incentive schemes aimed specifically at the service

sector in the problem regions, while the general regional incentive
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schemes tend not to have a service element within them, Of the grants
and soft loans/interest subsidies covered in the synopsis tables only
United Kingdom selective financial assistance, the French regional
development grant, the Danish company soft loan and investment grant,
the Belgian interest subsidy and capital grant and the German ERP soft
loans are available to services and then normally only to mobile or
potentially mobile services (the main exception being the ERP soft loan
which is available to all non-primary effect industries). Moreoever,
awards to the service sector tend to be rare - not surprising in the
case of the UK and France where there are, as already noted, specific
service sector schemes. True, the various capital and depreciation
allowances often do not explicitly exclude services. They are, however,
of only limited relevance to a service sector which, for the most part,

uses little plant and machinery and rents the buildings which it occupies.

Why services should be neglected in the regional incentive systems
of the Community countries is uncertain, particularly since service
activities are often of a type (e.g. female employment and/or high
grade employment) which is much needed in the regions. Moreover, even
small local services represent an essential base for development. To
argue that such services follow other developments and do not therefore
need a stimulus assumes that demand is all that is needed for
development - a point which if applied rigorously to the manufacturing
sector would also exclude many applicants there from eligibility since
many surveys of the location decisions of manufacturing industry
indicate that locational expansion is largely a conseguence of market

opportunities in the region or area of location.

Perhaps more interesting than the coverage of the service sector
in regional incentive schemes is the poor impact of these schemes on
service development where services are covered. The inevitable question
is whether this reflects the nature of service industries (with their
incremental rather than disjointed form of expansion, the importance of
immobile key female workers, their flexibility in the use of premises)
or whether it, alternatively, reflects the inappropriateness of the
incentives on offer. Our work has done little to throw any light on
this issue., It does seem to us, however, that service coverage within
the general schemes is often likely to be. inappropriate, not least since

the service cost structure (particularly in respect of labour costs,
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leasing and renting) is very different from that of manufacturing (such
as to lower the value of the incentives on offer). There is much more
research which needs to be done before it will be possible to decide on
an appropriate service industry incentive, While hard information

on investment decisions and location experiences and requirements of
manufacturing is often poor (though improving) that for services is

very limited indeed. However, given the downward or stagnant trend in
manufacturing employment, and the growth of the service sector, the

needs and scope for trying to design policies and regional incentives for

services is clear.

Apart from the treatment of the service sector, which is somewhat
uneven, the activity coverage of the EC country regional incentives is,
as we have seen, broadly similar. A further similarity between the
various incentives is that specified rate discrimination between eligible
activities is quite rare. Indeed it is found only in Italy (where the
grants awarded by the Cassa are one-fifth higher for priority sector
projects). Of course, discretionary systems do offer scope for activity
discrimination, but there is no way of determining the extent to which it

is used,

The reason for the general lack of specified discrimination along
industrial or sectoral lines is not immediately obvious. It may reflect
a conclusion by policy-makers that, with present information, it is not
possible to decide overtly on which industries are most suited to the
problem areas or the view that all industry attracted to the problem
regions is 'good'; or perhaps it is simply due to the political problems

of specified discrimination of whatever form.

Experience in the EC countries does seem to suggest that overt
discrimination is difficult to incorporate into schemes. This is true
not only of activity and industry discrimination but also applies to
problem area spatial discrimination in any form other than very broad
banding. Highly discriminatory growth area policy, for example, has in
recent years given way to one of dispersed concentration rather than
concentration per se, with large numbers of growth areas often being
designated in countries which operate such a strategy. Specified

discrimination within regional incentive schemes in favour of growth areas
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is now rare, and, where it is found, the discriminatory element is often
slight. The general point anyway is that the EC country experience

(and it would seem to be a political fact of life) indicates that overt
activity and spatial discrimination with regional incentives is very

difficult to introduce.

Pro iect tzges

Like activity eligibility, project type eligibility is fairly
similar between the various incentives and countries. As would be
expected, setting up projects are eligible in all the countries while
extensions are similarly widely covered except for the Danish
municipality soft loan (because of the nature of the incentive) and
in Luxembourg unless the project involves a new production line.
Rationalisation projects are also generally eligible (although often
with the proviso that jobs must be maintained or safeguarded), the
exceptions being the Danish municipality soft loan, the Luxembourg
incentives, the Dutch investment premium and, with some qualifications,
the main French incentives. A similar picture holds for reorganisation
and modernisation projects - though this probably reflects more the
problems of distinguishing between rationalisation, reorganisation and
modernisation than any calculated intention since, apart from setting-up
projects, classification by project type is quite a major problem.
Indeed there is often a considerable overlap between the various project
types. Extension projects, for example, generally also involve an element
of rationalisation or modernisation in the establishment as a whole.

We made the point above that overt discrimination between eligible
activities was not common. Project-type discrimination also occurs
only rarely. Only the Federal Republic of Germany's investment grant,
the regional development grant in France and (but only to a very limited
degree) the Danish company soft loan have specified rate discrimination
between eligible project types - generally in favour of setting up
projects, The discretionary schemes could, of course, operate a system
of covert discrimination but there is no information available to allow

us to judge on the extent of this.
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That there is so little explicit project-type discrimination is
surprising. Although, as noted earlier, political factors may account,
at least in part, for the lack of spatial or industrial rate
discrimination they are unlikely to operate in respect of project type.
Moreover, if incentives are aimed at compensating for short run dislocation
costs or are attempting to overcome inertia then (despite the difficulties
of classification) one really would expect much more project type

discrimination, particularly in favour of setting-up projects.

ELIGIBLE EXPENDITURE

Eligible items of expenditure for regional incentives can, as
we saw in our discussion of incentive values in Part I, have a marked
impact on effective values. 1In as far as there are large differences
between countries in the treatment of eligible items the relative
effective value of incentives could also be affected. In point of fact
the similarities between countries are greater than the differences.
Land is an eligible item of expenditure for most grants and soft loans
in the EC countries. The exceptions are the investment allowance of
the Federal Republic of Germany (probably reflecting its fiscal origins),
the regional development grant in the United Kingdom (reflecting its
item-related nature) and the capital grant in Italy. Obviously, in
that land is not depreciable, it is not eligible for the accelerated
and special depreciation schemes., Buildings are an eligible item
within all schemes (except the plant-based Irish investment allowance)
and the termusually also includes the cost of mains and other “"works".
Plant and machinery is always eligible except for building specific
incentives like the Danish municipality soft loan, the Dutch accelerated
depreciation allowance and the French special depreciation allowance.
Vehicles are, for the vast majority of incentives, not eligible unless
they are on-site and/or have a highly production-specific character.
Some countries exclude low value items and "short life" items (with
short life being defined in a variety of ways, generally not less than
one year but the definition can include items with lives of up to five
years - as is the case with the German ERP soft loan). Indeed, in
general soft loans are not available on assets with a life less than the

duration of the loan.

The major excluded items in most schemes are stocks and working

capital. Stocks are eligible only for the Italian national soft loan
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and the so-called ILOR investment tax concession, while working capital
qualifies only for selective financial assistance in the United

Kingdom. There seems therefore to be a general reluctance to subsidise
stocks and working capital; and yet, given that these can form a
substantial proportion of project costs, the value of incentives is

cut considerably by their exclusion, and especially the exclusion of
stocks. Admittedly, other sources of finance can nearly always be

secured for the financing of stocks; but the prime objective of incentives
is not simply to substitute for commercial capital but to substitute for
it at a lower cost. Moreover, given that many firms in the problem

areas will have to carry higher stocks (because of distance to suppliers
or markets) there would seem to be good grounds for taking a more generous
view towards working capital, or at least a part of it, in the list of
eligible items. 1If nothing else, there seems to us to be grounds for
trying to aid, perhaps with a grant on interest payments on stock loans,
setting up projects (and perhaps extensions although one could see
administrative problems here) for the first few years before full output
is obtained, and when stocks are disproportionately high relative to

output.

It is almost impossible to discuss the issue of eligible items
for incentives in an EC context without raising the issue of the
eligibility of replacement investment. Much ink has been spilled on
the issue of regional incentives aimed at replacement investment and
the acceptability of this form of incentive in the context of the
coordination of EC regional policy. The United Kingdom, whose policy
expl%citly supports this kind of investment (as does the Irish
investment allowance) has been in the forefront of the debate. Perhaps
fools rush in where angels fear to tread but our view on this issue is
two-fold. First, most studies of investment appraisal systems used by
industry would suggest that small value investment (which would characterise
most replacement investment) is rarely subjected to any quantified invest-
ment appraisal, which could mean that awards on replacement may not be
influencing investment decisions. This in itself would argue that, for the
purposes of the current EC coordination solution with its emphasis on the
location of investment, the issue of replacement coverage is not a major
one. There is, however, a second point and this is that replacement is not

inevitably excluded from the regional incentive schemes in operation in the
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various EC countries. In the case of setting up projects and projects where

a change of product is required replacement is, of course, unlikely to get
through, However in other cases - even where countries specifically try

to exclude it - replacement can and, on the basis of our informal interviews,
does get aided in some countries as long as it is part of an eligible project -
even pure replacement. But, and this is the key point, most replacement is
not pure replacement - technological progress being what it is, identical
machines are rarely bought to replace existing ones; and where a machine
involves technological change then there is a very good chance indeed for

such investment getting through, within an eligible project, in many of the
schemes in the EC countries. In other words, the differences between
countries and their treatment of replacement would seem to be the extent to
which countries are overt in their policies towards it and on the scale to
which replacement is aided rather than on a black and white picture of
replacement/no replacement coverage. Given this, and given the problem of
excluding replacement entirely from awards, we see little justice in singling
out for criticism the overt replacement schemes. Since replacement is anyway
not an issue when viewing the international location of firms (there is little
evidence of firms valuing incentives very highly, let alone particular features
of incentives like replacement coverage - and a firm would be irresponsible

to assume in its location decision that regulations on replacement would
continue in the future) the importance of the issue diminishes considerably

from the viewpoint of current regional policy coordination.

We have so far been concerned with eligible items of expenditure,
but it is worthwhile briefly commenting on the position in respect of
eligible forms - cash, phased payments, hire purchase, and leasing.

Even though an asset may in itself be deemed eligible, the form in

which it is financed can, in some countries and in some schemes, debar
it from eligiblity for the purposes of an incentive award. Cash and
phased payments are, as might be expected, eligible forms of expenditure.
The position in respect of hire purchase and leasing is more varied.
Table 2 shows the position for grants and soft loans. The general
picture is that for most countries and most incentives, assets purchased
under hire purchase and leasing arrangements are not generally eligible -
or if they are eligible, only particular forms of leasing or hire
purchase are acceptable. On the issue of whether assets purchased under
hire purchase or leasing should be eligible, our view would be that there

seems little reason to discriminate against these forms of finance and
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Table 2: The treatment of hire purchase and leasing.

COUNTRY

Belgium

Denmark

France

Germany

Ireland

Italy

Luxembourg
Netherlands
United Kingdom

INCENTIVE

capital grant

interest subsidy

company soft loan
municipality soft loan
investment grant

regional development grant
investment allowance
investment grant

ERP soft loan

IDA capital grant

capital grant

national soft loan

capital grant

investment premium
regional development grant
soft loan

interest relief grant

ELIGIBLE FORMS OF EXPENDITURE

HIRE PURCHASE LEASING
X
X
X1 Xl
X2 X2
X2 x2
X X
x3
x3
X X
X X
X X
X X

Notes: 1. The investor must own the assets or have a contractual option
on ownership.

2. Assets must appear in the applicant's balance sheet.

3. A special application is required through a state leasing
company.
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that incentives should be awarded for assets in projects which are
financed in this way. We see little difference in principle between a
project which is partly financed by say a bank and one which is
"financed" by a leasing company. The only major difference is that
these assets often do not pass into the balance sheet (a regquirement

in some countries for eligibility) but apart from the need for this

for clawback purposes (which is anyway rare in most countries) there
seems little reason why a waiver clause for leased assets or those bought
under hire purchase could not be introduced to cover this point. There
are policing and administrative problems involved in deeming assets
under hire purchase or leasing arrangements as eligible but in that
there are a number of countries which allow assets financed in this

way to be eligible, the problems would not appear to be insurmountable.

It must be said that for most industry, the exclusion of hire
purchase or leasing from eligibility is not of major significance
(although by all accounts leasing in particular is of growing importance
as a form of company finance), but for some sectors it is important -
in particular the service sector. For this reason alone, then, there
could be grounds for a review of present practices. More than this, a
generous attitude towards leasing within regional incentive schemes
could encourage the development of leasing companies in the problem
areas - bringing with it not only benefits in terms of job creation but
also, more important, indirect benefits for the area as a whole beyond

those firms and projects in receipt of regional incentives.

TAX TREATMENT

A major factor which influences the relationship between nominal and
effective values of incentives is, as we have seen in Part I, their tax
treatment. It also introduces an element of opaqueness for the
industrialist. The taxing of incentives is in fact widespread in the
EC countries. The concessionary element of all soft loan schemes is taxed
since the concession, ceteris paribus, results in an increase in taxable
profits. All employment premia are similarly taxed through the increased
taxable profits which they generate. Fiscal concessions are not generally
taxed except in one circumstance - that is, if the tax on which the
concessions are made is deductable for the calculation of tax liabilities

in respect of another tax. Grants, however, do tend to be taxed either
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Table 3: The taxation of capital grants
METHOD OF TAXATION NOT

COUNTRY GRANT “DIRECT" "INDIRECT" TAXED

Belgium capital grant X

Denmark investment grant x1

France regional development grant x2

Germany investment allowance X
investment grant

Ireland IDA capital grant 3

Italy capital grant x4

Luxembourg capital grant

Netherlands investment premium X

United Xingdom regional development grant X
interest relief grant X

Definitions:

"Direct" taxation means that the grant is regarded as income and hence
passes directly into taxable profits. "Indirect" taxation means

that the value of aided assets is reduced by the value of the grant
for depreciation purposes thus indirectly increasing income and hence
taxable profits.

Notes:
1.

Grant regarded as income but can be brought into income any
time within ten years after it is received. This delay is
normal and markedly reduces the impact of taxation.

Grant regarded as income but is brought into income in line with
the depreciation schedule of aided assets (except for the land
element of grant which is brought into income in ten equal
instalments). This method of taxation is broadly equivalent to
"indirect" taxation,

Only the building element of grant is taxed.

Grant regarded as income but possibility of allocation to a tax
reserve means that it is rarely taxed in practice.
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by entering directly into income and hence taxable profits or, more
commonly, because firms are not allowed to depreciate for tax purposes
that part of the asset to which the grant relates. In Table 3 we

show how grant schemes are taxed in the various countries.

It can be seen from the table and its accompanying notes that only
the investment allowance in the Federal Republic of Germany and the
regional development grant in the United Kingdom are not taxed; that the
capital grant in Italy is in practice rarely taxed; that the Danish
investment grant is normally taxed only after ten years; and that for
IDA grants in Ireland only the building element of grant is taxed (and
then "“indirectly"). In the remaining cases, the standard procedure is
for the grants to be taxed "indirectly" since aided assets can only be
depreciated for tax purposes net of any grant received. The principal
exception to this is the interest relief grant in the United Kingdom
which is "directly” taxed, and this because it is meant to be broadly
equivalent to the concessionary element of UK selective financial

assistance soft loans.

The extent to which incentives are actually taxed depends, of
course, not only on the formal position but also on whether firms
make taxable profits. In some countries, many companies are not making
taxable profits in the current economic conditions and in this sense
the incentives are taxed only once removed in that where forward transfer
of losses is possible they diminish losses and thus reduce the losses
which can be carried forward to be set against future tax liabilities.
In many cases, a new project will anyway not make profits in the initial
years and this will diminish the tax burden on the incentive, although
this point should not be exaggerated since taxes are levied on companies
and not projects and it would thus be the case that only where the
project was a major part of the firm's activity (and was making losses)
that it would give rise to firm losses. Where taxable profits are being
made, the exemption of incentives (and particularly grants) from taxation
would obviously increase the effective value of incentives considerably -
between a fifth and a half depending on the rate of corporation tax
and how the incentives are drawn into taxable income. Incentives taxed
directly as income have their effective value reduced more than those taxed

simply because the assets aided can only be depreciated net of any aid

received.
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Table 4: Timing and phasing of grant claims.

GRANT CLAIMS CAN
BE SUBMITTED:

- before asset
expenditure

- only after asset
expenditure

- only after given

BELGIUM DENMARK FRANCE GERMANY IRELAND ITALY LUXEMBOURG  NETHERLAND
cG I1G RDG Ia IG CG CG CG IPR

proportion of project

expenditure

- only after all
project expenditure

= only in financial year
after year of expenditure X

Key:

te

CG - capital grant; IG - investment grant; RDG - regional development grant;
IA - investment allowance; IPR - investment premium; IRG - interest relief grant.

This table is necessarily simplified. The reader is referred to the synopsis
tables for more details,

UNITED KINGDOM

RDG

IRG



TIMING AND PHASING OF AWARD

Tax treatment is one factor which can lower the effective value of
incentives. Timing and phasing of award is another, even though of more
minor importance. Table 4 brings together in summary form our synopsis
information on the timing and phasing of grant claims. In particular,
the tables tries to show when, in relation to asset expenditure, grant
claims can be submitted. From the table, it can be seen that claim
submission ranges from before the asset is invoiced to after completion
of project construction. The most common procedure, however, is that
grant claims are made either in line with expenditure or on the basis of
blocks of expenditure (though in this latter case advance grant payments
are often available). It is an obvious point that systems which do not
allow claims to be made in line with expenditure inflict liquidity
problems on firms - problems often made worse by delays in the payment
of grant (although the claim processing period is generally reasonably
short, ranging from one to three months on average). At least some ‘
countries could - at little or no cost to the exchequer - increase
the effective value of their grants by adopting a more generous approach

to the timing and phasing of both grant claims and payment.

For fiscal concessions, the delays between expenditure and receipt
of award can be very long indeed since these concessions are generally
only "paid" in respect of profits generated by aided investment. Given
the standard delays in the payment of corporation tax, anything up to
two or more years can lie between asset expenditure and receipt of a
fiscal concession on that expenditure. It is difficult to see an easy
solution to these delays in the sense of cutting them back - except a
greater effort by the authorities (and some countries already do this)
to vary advance payments of tax (where such payments exist) to take account
of fiscal concessions. The fact that there are often significant delays
before receipt of fiscal concessions is probably one reason why they
are rarely offered on their own within incentive packages, but rather
tend to "top up" the more basic capital grants and soft loans. For
their part, soft loans do not normally suffer from major delays - being
drawn down generally in line ;ith need. In this sense, they have
an advantage over grants and fiscal concessions -~ an advantage which

has, perhaps, been underrated by many observers.
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We have so far been concerned with timing and phasing in the
payment of incentives., There is, however, a related issue which is
concerned with the timing and phasing of decisions on applications,
and involves the question of whether or not application is required
before the start of the project. The picture among the EC countries is
a varied one but generally projects which have already started cannot
then apply for an incentive. The major exceptions are the depreciation
allowances in all countries (for which normally no formal application is
made before the submission of tax claims to the appropriate tax office),
the investment allowance in the Federal Republic of Germany (which
anyway has fiscal roots), the item-related regional development grant
in the United Kingdom, and the Luxembourg capital grant. The Danish
incentives alsobelong to this list, although application is preferred
before project construction starts, as perhaps does the French regional
development grant where a letter of intent giving no more than 6 months
notice of application allows the investor to commence the project before

formally submitting his application.

The intriguing question, of course, is whether, when projects can
start before application, the incentive can be viewed as influencing
the investment decision and, thus, whether such "retrospective awards"
are merely windfall gains. The answer depends on a variety of factors -
and, in particular, on the automaticity of the incentive (and many of the
schemes that do allowprojects to start before application are fairly
automatic) and on the extent to which the system allows informal contacts
and discussions before formal application. Our own view would be that,
to avoid the dangers of retrospective awards, application should be
required before project start, at least for the discretionary schemes.
Of course, this does not guarantee that the incentive will be incorporated
into the investment decision, but it gives a slightly greater chance of
incorporation. Ideally, one might argue that the project should not
start until a decision has been reached (and fewer countries insist on
this than insist on application before project start). But given
the processing time of applications (and this varies considerably
between countries, from one month to one year) this is probably not
acceptable unless countries could cut back substantially on application
processing times - and on other grounds there may be good reasons for
trying to do this. Requiring firms to wait for the decision before

project start would, again, not guarantee incorporation into the investment
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decision, but would at least increase the chances of this being done.
Unless somebody can design a system which ensures incorporation of
incentives into investment decisions, there is not a lot more that can

be done in this area.

There is one final point which deserves to be made in the context
of timing and phasing, and this concerns the way in which grant awards
are determined or fixed. In some countries, grants are agreed in
percentage terms on the basis of anticipated expenditure and the fixed
sum resulting is then the amount for which the applicant is eligible.
In others, grants are fixed in percentage terms and are then paid out
on the basis of incurred, not expected, costs (with some safeguards
to protect against major overspending). The former approach can reduce
grant "values" if firms tend to underestimate project costs (and even
in non-inflationary days this seems to have been common). The
alternative system of paying on the basis of actual costs does of
course have its dangers - especially in making firms perhaps less
cost conscious; but it would surely be a foolish firm that relaxed its
cost consciousness merely because it had been awarded an incentive.

It does seem to us, therefore, that the system of paying the grant on
the basis of actual expenditure (even though this may make for some
budgetary difficulties for the administration) rather than anticipated
expenditure has the considerable advantage of holding the value of the
incentive; and we would suspect that it would have more appeal (given
firms'inflationary fears) than any numerical appraisal would

suggest,

INTEGRATION

A standard problem in the operation of any policy with a variety
of instruments to attain its objectives is integration between
instruments. Regional incentive policy is no different from other
policies in this respect. Even though the incentives may have broadly
the same objective, they sometimes hage different delineations and
definitions of eligible industries, eligible items of expenditure,
eligible forms of expenditure, conditions of award etc., It seems to us
that in many countries some standardisation of conditions and other
features between schemes is needed (even without proposing a separate

administrative body - or at least a separate contact and/or design body -
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for all regional incentives, a proposal which is worthy of active consider-
ation). Such standardisation would be to the advantage of the industrialist
since he will often want to evaluate regional incentives as a package

rather than individually.

This issue of the package approach to incentive policy brings
us to another aspect of integration, and this concerns the addability
of incentives. We have already seen in Part I that incentives are
frequently not addable - either covertly or overtly - and that where
they are combined the award of one can detract from the value of another
such as to give a misleading impression of the size of the incentive
package as a whole, Moreover, most countries impose cumulability
limits on incentive combinations - sometimes in the form of public sector
contribution constraints and at other times (and this is normally the

reverse side of the same coin) through "own finance" limits.,

But, perhaps more interesting, are some of the side effects of
adding incentives and viewing them as packages. We have found cases
where the issue of addability has so blunted the value of incentives
that an objective of the policy maker (e.g. to favour setting up as
opposed to extension projects) has not been fulfilled. On a more general
level we have a number of examples in countries where the objectives of
selectivity in the main schemes have been seriously blunted when
incentives are viewed as a package. Our view would be, anyway, that
there are substantial prospects for standardising and integrating
schemes such as to allow a better appreciation by applicants of the package

on offer and its iikely effects.

A further point on the integration of schemes needs to be made
and this is that even for their own purposes governments are not always
clear on the addability of incentives., Most countries have systems
for limiting total public contributions (although these differ
markedly between countries not only in terms of values but also in terms
of definition) and yet these systems do not always cover all incentives.
Sometimes this is because of the problems of including particular
incentives into the formula for the calculation of maxima, but on other
occasions it seems to reflect arbitrary decisions. If there is a real
interest in controlling the maximum public contribution or the maximum

ald awarded then there is a lot of distance still to go in many countries
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in terms of incorporating the whole of the incentive package. The simple
exercise of reviewing the position in this respect would be of value in
illustrating to the policy-maker more clearly the offsetting nature of

some of the incentives when combined together.

The problem of integrating or coordinating regional incentive
schemes is made more difficult by a variety of tiny incentives in some
of the EC countries. A lot of these small incentives were introduced
long ago, have often been reduced in value by inflation, and are
frequently poorly integrated into the major schemes. In some cases,
the impression we have is that these schemes are almost forgotten
anachronisims, One indication of this is that they are not always
considered when own capital requirements or public sector contribution
limits and similiar maximum conditions are being calculated. Many of
the schemes are poorly documented and publicised. Since in addition
they are often old and have only been adjusted ad hoc over time they tend
to be complicated and can be expensive to administer. Indeed, some
must cost more to administer than they pay out in benefits. Our view
would be that there is a need to review such schemes either with the
objective of integrating them into current incentive packages or of
scrapping them. Many countries have incentives which are probably
candidates for withdrawal or, given the psychological and political
problems of dropping incentives, being phased out. On the other hand,
wild cutting would be undesirable. Some of the minor schemes still
fulfil a useful function for particular sectors, firms or areas. All
that we are saying is that these schemes need to be examined to check

on the justification for their continuance.

The integration and coordination of schemes could grow as a
problem in the future with the trend in many countries towards greater
regional autonomy in the award of incentives. So far, however, our
evidence is that, although regional devolution of the administration
of awards is becoming common, control is generally still strongly
exercised from the centre., Since the policy is often financed from
the centre, and the people involved.in incentive administration tend to
have a loyalty to the centre (career prospects are often centre-
orientated) this control is likely to continue. On the other hand, as
regions increase in political power the pressure for regionally-operated

and initiated measures will grow.
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Such devolution is, of course, not necessarily a "bad thing"
even in economic terms; and in many instances, given the regional
and local aspirations (and knowledge) in many countries it is to a
large extent inevitable. But what it can do is to increase the risk of
wasteful outbidding between regions. That some outbidding will take
place is to be expected - it is one of the inevitable consequences
of the devolution of power. We would argue, however, that there is a
need for some system of coordination - certainly involving centralised
information on awards and with maxima being set for projects (and with
all incentives being included in these maxima). Although the setting of
such maxima is technically difficult, it is necessary if any coordination
is to take place. To ease the problem of getting such proposals accepted
some flexibility will no doubt be required, such that regions can go
over the maxima with the permission of the central coordinating body
(as in the Federal Republic of Germany). The coordination of regionally
awarded incentives is going to be a major issue in a number of countries,
particularly in the current and foreseeable economic conditions with a
shortage of mobile projects. Certainly it is no answer simply to ban
regionally-operated schemes since the experience of many of the EC
countries is that local and regional aspirations will, in one form or
another, win through. The task of the centre therefore is to adjust to
the trend and to try to evolve systems of control which will avoid at

least the worst side effects.

One final point must be made on the issue of integration although
it does take us outside our immediate remit. Many administrators have
commented to us that perhaps the most serious problem of integration,
even within countries, concerns integration with other, non-incentive,
aspects of regional policy and with national policies - whether these
latter concern incentives or not. Examples to illustrate the problem
in this context are not rare, Wwhile, for example, regional incentives
are being operated to encourage regional development in particular areas,
the other arms of policy are closing railway lines or turning down
infrastructure improvement schemes. while‘regional incentives are
operated to give preferential treatment to the problem areas, sectoral
or national incentives are introduced which cut down substantially on
the net advantage conferred by the regional incentives per se. Such
problems of overlap and contradiction are probably of growing importance

since there seems to be a general trend towards a greater use of
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micro-policy, perhaps because of the inadequacies of macro-policies

in the current economic conditions. From the viewpoint of the net
advantage conferred by regional schemes this is a worrying trend since
our impression is that the regional schemes have not been adjusted
accordingly. In a number of countries, micro-policies have been
introduced for sectors and for the nation as a whole which have very
similar characteristics to the regional incentives, This is
particularly true in the area of soft loans where, in many countries,
although the regions superficially enjioy soft loans of a very generous
character, similar soft loans (admittedly often slightly less generous)
are paid to much industry in the non-problem areas. In other cases,
but these are few, national schemes can indirectly mean little benefit
for the regional scheme. A national accelerated depreciation scheme, for
example, can reduce to virtually zero a regional fiscal incentive since
even for the nation as a whole the consequence of the national scheme

is that profits are virtually free of tax.

0f course, if micro-policies have been introduced with the clear
intention of diminishing the regional advantage of the regional
incentive schemes, then there are no grounds for criticism. In a
number of cases, however, it would seem that they have been brought in
with no clear assessment of what they would do to the power and
effectiveness of the regional incentives, or indeed without any great
consideration of their regional implications. It is vital that the
regional dimension be taken into account in the design and formulation
of all national schemes and policies. Indeed, in many cases, there would
be advantages if they had a distinct regional element. There are many
who would argue, and it is a viewpoint with which we would agree, that
unless regional policies per se are supplemented by regionally-
oriented national policies, no major step forward will be possible in

regional development.

MONITORING, EVALUATION AND DESIGN _

There is one feature of the regional incentives in the Community
countries which was not covered in Part I of this report (which was
concerned with current policy) and this is the changeability of policy
over time. 1In all countries, policies have, over the post-war period,

changed frequently and often radically. Some policies have gone round
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in circles. 1In one country, for example, the regional incentive policy
has switched from one of spatial spread to concentration, and then back
to spread - all in 12 years. In another, a policy hailed initially as
the saviour of the backward regions was scheduled for scrapping a few
years later, but in the event was doubled in value (subsequently, less
than three years thereafter, to be withdrawn a few months after new
revised rates were announced and just before they were to be introduced).
Such changeability certainly reduces the visibility of policy (and thus
its effectiveness) and can, if not handled correctly, inflict costs on

firms.

Many location surveys have argued that the changeability of policy
is seen by firms as one of the main shortcomings of the regional
incentive system -~ and one which results in the incentives being
severely "discounted" in any investment or location decisions. On these
grounds alone, there are reasons for arguing for more stability. But,
of course, policies can never be held indefinitely; nor would this be
desirable, practical or feasible. But, given changeability, the least
that is required are clear systems to protect applicants in the event
of policy changes. Most countries have such schemes, but, as the
synopsis tables will have made clear, the systems are quite wide-ranging.
Indeed in some countries incentive change is treated only in an ad hoc
manner. In line with our general philosophy of the need for simple and
overt systems we would argue that such ad hoc approaches have serious
disadvantages. If we were to choose from the various possibilities we
would suggest that firms which have already applied for the incentive
be dwarded the "old scheme" rates irrespective of whether these are
better or worse. 1t was, after all, on the basis of the scheme existing
at the time of application that the firm made its investment or location
decision. If incentives are meant to influence the investment or
location decision of the firm, then to make a more generous award
merely because the scheme has changed results only in a windfall profit
for the firm and does not affect the decision. In any event, we would
argue strongly that the systems used in the event of an incentive change
should be overt and widely known if firms, fearful of change, are not to
discount the incentives. Morecever, it is surely desirable that the
change be implemented quickly after announcement if, when systems are

made more generous, firms are not to hold back their plans and applications.
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There are a variety of reasons for the changeability of policy;
political as well as economic. But, in addition, we would argue that
changeability reflects the lack of a firm base on which many policies
are founded - and deficiencies in the monitoring, evaluation and design

of incentives,

Monitoring of firms and projects awarded regional incentives is
less than we expected and, when done, the information is often spread
(and not shared) between administrative groups responsible for the
various incentives. At times, it almost seems as if the awarding
authorities did not want to know the outcome. This, incidentally,
would not be as surprising as it might seem at first sight since
monitoring can lead to problems of deciding on appropriate action. A
firm, for example, which has not fulfilled its agreed employment targets
could have been placed in this position because it had become more
efficient than anticipated. The inevitable question is whether it should
be penalised for such efficiency. On the other hand, a failure to meet
employment targets may come about because the firm has encountered problems
in the implementation of its project; and the question which arises here
is whether its possible collapse would be precipitated by clawing back
the incentive awarded. In practice, in most countries, clawback is
rare. But monitoring has other uses beyond that of enforcing the law
and checking on abuses. It has extremely useful feedback advantages
for the authorities when they are required to check on the realism of
applications and to assess the impact and results of policy,

i.,e., in policy evaluation.

There is, in most countries, an apparent lack (though with a few
major and impressive exceptions) of hard evaluation of the effectiveness
of schemes -~ the jobs and investment created (as opposed to the quite
different issue of jobs and investment associated), the quality and
stability of the jobs involved, and the general worthwhileness of
policy. In one country, (our view is that it would apply to most others
also), a parliamentary enquiry into regional policy made the point that
"regional policy has been empiricism gone mad, a game of hit and miss
played with more enthusiasm than success. We do not doubt the good
intentions, the devotion even of those who have struggled over the
years to relieve the human consequences of regional disparities. We

regret that their efforts have not been better sustained by the proper
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evaluation of the costs and benefits of the policies pursued". The lack
of research on the issue of effectiveness, is particularly unfortunate
since in the current and foreseeable economic climate there is a real
need for continuing proof of the cost effectiveness of regional incentives
and regional policy generally if these policies are to be continued or

strengthened.

But monitoring and research are needed not only for scheme evaluation,
they are also needed in the design of schemes. Without comprehensive and
structured information on the results of current policies and the
features and needs of recipient firms, it is difficult to design
appropriate incentives. Monitoring would go some way towards meeting
design needs; but not the whole way. There is a remarkably large dark
area of ignorance concerning the actual use to which incentives are
put by firms. This is an area where further research is particularly
urgent. In general incentives tend to be "designed" and proposed with

little detailed analysis, and on the back of little research.

But research takes time (and the recommendations which fall out
are not always acceptable, or even feasible!) and the inevitable
question is what can be done in the meantime. One possibility which
appeals to us, and to a degree has already been implemented in at least
one country (and is implicit in many of the package schemes in
other countries) is that, given the different (and often unknown) needs
of firms, industries and sectors, 'incentive options' should be offered.
Thus, if a firm wants to take its incentives wholly in the form of
grants, or any other of the incentives on offer, then it would be
allowed to do so. In brief, the proposal would be to permit a firm to
"trade-in" those incentives for which it is eligible for that type or
types which it considers itself to need. The outcome would be that firms
would receive those incentives which were best suited to their own
position, thus increasing the likelihood of the incentives actually
having an impact on decisions. Such an approach would also provide the
administrator with invaluable feedback on firm preferences, and this
in itself would help in incentive design. The approach would require
more flexible budgeting than is to be found in many countries (and at
least multi-year budgets). 1In addition there are technical problems of

calculating conversion ratios between incentives, but this kind of
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problem has beeen faced by the regional authorities in other contexts

and would not appear to be insurmountable.

Throughout this section we have argued the need for more evaluation
and a better design of incentives, Unless this is done, regional policy,
particularly in the current economic climate, runs the risk of being
cut back. Regional incentives as an arm of regional economic policy take
up substantial resources. Expenditure has, as we have seen, been
growing in the Community countries and has now reached very high levels,
In total (and limiting the calculations to the major regional incentives),
some 1,150 million U.S. dollars worth of investment grants were approved
in 1975, together with subsidised loans to the value of 5,270 million
dollars and various tax and social security concessions to the value
of some 1,220 million dollars. Moreover, on top of this there were
various fiscal concessions awarded which cannot in general be quantified.
Expenditure at such levels must, we would argue, warrant more attention

to evaluation and design than would appear currently to be applied.
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Table 5:

COUNTRY
Belgium
Denmark

France
Germany
Ireland

Italy

Luxembourg
Netherlands

United
Kingdom

Effective Subsidies as a Percentage of Various Denominators -

maximum rates and maximum incentive combinations by top

priority region in

MAIN PROBLEM
REGION
Development Zones

Special Develop-
ment Regions

Award Zone 1
Zonenrandgebiet
Designated Areas

Mezzogiorno

Development Areas

Special Develop-
ment Areas

Incentive keys:

each country

INCENTIVE
COMBINATIONS

CG+IS+AD

CSL+IG
RDG+SDA
IA+IG+SDA

IDA grant + IA
CGHNSL
(+8SC)
CG+TC
IPR+AD

RDG+IRG

EFFECTIVE PERCENTAGE SUBSIDIES

INITIAL ANNUAL
CAPITAL CAPITAL

COSTS COSTs
11.3 10.1
15.4 13.8
13.5 12.2
18.2 15.5
34.7 32.1
46.3 41.7
7.8 7.1
15.9 13.7
21.5 21.7

VALUE
ADDED

3.3

5.2
3.7
5.3
10.0
12.1

(+2.8-7.9)

2.7
4.9

4.8

Belgium: capital grant (CG); interest subsidy (IS); accelerated depreciation (AD)

Denmark: company soft loan (CSL); investment grant (IG)

France: regional development grant (RDG); special depreciation allowance (SDa)

Gebrmany: investment allowance (IA); investment grant (IG); special deprecia-

tion allowance (SDA)

Ireland: Industrial Development Authority (IDA) grant; investment allowance (IA)

Italy: capital grant (CG); national soft loan (NSL); social security concession (SSC)
Luxembourg: capital grant (CG); tax concession (TC)

Netherlands: investment premium (IPR); accelerated depreciation (AD)

United Kingdom: regional development grant (RDG):; interest relief grant (IRG)

Note: For the derivation of these figures, and a discussion of the incentives

covered, see country-specific valuation tables.
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A COMPARISON OF INCENTIVE VALUES

So far we have concentrated, for the most part, on the conclusions
and implications arising from a comparison of the key incentive features
noted in the synopsis tables in Part I. We have not, however, considered
the Part I valuations in any detail, and it is to these that we now wish
to turn. But before doing this it is necessary once again to stress a
number of important points made initially in the context of the general
valuation introduction (see pps. 32-45 above) - namely, that we are measuring
the intensity of policy {(i.e. the value of an incentive to those projects
in receipt of that incentive), not its scale; that we are concerned only
with the regional advantage which incentives confer; and, above all,
that our prime objective is the comparison and ranking of regional incen-

tives individually and as packages.

In Table 5 some of the main valuation results from Part I are brought
together in summary form. The table presents, in terms of the three
standard valuation denominators (initial capital costs, annual capital
costs and value added), the effective subsidy value of the maximum
combination of incentives in the top priority region of each of the
Community countries, assuming the maximum incentive award has been made
in each case (subject, of course, to the "addability”" constraints of

each incentive package).

From the table it can be seen that the incentive packages in the EC
countries fall into three broad groups. The top group is clearly made
up of the Italian and Irish packages, and this despite the fact that
neither export profits tax relief in Ireland nor the IRPEG and ILOR tax
concessions in Italy are directly included in the table due to the
problems of valuing these concessions in a way comparable with that
used to measure the value of the main financial concessions. Given
that Ireland and Italy have perhaps the most serious and intractable
regional problems in the Community, the high-ranking of their

incentives is, however, understandable, and not particularly surprising.
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Table 6 : Effective Subsidies as a Percentage of Various Denominators -
maximum rates and maximum incentive combinations in all

designated problem regions by country.

EFFECTIVE PERCENTAGE SUBSIDIES

COUNTRY PROBLEM INCENTIVE INITIAL ANNUAL VALUE
REGIONS COMBINATIONS CAPITAL CAPITAL ADDED
COSTS COSTS
Belgium Development Zones CG+IS+AD 11.3 10.1 3.3
Denmark Special Develop-
ment Regions CSL+1G 15.4 13.8 5.2
General Develop-
ment Regions MSL+CSL 5.8 5.0 1.9
France Award Zone 1 RDG+SDA 13.5 12.2 3.7
Award Zone 2 RDG+SDA 10.0 9.0 2.7
Award Zone 3 RDG 5.7 5.2 1.6
Germany Zonenrandgebiet IA+IG+SDA 18.2 15.5 5.3
Non-Zonenrandgebiet IA+IG 10.3 8.7 3.0
Ireland Designated Areas IDA grant + IA 34.7 32.1 10.0
Non~designated Areas IDA grant 24.2 22.4 6.9
Italy Mezzogiorno-priority  CG+NSL 46.3 41.7 12.1
(+S5C) (+2.8-7.9)
Mezzogiorno-
non priority CG+NSL 36.7 33.0 9.6
(+ssc) (+2,8-7.9)
Depressed Centre-
North NSL 10.9 9.7 2.3
Luxembourg - CG+TC 7.8 7.1 2.7
Netherlands Development Areas IPR+AD 15.9 13.7 4.9
Intermediate Areas IPR+AD 10.9 9.3 3.3
United Special Development )
Kingdom Areas RDG+IRG 21.5 21.7 4.8
Development Areas RDG+IRG 18.4 18.7 .1
Intermediate Areas RDG+IRG 9.2 7.9 1.7

Incentive keys:
Note:

See Table 5 above.

For the derivation of these figures, and a discussion of the

incentives covered, see country-specific valuation tables.

228



At the other extreme, though obviously not as clearly separate from
the middle group of countries as Ireland and Italy, come Belgium and
Luxembourg. That the Belgian package does not belong to the middle group
is perhaps not immediately obvious, since the values for Belgium in
Table 5 are not so very different from those for the French package.
However, to the extent that the French local business tax concession is
not included within the French incentive package in Table 5 (for reasons
noted within the French country valuation in Part I) the table understates
the value of the French scheme. Moreover, and again for reasons explained
in Part I, Table 5 overvalues the regional advantage of the Belgian package
by ignoring the very similar nation-wide aids in Belgium which "eat into”

the regional differential.

Finally, the remaining countries in Table 5 fall into a middle group.
Less important than the ranking of countries within this group is the fact
that - with the possible exception of the United Kingdom package - the
spread of incentive wvalues within the group is not large, especially
bearing in mind that the French figures are probably understated. In
terms of the initial capital cost denominator the range is .from 13.5
percent (France) to 21.5 percent (UK); in terms of annual capital costs
it is from 12.2 percent (France) to 21.7 percent (UK); and in terms of
the value added denominator, it is from 3.7 percent (France) to 5.3 percent
(Gexrmany) . We return later to the implications of this relatively narrow
spread of values. For the moment, however, the United Kingdom position
is worth noting since it brings out two important points in the table -
the fact that only for the United Kingdom package is the "annual capital
cost" percentage higher than the "initial capital cost” percentage (and
this because item-related replacement is subsidised as part of the UK
regional development grant scheme); and the fact that in the United
Kingdom (and indeed it is also true of Italy) gross profits make up a
relatively low proportion of value added (and this primarily because of

the impact of inflation on the gross profits figures).

So far, our discussion has been solely in terms of the overall maximum
values of the various incentive packages. In practice, the incentive rate
maxima in most countries are differentiated by type of problem region.

In Table 6 we show the rate maxima (again for the maximum incentive com-
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binations) in all designated problem regions in the Community countries.

It can be seen from the table that, in general, incentive packages
in our middle group of countries are far less valuable outside the "top
priority" problem regions than within them. This is particularly true
of the packages on offer in the Danish General Development Regions,
French Award Zone 3 and UK Intermediate Areas - all of which are worth
less than half of the "top priority" area packages in their respective
countries and all of which amount, in effective value terms, to less
than 2 per cent of value added. But it is also true, if to a slightly
lesser extent, of the Dutch Intermediate Area, German non-Zonenrandgebiet
and French Award Zone 2 packages, these being worth between 10 and 11
per cent of initial capital costs (2.7 to 3.3 percent of value added). It
is far less true of the UK Development Area package. Indeed this package
is worth over 85 per cent of the package on offer in the UK Special
Development Areas - not entirely surprising since the basic problem-éfea
distinction in- the United Kingdom is between Development Areas (including
Special Development Areas) and Intermediate Areas.

As far as Ireland and Italy are concerned it can be seen that, apart
from the obvious exception of the depressed areas of the Centre and North
of Italy, package values outside the top priority problem regions remain
high by international standards and indeed are above those found in the
top priority areas of the other Community countries. Even after taking
account, therefore, of differences by type of problem region, the gap
between cur top and middle group of countries remains clear. That between
the middle of bottom country groups is however blurred by the existence
of far less valuable maximum incentive combinations outside the top

priority regions in the middle group of countries.

It may be felt that since the foregoing discussion of the results
presented in Tables 5 and 6 is wholly in terms of incentive package
maxima, it does not get to grips with the reality of the situation in
the respective countries. It takes no account, for example, of the
relationship of average to maximum values; nor does it give any indica-
tion of the probability of obtaining (and hence the relative importance
of) the maximum incentive combinations shown in the tables (although
both of these topics have already been considered in the country-specific

sections of Part I). We now turn to consider these factors in more detail.
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By way of introduction, and bearing in mind that the combination of
incentives in any given country can have an important bearing on the
value of that country's incentive package, Table 7 shows (in terms of our
three standard denominators) the maximum effective subsidy value of
individual incentives, broken down by incentive, type. It can be seen
from the table that, in effective value terms, capital grants are the most
important element of the incentive package in all Community countries -
ranging from 2.7 per cent of value added in Luxembourg to almost 9 per
cent of value added in Ireland and Italy. By comparison both soft loans/
interest subsidies (ranging from 0.9 to 3.2 per cent of value added) and
accelerated depreciation allowances (ranging from 0.6 to 2.0 per cent of
value added) are far less valuable. In general, capital grants are the

prime factor determining incentive package values.

Moving on to consider the available incentive packages in detail, we
begin with our top group countries - Italy and Ireland. The important
point to make about the Italian figures in Tables 5 and 6 is that they
relate only to small projects, projects of less than Lire 2 milliard
eligible investment. 1In the Mezzogiorno project size is the crucial variable
in détermining the value of incentives., It sets not only the level of the
basic capital grant awarded but also (together with firm size) helps to
determine whether a national soft loan can be offered. For very large
projects, for example, (those over Lire 15 milliard eligible investment)
the basic capital grant is at least 35 percent lower than for small projects.
Moreover, there is no possibility of very iarge projects obtaining a
national soft loan. The result is that for such projects (and indeed for
certain large projects - those of between Lire 7 and 15 milliard eligible
investment) the effective subsidy value of the combination capital grants
and national soft loans is much lower than shown in Tables 5 and 6 - 13.9
percent of initial capital costs, 12.6 percent of annual capital costs and
(before taking account of the social security concession) 3.7 percent of

value added for very large projects, for instance.

In Ireland, too, the Table 5 and 6 maxima may give a somewhat over-
stated impression cf the value of the incentive package since average
IDA grant awards for setting-up projects and major extensions are signi-
Ticantly lower than the administrative maxima shown in the tables. 1In
the period April 1973 to December 1975, for example, setting-up/ma‘jor

extension awards averaged just over half the administrative maxima.
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Table 7 : Effective Subsidies as a Percentage of Various Denominators -

maximum rates of individual incentives.

EFFECTIVE PERCENTAGE SUBSIDIES

INITIAL ANNUAL
CAPITAL CAPITAL VALUE
COUNTRY INCENTIVE COSTS COSTS ADDED

(A) CAPITAL GRANTS

Belgium : capital grant 9.5 8.5 2.8
Denmark : investment grant 14.5 13.0 4.9
France : regional development grant 11.8 10.7 3.2
Germany : investment allowance 4.6 3.9 1.3

: investment grant 11.3 9.6 3.3
Ireland : IDA capital grant 30.2 28.0 8.7
Italy : capital grant 33.8 30.6 8.9
Luxembourg : capital grant 7.8 7.1 2.7
Netherlands : investment premium 13.2 11.6 4.2
United Kingdom : regional development grant 13.0 14.3 3.1

i interest relief grant 8.5 7.4 1.6

(B) INTEREST SUBSIDIES/SOFT LOANS

Belgium : interest subsidy 4.7 4.2 1.4
Denmark : company soft loan 2.6 2.3 0.9

: municipality soft loan 4.7 3.9 1.5
Germany : ERP soft loan 5.8 4.9 1.7
Italy : national soft loan 12.5 11.1 3.2
United Kingdom :+ SFA soft loan 7.2 6.3 1.4

«

{C) ACCELERATED DEPRECIATION

Belgium : accelerated depreciation 3.7 3.3 1.0
France : gpecial depreciation 2.3 2.0 0.6
Germany : special depreciation 6.9 5.9 2.0
Ireland : investment allowance 2.1 2.6 0.8
Netherlands : accelerated depreciation 3.6 2.9 1.0

Note: For the derivation of these figures, see country-
specific valuation tables.
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During this period the average value of the Irish package for export
projects was 18.7 per cent of initial capital costs, 17.3 per cent of

annual capital costs and 5.4 per cent of value added.

Like those for the Italian package noted above, these figures are
not out of line with those presented in Table 5 for our middle group of
countries, It should not, however, be concluded from this that Italy
and Ireland should be allocated to this middle group. As already pointed
out on more than one occasion, the Table 5 and 6 results take no direct
naccount of the award of export profits tax relief in Ireland or of the
availability of the ILOR and IRPEG tax concessions in the Mezzogiorno -
incentives which place Ireland and Italy firmly back into a separate top

country group.

In the passing, it is perhaps worth pointing out that these
'difficult-to-value' incentives have often been criticised because of
the problems inherent in their measurement; and that they all have a
I1imited life at present - as indeed does the INPS social security
concession in Italy. However, and this is an important point, without
these aids the average Irish and Italian incentive packages are no
longer clearly in the top group, a position which most would argue the
severity of their regional problem demands. It is, moreover, doubtful
if more easily measurable aids could recoup the loss of these more opaque

measures — unless pushed to very high levels indeed.

At the other end  of the scale from Ireland and Italy we have
already seen that, in Belgium, the regional differential is less
than the absolute value of the regional incentive package. To this we
should add that the Belgian figures in Tables 5 and 6 are maxima.
Average awards are about three—quarters of the figures shown in Tables
5 and 6. In Luxembourg, too, the average or typical award falls well
below the maxima. Only 8 cases (less than 20 percent of the total
processed) received a tax concession in the period 1974-76; while of
those awarded a grant alone not one obtained the maximum rate, and

indeed the average offer was in the region of half the maximum.
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Turning now to the middle group of countries, the five incentive
packages to be considered fall into two broad categories - those where
the average award falls well below the Table 5 and 6 figures and those
where rates of award tend to be fixed such that values in practice do not
differ markedly from those shown in the tables. Within the first category
come the Danish, German and (with some reservations) French packages; within
the latter, the Netherlands (again with qualifications) and the United
Kingdom.

In Denmark, it will be clear from the country valuation in Part I,
that the prime determinant of the value of the incentive package is
whether or not an investment grant is awarded and the value of that grant.
The investment grant, it will be recalled, is available only in the
Special Development Regions. At a minimum (i.e. assuming all company
soft loan awards are restricted to the Special Development Regions, which
is obviously an extreme assumption) about half of those projects assisted
through a company soft loan in the Special Development Regions also
received an investment grant over the period 1972/3-1975/6, the average
value of the investment grant award being about three-fifths of the
maximum. In those cases where an investment grant is obtained the Danish
regional incentive package belongs firmly to the middle group of countries,
having an average effective value of 10.0 per cent of initial capital
costs, 9.0 per cent of annual capital costs and 3.4 per cent of value added.
Where no investment grant award is made (and, as already noted, this was the
case for about half the projects in receipt of a company soft loan) then
the value of the Danish package is very much lower - being worth, for
example, 5.5 per cent of initial capital costs, 4.7 per cent of annual
caﬁital costs and 1.8 per cent of value added when both average municipality
and company soft loans are obtained.

In Germany, the position is somewhat similar, the figures in Tables
5 and 6 being highly dependent on the award of a maximum investment grant.
In practice the (1976) average investment grant in the Zonenrandgebiet
(and average awards were even lower outside this area) was only 8.8 per
cent of eligible investment when awarded in conjunction with an investment
allowance and 8.5 per cent of eligible investment when no investment
allowance award was made, compared with possible maxima of 17.5 per cent

and 25 per cent respectively. Moreover, only about one fifth of eligible
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cases actually obtained an investment grant. Both these factors have a
not insignificant impact on the Table 5 and 6 values. Outside the Zonen-
randgebiet in particular, awards tend to be low when no. investment grant
is obtained since special depreciation allowances are not available.
Awarded on its own, the investment allowance is worth only 4.6 per cent

of initial capital costs, 3.9 per cent of annual capital costs and 1.3

per cent of value added. Within the Zonenrandgebiet the German package
falls much more within the middle range of effective values, the "standard"
combination of investment allowance and special depreciation allowance
being worth 11.5 per cent of initial capital costs, 9.8 per cent of annual
capital costs and 3.3 per cent of value added, When an average investment
grant is obtained on top of this these figures rise to 14.9, 12.7 and 4.3

per cent respectively.

In France, the crucial factor conditioning the level of a regional
development grant award (other than location and project type) is the
capital intensity of the project being assisted - awards generally being
at fixed percentage rates subject to both area and project-type cost per
job limits. As we noted in the introduction to the French valuation,
the average award - as opposed to the award for the average project -
tends to be considerably lower than the figures shown in Tables 5 and 6.
We estimated that the actual average award under the current regional
development grant scheme is probably less than 12 per cent of qualifying
investment. Moreover, although there are no specific figures for average
awards in each of the three zones of award, the best possible estimates
(based on average awards by region in 1975) suggest that there is little
variation in the average grant by zone. If the average award in the maximum
zone is assumed to be about 12 per cent of qualifying investment the
figures shown in Tables 5 and 6 for the regional development grant and
special depreciation allowance in combination reduce to roughly 7.7 per
cent of initial capital costs, 6.9 per cent of annual capital costs and
2.1 per cent of value added. It must not be forgotten, however that, on
top of these incentives, the local business tax concession is also avail-

able in the French problem regions.

In the Netherlands, as in Italy, project size is of central importance
in determining the level of the investment premium, the basic Dutch regional
incentive. For small projects (with eligible investment up to Fl 16

million) the nominal rates of award of the investment premium are fixed
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at 25 per cent and 15 per cent in Development and Intermediate Areas
respectively such that the Table 6 figures (showing the Dutch package

to be worth 15.9 per cent of initial capital costs, 13.7 per cent of
annual capital costs and 4.9 per cent of value added in the Development
Areas and 10.9, 9.3 and 3.3 per cent respectively in the Intermediate
Areas) are representative of the position in practice. For large projects,
however, (accounting for perhaps 10 per cent of the total number of cases
processed) the 25 and 15 per cent rates represent maxima below which
standard awards normally fall. 1Indeed, on average, large projects tend to
obtain less than half the percentage award received by small projects, Given
this, large projects in the Netherlands have very much lower effective
values - the Development Area "average" being just 6.0 per cent of initial
capital costs, 5.3 per cent of annual capital costs and 1.9 per cent of
value added.

In the United Kingdom, the main element of the incentive package,
the regional development grant, is both automatic and at a fixed rate.
In terms of averages, therefore, the Table 5 and 6 figures remain broadly
representative of the United Kingdom position. In effective value terms,
the combination of regional development grant and interest relief grant
is worth, on average, 18.1 per cent of initial capital costs, 18.7 per
cent of annual capital costs and 4.1 per cent of value added in the
Special Development Areas, 15.3 per cent, 16.0 per cent and 3.5 per cent
respectively in the Development Areas and 6.1 per cent, 5.2 per cent and
1.1 per cent respectively in the Intermediate Areas.

To summarise the position, it is clear that even in terms of average
a&ards and standard incentive combinations the Irish and Italian packages
are significantly more valuable than those found in the other Community
countries. The distinction between our previously identified middle and
bottom groups is, however, less clear. 1Indeed in particular problem regions

and for particular incentive combinations it disappears completely.

Before moving on to discuss the implications of the various valua-
tion results presented above, it must of course be stressed that these
results are based on assumptions and that they will vary as these assump-
tions vary. However, as long as the tables are seen in their intended

light - that is, as comparisons of the value of incentive schemes between
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countries (as these schemes affect comparable projects) - then the varia-
tion in relative scheme values is slight. Thus while working capital
levels will vary from high to low from project to project, they are
unlikely to show marked variation between countries for broadly comparable
projects. Moreover, whether the typical working capital level is above
or below the assumed 30 per cent level (which our evidence suggests is
typical) influences the relative value of only selective financial
assistance in the United Kingdom and national soft loans in Italy -
neither of which is of major importance in effective value terms within
their country packages - since working capital is not aided by any other
incentives. Similarly, the assumptions made in relation to the annual
capital cost denominator are sensitive, as far as the ranking of incen-
tives is concerned, only in the case of UK regional development grants
and the Irish investment allowance since only for these incentives is

item-related replacement subsidised.

The general point, then, is that variation of the valuation exercise
assumptions will not have a significant impact on the ranking of the
various incentive schemes. Where changing the assumptions does have an
effect, however, is on the absolute value of incentives and incentive
packages, and on their value at the project level. Indeed, from proiject

to project there are likely to be quite major valuation differences.

To take a simplified (we ignore the impact of taxation and delays
in payment), but in no way extreme example, a 20 per cent grant on initial
fixed capital costs would have an effective value of 10 per cent of
initial capital costs (assuming 50 per cent working capital), 8 per cent
of annual capital costs (assuming an annuitising factor of 0.8) and
0.8 per cent of value added (assuming gross profits to be 10 per cent of
value added); while an identical nominal grant would have an effective
value of 18 per cent of initial capital costs (assuming 10 per cent
working capital), 21.6 per cent of annual capital costs (assuming item-
related replacement is subsidised and the annuitising factor is 1.2) and
10.8 per cent of value added (assuming gross profits to be 50 per cent
of value added). Clearly, incentives "worth” 0.8 per cent of value added
and 8 per cent of annual capital costs will have a different impact from
those "worth" 10.8 per cent of value added and 21,6 per cent of annual

capital costs. Project level variations on this scale thus have obvious
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(and serious) implications for the ex ante control of incentive awards
and, in particular, for any EC co-ordination solution - requiring project-
based and not scheme-based control., We return to the problem of EC

co-ordination policy in the next section.

For the moment, there are two final points which we want to make about
the valuations. The first is that, within the three groups which have been
identified (at least in terms of award maxima) it would seem to us that the
narrow range of incentive scheme values is such that regional incentives
per se (and, of course, in practice, they can never be divorced from the
context - both national and regional - in which they operate) are unlikely
to have a major impact on international investment and location decisions.
Even between the three groups, it could be argued that incentives have only
a limited impact given the peripheral nature of both Ireland and the
Mezzogiorno, and the relatively minor effective value differences between
the middle and low group country packages.

Our second point concerns whether or not incentives of the value we
have calculated are likely to have a marked impact on international
competition and trade, or on investment and location decisions within a
country. The honest answer is that we do not have much to say here. We
would certainly be wary, in the context of this report, of using our
vaulation figures to take a line on this; they have anyway, as was
stressed above, been calculated primarily for international ranking and

comparative purposes.

In respect of competition and trade it could of course be argued
Ehat the maximum values which we have calculated of less than five
percent of value added (say, some two percent of total production costs)
for the middle and bottom group of countries are unlikely to provide any
major competitive or pricing advantage for those in receipt of the
incentives - particularly since no account has been taken in our
calculations, (not least because of lack of information), of incidence
(i.e. the proportion of the incentives used to increase factor rewards
rather than reduce prices) or of dislocation costs (although many
observers would claim that these are substantial) Moreover, as we have
geen, average values tend to fall well below the maxima. But there again,

it needs to be stressed that for particular projects incentives can assume

238



high levels in relation to value added or total production costs and
that even a one or two percent advantage could be important for firms

in particular marketing conditions.

Moving from the impact of incentives on pricing to their effect on
investment and location decisions within countries the picture is no less
uncertain. On the one hand it could be argued that investment and (even
more So) location decisions are so problematic - with high margins of
error and a large number of unknown and unpredictable factors within them -
that it is unlikely that incentives of the values noted earlier would be
incorporated within the decision process, never mind turn a "no-go"
project into a "go" project. On the other hand the argument could run
that, moving away from the valuation averages, incentives can indeed have
a high value for individual projects; that investment at the margin
would anyway be influenced by values of the scale discussed earlier;
and, further, that incentives have, in any case, a "value" beyond our
calculations - in, for example, providing liquid funds at a key stage
and giving a safety net to projects. But the truth of the matter is
that until more is known about the investment decision-making process
within firms we have no way of judging whether values of 5 or 10 or 20
percent are likely to have an impact on investment, and indeed location,

decisions.
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SOME IMPLICATIONS FOR THE EUROPEAN COMMUNITY

So far in this report we have largely focussed on the member states,
describing their regional incentives, comparing the effective values of
their principal incentives and drawing a number of conclusions about
their regional incentive policies. In this section we wish briefly to
consider some Community issues on which our work has a bearing. We do
this under the three headings of "co-ordination”, "harmonisation" and

"own policy”.

COORDINATION

By "co-ordination" we mean the regulation by DG IV (Directorate
General for Competition) of the member states' regional incentive policies
by setting maximum limits to the value of regional incentive assistance
which may be given for a particular investment project.

The operational goals of co-ordination are not easy to identify.
We understand the general goals to be the containment of any distortions
of trade which could arise because the member states offer regional
incentives which might influence the location decisions of firms and
which might distort trade flows between the member states. The goals
of the policy concern, therefore, both location and trade.

DG IV currently employs fixed capital investment as its control
denominator - which is in keeping with the, admittedly still scanty,

empirical evidence that some form of rate of return on capital criterion

(which is essentially an extension of the fixed capital denominator) is

a key criterion in investment and location decisions. On the other hand,
this denominator can give rise to a bias against labour intensive projects -
a feature which, given the fact that a shortage of job opportunities is

a prime feature of the problem areas, has been considered by many to be
unwelcome. In response to this bias and in order to facilitate the
accommodation of labour-related aids in the current valuation methodoloegy,
DG IV has been working on a revised co-ordination solution. Proposals,
which are still (at late summer 1977) tentative, have been outlined in
Opaque Aids Papers II (IV/58/77-E) and III (IV/126/77-E).
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In the revised co-ordination solution the nominal ceiling on aid
involves the present percentage limit in terms of net grant equivalent
of fixed capital investment or a specified amount per job, the amount
varying like the percentage limit between the four regions into which
the Community is divided for co-ordination purposes. Calculations which
we have made suggest that the revised solution would provide a fair
proxy for project-level variations in the factor mix in value added and
would hence remove the bias against labour intensive projects which
characterises the present valuation method. Indeed, our calculations
suggest an over-compensation for very labour intensive projects, i.e.,
they would receive a greater advantage than capital intensive invest-

ment.

In general, therefore, we believe that the revised proposals repre-
sent a valuable step forward. At the same time, however, two features
must cause some concern. The first is the assumption implicit in the
use of a fixed amount per 3job that labour costs between the member states
are at comparable levels. However, Community statistics show that even
at the sectoral level differences of over 100 per cent are not uncommon.
Similarly large discrepancies at the project level would imply a bias
in favour of projects locating in the low labour cost countries of the
Nine (though other factors might tend to cancel out the labour cost
advantage, at least partially). If further investigation were to confirm
an undesirable bias a possible remedy would be to express aid values in

relation to labour in terms of actual (estimated) project labour costs.

The second point about the revised co-ordination sclution is that
certain member states are apparently concerned that aids expressed in
terms of labour costs could exceed total investment costs
for more labour intensive projects. DG IV has accordingly asked whether
a maximum ceiling should not be imposed in addition to the nominal ceiling
(ibid. p. 26). It has proposed a possible ceiling for the 20 per cent
zone of 80 per cent, i.e., four times the nominal ceiling. But the same
formula would yield ceilings of 100, 120 and 400 per cent in the other
three co~ordination regions, thus only partially solving the problem.
If, alternatively, a ceiling of 100 per cent (i.e., equal to the total
investment) were fixed for the other three zones, this would represent

a reversion back towards the old bias in favour of capital intensive
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projects, thus defeating the object of the exercise. There is no easy
solution to this problem - which is an important one not only in its
substantive implications but also because it underlines very clearly an

element of goal conflict inherent in co-ordination.

This conflict may not be immediately apparent from what has gone
before. But it should be evident when it is recalled that the investment-
related denominator is appropriate to the goal of containing incentive
outbidding and that the labour-cost-related denominator proxies the
factor mix in value added and is therefore a relevant denominator for
regulating trade distortion effects. If, therefore, as outlined in the
previous paragraph, the labour-cost-related denominator is to be con-
strained so as to preclude awards exceeding total investment costs, the
further implication is that the goal of containing trade distortion
effects is being sacrificed in favour of regulating incentive outbidding.
Hence our belief that co-ordination, as currently conceived, contains

an inherent element of goal conflict.

Our discussion of co-ordination up to this point has been limited to
the objectives and effects of the policy. In addition, we have one
point to make about the implementation of the policy. This is to stress
the need for project-based co-ordination. While it has always been
intended that the policy should be applied at the project level (cf.
Communication of the Commission to the Council on General Regional Aid
Systems SEC (71) 3885 final of October 27, 1971) it is not certain that
all of the member states have done so all of the time.

It would appear, for example, that the policy has sometimes been
applied at the scheme level rather than at the project level, by calculating
whether maximum levels of assistance awarded to average projects
would exceed Community limits, But project-related co-ordination is
absolutely essential for, as we have indicated earlier in this report,
there can be marked differences in incentive values at the project level
because of the considerable variation. in the cost profiles of individual
projects. When the policy is applied at the scheme level, by contrast,
it is insensitive to this variation - and is anyway of, doubtful practical

relevance because, as we have also seen earlier in this report, the differ-
ences at the scheme level in the value of incentives between the member
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states are, except in certain peripheral regions, small and unlikely to
have any significant impact on investment location decisions. In ordex
to ensure project-based co-ordination we would propose that DG IV should
scrutinise from time to time the amounts of assistance actually awarded

for a randomly selected number of projects.

Co-ordination is closely linked to "harmonisation", which is the
second facet of Community regional incentive policy on which our work

has a bearing.
HARMONISATION

In broad terms, the "harmonisation" policy of DG XVI (Directorate
General for Regional Policy) includes ensuring that the regional incentives
offered by the various member states are generally consistent with the

development priorities of the different problem regions in the Community.

It is evident that there is a close relationship between "co-ordina-
tion" and "harmonisation": co-ordination has a marked harmonisation
component, namely the closer alignment of the value of regional incentives
in the member states. This implies that there will need to be particularly
close cooperation between DG IV and DG XVI as harmonisation proceeds.
Indeed, there could well be grounds for a review of competences -
even though the Directorate General for Competition would obviously
continue to be involved in the trade implication of regional incentive

awards.

This general issue of the relationship between coordination and
harmonisation to one side, our work has a number of further implications
for harmonisation. Once Regional Development Programmes and bi-ennial
reporting on the socio-economic development of the Community have been
fully implemented and have allowed measurement of the scale and intensity
of regional problems in the Community - and we have no recommendations
to make in this respect other than to emphasise strongly how indispensible
this preliminary step is to any meaningful attempt at harmonisation -
work will have to begin on identifying those features of the member states'
regional incentive policies most in need of greater alignment, and on how

a greater alignment can be achieved.
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As we have seen earlier in this report, there is a significant degree
of similarity already existing between the policies operated by the member
states. Moreover, harmonisation does not require policies which are
identical as much as policies which are equivalent. For both of these
reasons, harmonisation is not necessarily the formidable task which it

might at first appear.

We would envisage harmonisation proceeding in two stages. The first
stage would be an agenda-setting exercise in which the member states and
the Commission would discuss the key features of regional incentives on
the basis of their respective experience. Earlier sections of this report
have indicated areas where such debate could be useful: discretion versus
automaticity; the merits of different forms of assistance (grants versus
loans versus fiscal concessions); broad-banding versus growth pole
approaches to spatial discrimination; multi-level administration and
problems of co-ordination; the relationship between regional incentives
and other forms of economic development incentives. These issues appertain
to the general principles of regional incentive policy. More detailed
facets of existing national policies which would merit discussion from
the viewpoint of harmonisation - and again covered in earlier sections
of this report - would be: aids on working capital; the eligibility of
hire purchase and leasing; aids for tertiary investment; aid for rationalisa-
tion, reorganisation and modernisation projects; the timing and phasing
of payments; tax treatment of incentives; and indeed many other of the
features covered in the synopsis tables in Part I. The merit of this
kind of agenda-setting exercise is twofold. It provides a forum within
which experience can be shared to mutual advantage and in so doing can
allow, secondly, consensus - if indeed there is felt to be a need for
greater harmonisation in respect of the particular issue under discussion -
to emerge. This then leads directly into the second stage of harmonisation,
which is the setting of priorities for harmonisation and the working out
of objectives on which the regional incentive policies of the member states

should converge over a shorter or longer period of time,

Any discussion of harmonisation of the member states' policies raises
again the issue of the complexity involved in the comparison of these policies
for the investor. This leads to the first of our "own policy" proposals,
i.e., promotion policies which could be operated by the Community using its

own funds.
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OWN POLICY

The potential mobility of new investment in the Community is inhibited,
and could even be distorted, by a lack of comprehensive, comparable and
up-to-date information on location factors in the nine member states of
the Community. We believe that a Community initiative to make available
such information could contribute much to the development of the problem
regions and the proposal along these lines in the Commission document
(Guidelines for Community Regional Policy, COM (77) 195 final, para. 55)
must be a welcome one - even if, in our view, it is too modest. We should
like to see the establishment of a European Regional Documentation Centre.
‘This Centre, to maximise its effectiveness, should not merely supply
information but should also actively encourage the choice of problem
region locations by firms, perhaps by undertaking location studies for
investors, but certainly by putting them in contact with appropriate
national agencies. The Centre's objective should be not only to encourage
existing Community investors into the problem regions but also to attract
new investment from outside the Community into those regions. The informa-
tion required by the Centre could be obtained, in part at least, within
the framework of Regional Development Programmes and the system of bi-

ennial reporting.

In addition to providing information the Community can also provide
direct financial assistance to firms. Even now, of course, there are
several Community sources of aid for regional development. Chief among
these is the European Regional DevelopmentvFund. So far, however, its
resources have been very limited (and have been further diminished by
inflation) and have been spread over very wide areas and over a very
broad range of project types. 1In brief, a small Fund has dissipated its
effectiveness by seeking to do too much. We see little prospect of
betterment in the near future (for proposals here see Guidelines for
Community Regional Policy, ibid.) not least because the budgetary
allocation seems likely to remain small and because the geographical
spread could be even wider with the introduction of "specific action
regions". We would prefer to see the Fund concentrate its interventions.
Until such time as global Community regional development priorities have
been set (and in line with which one presumes the Fund would devote the
major part of its resources) this could be done by limiting Fund assistance -

as far as direct assistance to investors is concerned - to setting~-up
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projects in the national priority regions. We would argue that aid should
be limited to setting-up projects since these generally involve the
greatest dislocation costs for the investor; the national priority areas
might be defined as those where the highest levels of aid are currently
available (reflecting the fact that, from the individual country stand-
point, these are the extreme problem areas). Consistent with our oft-
repeated preference for incentives which are simple and automatic, we
would argue that Fund assistance should be given automatically to every
project in the defined regions and of the defined type which receives
national assistance; we would in fact propose that the Fund "top up”

national assistance by a specified percentage margin.

Obviously, the value of the Fund contribution would be eroded if
member states adjusted upwards the value of their incentives in other
regions, or reduced the value of aid in the regions receiving Community
supplements. To avoid these problems, there would have to be agreement
that the member states would continue to supply aid at the usual levels.
This should not be difficult to ensure for the automatic rate schemes
in the member states which, as we have seen, are in the majority; nor
need it be that difficult to ensure for the discretionary rate schemes
since, as we have also seen, the awards are in practice often at "standard"
rates. Moreover, by ensuring that aid is paid as of right for specific
(named) projects in relatively small areas, there is every reason to
believe that local economic and political self-interest can be relied
upon to ensure that a substantial degree of "additionality" is achieved.
We might finally note that the proposal effectively gives the Fund
protection against inflation (although at the price of requiring a more
flexible form of financing it) and, moreover, that it gives a greater
degree of visibility to the Fund's interventioms.

The Fund is, of course, still in its infancy and over
the years it may well, indeed should, come to expand the scope of
its operations by taking on new functions. In the present austere
economic climate it is rather difficult to conceive of new policies being
adopted in the short term. Such new policies would anyway probably be
premature before the Community has developed a global regional policy
strategy. But it is not difficult to think even now of directions
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in which the Fund might develop. The awarding of exchange rate sub-
sidies (i.e., meeting the exchange risk associated with providing and
servicing loans denominated in foreign currencies) in conjunction with
European Investment Bank loans to firms - which is not to be confused
with the current Commission proposal for interest rate subsidies - is
one possible new departure worthy of attention. Similarly, an idea
which could have considerable substantive as well as symbolic merit
would be the establishment, within or alongside the Fund, of a European
Industrial Estates Corporation which, particularly in the frontier
regions of the Community, could provide a significant contribution to
regional development, not merely by the provision of industrial estates
but by providing further stimulus to the member states to co-ordinate

more closely their infrastructure programmes in these regions.

Our proposal in Part I of this report that there are grounds for
the member states to allow recipients of aid to "swap" incentives for
which they are eligible could give rise to national budgetary problems.
The Fund's resources could be used to allieviate, through loans and
possibly in certain priority regions only, the budgetary problems which
these swap arrangements imply - at least and particularly in the early

years when these constraints would be at their greatest.

We could also envisage a role for the Fund in supporting, through
grants, some of the promotion activities (and perhaps particularly
investment prospecting activities abroad) of the priority regions. Moreover,
given that location studies are rarely eligible items of expenditure
for incentives in most countries, the Fund could undertake to
partially re-imburse firms for location studies aimed at a priority

area location and for sending delegations to visit such locations.

Many national incentive schemes do not include social, health and
welfare investment by firms as eligible items of expenditure. The
Fund could usefully assist such investment (e.g. sports facilities, worker
accommodation, facilities for the firm's retirxed workers) in the priority
areas, thereby contributing generally to the quality of life of the

labour force in those areas and simultaneously reducing the demands on
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and supplementing the often deficient social infrastructure of the problem

regions.

If the view were to be taken that the Fund might most usefully
intervene by "filling the gaps" in most of the member states' existing
incentive schemes, there are a number of features at which such
assistance could be directed: leasing and leasing companies; stock-
holding projects by firms; vehicles as an eligible item of expenditure;
many service activities. Another gap would be filled by making
available funds to allow more and larger advance payments to be made

by member states to recipients of regional incentives.

Many of these ideas may seem somewhat extravagant, partly because
they imply resources which are massive compared to those currently
available to the Community for promoting regional development by
incentives to firms and partly because they might seem to fly in the
face of political realities. On the first point, we would like to see
the Community being supplied with more funds to allow it to intervene
directly in the promotion of the problem regions not least because this
would facilitate the implementation of a European regional policy.
There is a wealth of evidence from inter-organisational studies to
demonstrate that co-operative policies such as "harmonisation" and
"co-ordination” are more assured of success when sanctions can be
imposed and that among the more effective sanctions are financial
sanctions. On the second point, namely that some of our proposals
might seem to fly in the face of political realities, we would only
comment that anyone who wishes to advance novel policies - and a
European regional policy is still a novel policy in search of acceptance -
must bé something of a dreamer in the first instance, prepared to voice
"unthinkable" ideas.

However, whatever the substantive merit of our policy proposals
they do bear witness to the view that there remains much that could -
some would say "should" or even “must"™ - be done at the Community level
to promote the regions in need. It is our earnest hope that this
report will assist not only a greater appreciation of the rich variety
of regional incentive policies and practices in the countries of the
Nine, but that it will serve equally as a reminder that much remains to
be done in understanding and meeting the needs of the problem regions of

the Community.
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ADDENDUM 1

SENSITIVITY OF EFFECTIVE VALUE CALCULATIONS







Addenda Table 1:

Effective Subsidies as a Percentage of Value Added
given various capital : labour keys - maximum rates
and maximum incentive combinations by top priority

region in each country.

EFFECTIVE PERCENTAGE SUBSIDIES

MATIN PROBLEM INCENTIVE AS A PERCENTAGE OF VALUE ADDED
COUNTRY REGION COMBINATIONS ASSUMING CAPITAL:LABOUR KEYS OF:
REPORT,
TABLE 5 5:95 54:46
Belgium Development Zones CG + IS + AD 3.3 0.5 5.5
Denmark Special Develop- CSL + IG 5.2 0.7 7.5
ment Regions
France Award Zone 1 RDG + SDA 3.7 0.6 6.6
Germany Zonenrandgebiet IA + IG + Ssba 5.3 0.8 8.4
Ireland Designated Areas IDA grant + IA 10.0 1.6 17.3
Italy Mezzogiorno CG + NSL 12.1 2.1 22.5
(+588C) (+2.8-7.9) (+3.7-10.5) (+1.8-5.1)
Luxembourg - CG + TC 2.7 0.4 3.8
Netherlands Development Areas IPR + AD 4.9 0.7 7.4
United Special Develop- RDG + IRG 4.8 1.1 11.7
Kingdom ment Areas

Incentive keys:

Note:

See Table 5 in the report (page 226).
For a derivation of the report, Table 5,results and a
discussion of the incentives covered, see the country-

specific valuation tables in Part I of the report.
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The Services of the Commission requested that we show the impact of
a high and a low gross profits : value added key on our Table 5 results
using the value added denominator. For this purpose they suggested we use
the most extreme capital : labour keys found at the industry level in

Eurostat, National Accounts 1970-74 Eurostat Yearbook 2-1975, Statistical

Office of the European Communities, 1975, Table 5 applied uniformly tc
all countries. These extremes are 5:95 (United Kingdom, transport equipment)
and 54:46 (Ireland, chemical products). The results are shown, together with

the value added column taken from Table 5 of the report, in Addenda Table 1.

From the table, it can be seen that the application of these extreme
keys changes the absolute value of the various incentive packages signific-
antly. This of course is wholly in line with what is said on many occasions
in the main body of the report: The table does little more than reinforce
our point that "project level variations on this scale ..... have obvious
(and serious) implications for the ex ante control of incentive awards"
{report page 237-238). But for our purposes more important is that the
international ranking is not significantly affected by the application of
common capital : labour keys. The only change is that the United Kingdom
moves up the ranking, and this because in the United Kingdom "gross profits
make up a relatively low proportion of value added" (report page 229).

The report also made the point that "with a common gross profits : value
added key the ranking of incentive packages is obviously identical to that
thrown up by the annual capital cost denominator (except perhaps where
labour subsidies are paid)" (report page 45). A comparison of Addenda

Table 1 and Table 5 in the report confirms this, and indeed shows that

even the ranking of the Italian package, with its social security concession,

is unaffected by the capital : labour key chosen.
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Addenda Table 2: Effective Subsidies as a Percentage of Annual Capital

COUNTRY

Belgium

Denmark

France
Germany
Ireland
Italy
Luxembourg
Netherlands

United
Kingdom

Costs given various plant life assumptions - maximum
rates and maximum incentive combinations by top

priority region in each country.

EFFECTIVE PERCENTAGE SUBSIDIES AS

MAIN PROBLEM INCENTIVE A PERCENTAGE OF ANNUAL CAPITAL COSTS
REGION COMBINATIONS ASSUMING PLANT LIVES OF (IN YEARS)
S 8 10 12 15

Development Zones CG+IS+AD 7.8 9.4 10.1 10.6 11.1

Special Develop- CSL+IG 10.7 12,9 13.8 14.4 15.1

ment Regions

Award Zone 1 RDG+SDA 9.8 11.4 12.2 12.6 13.1
Zonenrandgebiet IA+IG+SDA 11.0 14.1 15.5 16.6 17.9

Designated Areas IDA grant+IA 26.7 30.6 32.1 33.2 34.1

Mezzogiorno CG+NSL 32.9 39.3 41.7 43.5 45.3

- CG+TC 5.6 6.6 7.1 7.4 7.7
Development Areas  IPR+AD 10.2 12.6 13.7 14.4 15.2
Special Develop- RDG+IRG 21.4 21.6 21.7 21.7 21.9

ment Areas

Incentive keys: See Table 5 in the report (page 226).

Note: For a derivation of the results based on a 10 year

plant life assumption and a discussion of the incentives-
covered see the country-specific valuation tables in

Part I of the report.
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The Services of the Commission also requested that we show the
impact of varying the 10 year plant life assumption used in moving from
the initial capital cost denominator in Table 5 of the report to the
annual capital cost denominator. For this purpose we have chosen lives
of 5, 8, 12 and 15 years. The results are shown, together with those
taken from Table 5 of the report (where, as already noted, a 10 year
plant life assumption was used) in Addenda Table 2. The table simply
confirms our point that "alternative asset life assumptions are
possible but would not affect the ranking of the various incentive
schemes unless there were marked differences between countries in asset

lives” (report page 43).
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Addenda Table 3: Effective Subsidies as a Percentage of Annual Capital
Costs given various rates of inflation - maximum
rates and maximum incentive combinations by top

priority region in each country.

EFFECTIVE PERCENTAGE SUBSIDIES AS A
PERCENTAGE OF ANNUAL CAPITAL COSTS
ASSUMING INFLATION RATES FOR
REPLACED PLANT OF (SEE KEY BELOW)

MAIN PROBLEM INCENTIVE
COUNTRY REGION COMBINATIONS (1) (2) (3) (4) (5)
Belgium Development Zones  CG+IS+AD 10.1 9.9 9.3 8.4 8.2
Denmark Special Develop- CSL+IG 13.8 13.6 12.8 11.5 11.4

ment Regions
France Award Zone 1 RDG+SDA 12,2 12.0 11.3 10.4 10.1
Germany Zonenrandgebiet IA+IG+SDA 15.5 15,2 13.6 11.9 12,7
Ireland Designated Areas IDA grant+iA 32.1 31.9 30.5 28.3 26.3
Italy Mezzogiorno CG+NSL 41,7 41.3 39.0 35.6 31.8
Luxembourg - CG+TC 7.1 7.0 6.6 6.0 5.9
Netherlands Development Areas  IPR+AD 13.7 13.4 12.5 11.0 11.3
United Special Develop- RDG+IRG 21,7 21,7 21.6 21,5 21.4
Kingdom ment Areas

Inflation keys: (1)= zero (i.e. as in Table 5 in the report)
(2)= 10 percent price increase in 10 years
(3)= 5 percent annual increase in price
(4)= 10 percent annual increase in price

(5)= X percent annual increase in price where X equals
the discount rate in each country.

Incentive keys: See Table 5 in the report (page 226).

Note: For a derivation of the report, Table 5, results and a
discussion of the incentives covered, see the country-specific
valuation tables in Part I of the report.
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Finally, the Services of the Commission reqguested that we show the
impact of inflation on the results contained in Table 5 of the report
when moving from the initial to the annual capital cost denominator.

In particular they asked that we take account of the fact that, under
inflation, replaced equipment will cost more than the equipment it
replaces, since they felt that this would change relative rankings, and
egpecially the ranking of the United Kingdom with its regional
development grant. They were, however, unable to suggest an appropriate
rate of inflation for the exercise. We have therefore chosen four
separate rates - 10 percent inflation over 10 years, 5 percent annual
inflation, 10 percent annual inflation and rates of inflation in each
country equal to that country's discount rate (see the country-specific
valuation tables in Part I of the report). The results are shown,
together with those taken from Table 5 of the report, in Addenda Table 3.

From the table it can be seen that the ranking of the incentive
packages does not change from column to column. Only if there were
major differences in inflation rates between countries, and this over
a long period of time, might the ranking change (as made clear in the
report, page 36), but even then the table suggests that, ceteris
paribus, any change would not be marked. Even so, we want to stress
our doubts about the meaningfulness of Addenda Table 3. While we have
done the calculations at the request of the Services of the Commission
we do not believe that inflation can be taken into account in such a
simplified manner involving, in particular, such a heavy input of
ceteris paribus. Inflation has a variety of effects which would be
relevant to a serious calculation of its impact on incentive values -
effects, for example, on asset lives, subsidy lives, factor mixes and
discount rates. We have no model, and know of none which exists,
which would enable comprehensive account to be taken of inflation.
Moreover, any relevant calculation should incorporate anticipated
rates of inflation in each of the individual countries. Such forecasts
do not exist. For obvious reasons, we were not prepared in the

report - and are not prepared here - to speculate in this area.
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ADDENDUM 2

NORTHERN IRELAND : FINANCIAL INCENTIVES TO INDUSTRY

Note : ' This addendum was prepared by the Department
of Commerce in Belfast. It describes the
Northern Ireland package as at summer 1977
(the reference date of this report), using
broadly the same format as the report itself.
It should be noted that the Northern Irish
incentive package was significantly improved
in August 1977.
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Northern Ireland is designated by the Industry Act 1972 as an
Assisted Area of the United Kingdom. Because of its severe
economic problems, stemming essentially from its weak economic
structure, the industrial incentive package in Northern Ireland is
more comprehensive and flexible than in other areas of the United
Kingdom. This paper outlines the various incentives which are
available.

There are 2 main schemes of financial assistance available to
industry in Northern Ireland. Standard capital grant assistance,
which is the Northern Ireland analogue to Regional Development Grants
in Great Britain, is a standard item-related grant on fixed capital
expenditure. Capital grants are available on new plant, machinery,
buildings and works at a rate of 30 percent. Capital grant
expenditure has increased from £16.9 million in 1969/70 to
£27.9 million in 1976/77. In common with the RDG Scheme in Greatv
Britain, the capital grant scheme was trimmed back in April 1977 with
the exclusion of both the mining and construction sectors. A synopsis
of the capital grants scheme is attached (Synopsis Table 1). Northern
Ireland can also offer loans or interest relief grants to companies
recelving grant aid under the capital grants scheme. These loans are
available for major re-equipment and re-housing schemes and are
offered on a discretionary basis up to a limit of 75 percent of the
fixed capital cost of the project, net of grant.

The other major form of incentive is selective financial assistance,
which is offered under the Industries Development legislation. This
form of assistance is basically related to the creation and safeguarding
of employment through attracting new investment and encouraging
existing companies to expand or to maintain their employment. Unlike
capital grants,selective assistance is not automatic, but is made
available at the discretion of the Department. This provides an
element of flexibility in the scheme and allows scope for negotiating
or bargaining with a company. One of the attractive features of this
Northern Ireland incentive system is therefore that the package of
assistance to a company can be specially 'tailored' to meet its

particular needs.

259



The main forms of selective financial assistance are:-

(1) selective capital grants on buildings, plant and
machinery. These grants are modulated according
to Industrial Development zones and the rates range
from 30 percent to 40 percent according to zone;

(1i) medium term loans at commercial or concessionary
rates of interest, sometimes with an interest-free
period and/or deferments of capital repayment;

(i11) interest relief grants to offset interest charges
on loans or other borrowings raised through banking
and other financial institutions;

(iv) per capita employment grants to offset the initial
start-up costs of a project;

(v) provision of factories (on rental or amortised terms)
and sites;

{vi) removal grants of up to 100 percent on the costs of
moving an undertaking into Northern Ireland;

(vii) key worker housing grants and loans.

The scheme of assistance is wide ranging with the main elements being
selective capital grants, loans, interest relief grants and employment

grants. These incentives are covered in Synopsis Table 2.

Selective financial assistance is administered centrally in
Northern Ireland by the Northern Ireland Department of Commerce (DOC).
Within guidelines laid down jointly by the DOC, the Department of
Finance for Northern Ireland and HM Treasury, the Department of
Commerce, on the advice of an Industries Development Advisory Committee,
can decide whether or not to make an award and the level of that award.
With respect to the former, the decisive factor is that the project be
viable; while regarding the level of award the guidelines stipulate
a Government contribution limit and cost per job maxima, which vary
acoording to industrial development zones and which set the limits on

the amount of assistance which can be given to a particular project.

Apart from the incentives mentioned in the synopsis tables there
are other selective industries development aids which are worth
mentioning. The public provision of factories and sites is a
significant instrument in Northern Ireland's industrial incentive

package. Since 1945 the Government has built some 130 advance
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factories and over the last 5 years or so expenditure on this
programme has averaged £4.3 million annually. New factories are
built in advance of demand in areas where they are most needed at

any particular time and then rented, sold or 'amortised' to
industrialists. In addition, custom built extensions are undertaken.
Rents are levied at the 'current market rental', assessed by the
Commissioner of Valuation, and rent-free periods of up to 3 years may
be offered in the outer ID zone. Special purpose factories are

also leased on an 'amortisation' or repayment basis ie. the cost of
the factorwy-less any grant given is rgpaid at the current Govermment

or concessionary interest rate over a period of 15 - 20 years.

The remaining incentives, namely removal grants and key worker
housing grants and loans, are of relatively minor importance. Removal

grant assistance over the last 5 years averaged £0.25 million.

In addition to the wide range of industrial incentives, the
Government has attached and continues to attach importance to measures
which seek to increase the level of skills available in Northern
Ireland. Since the mid-sixties the Government has developed a network
of strategically located Training Centres and today there are 14
GTCs providing over 3,000 places for adults, young persons and
apprentices in the construction and engineering fields. In addition
the opportunity is also available for training,by attachment to
industry, in skills which are not easily taught in a GTC setting.
Government also encourages the development of skills within industry
through a range of generous grand-aid schemes (e.g. the Training on
Employers Premises Scheme makes available a grant of £15 per week per
workex) to enable employers to provide adequate training for their
workers. In addition Northern Ireland is the only region of the
United Kingdom which retained the Selective Employment Premium, a
weekly wage subsidy (£2.00 for ewployees over 18) which is available

to companies in the manufacturing sector in Northern Ireland.
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BASIC DETAILS:

LEGAL BASIS:

ADMINISTRATION:

ELIGIBLE ACTIVITIES:

ACTIVITY
DISCRIMINATION :

SPATIAL
DISCRIMINATION:
PROJECT TYPE
DISCRIMINATION :

SIZE DISCRIMINATION:

ELIGIBLE ITEMS:

SYNOPSIS TABLE 1

STANDARD CAPITAL GRANTS

A standard item related grant payable on
specified types of fixed capital investment.

A fixed 30% of approved capital expenditure

is available. Both new plant and machinery
and new buildings/works expenditure is eligible.

Industrial Investment (General Assistance} Act
1966 as amended by the 1970 and 1971 Amendment
Acts.

The current rate of grant was fixed at 30% by
SR and O No 214, 1972.

Application is made to the Department of
Commerce, Northern Ireland, where cases are
processed and grant is paid out in line with
detailed administrative guidelines.

Broadly manufacturing including ship repairing
and certain activities in the extraction trade
{e.g. stone crushing). To be eligible a
company must be carrying on a process in the
manufacture of an item.

See 4 above.

All qualifying investments in Northern Ireland
are eligible for a 30% grant on expenditure on
new building works and new plant and machinery.

See 4 above.

None.

Grant is item-related and is restricted to new
plant, machinery and new buildings and works.
Working capital is ineligible. There are no

de minimis rules on the value of eligible
equipment, but machinery must have a minimum

life of 2 years. The eligibility of expenditure
on the replacement of parts is dependent on
whether the part can be identified as an entity
in its own right. Replacement parts which improve
the productivity of the complete machine may
qualify for grant. Grant is paid only on the
difference between the cost of the new part over
the actual cost of replacing the original with

a like part. Vehicles are ineligible (except

for fork-lift trucks or certain vehicles used

in quarries where an eligible trade is carried o~)
as are items of furniture and most pipelines.
Building and works too must be new. The purchase
of previously un-occupied buildings will qualify
for grant only on the actual cost of construction.
Land and ornamental/recreational building
expenditure are ineligible.
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10. ELIGIBLE FORMS OF
EXPENDITURE :

11. FURTHER CONDITIONS:

12. TAX TREATMENT:

13. TIMING, PHASING:

14. TOPPING UP:

15. ADDITIONALITY:

16. CLAWBACK:

17. REJECTIONS:

18. COST:

Cash payment phased payment and hire purchase
are all eligible forms of expenditure (although
for HP and other forms of extended credit only
pPrincipal repayments qualify). Grants may
also be paid to leasing companies on eligible
items which they lease to companies on
qualifying investments.

The other main conditions relate to the
repayment of grant in cases where buildings

are not completed and where buildings and plant
and machinery cease to be used or are not put
to the purpose described in the application.
See 16.

The grant is not treated for tax purposes as

an income receipt and is therefore not taxed.
Assets can be depreciated for tax purposes gross
of any grant received.

Grant claims are normally submitted after the

asset has been provided, although grant may be
paid on progress payments. Claim processing

period is variable.

No award is possible beyond the formal fixed rate.

No asset can be aided through a CG if it is
already subsidised by another Government grant.

See 11. Aided assets must remain on qualifying
premises for 3 years in the case of PME and

5 years in the case of buildings. Where this
does not happen, grant must be repaid, except in
cases where items are sold to another purchaser
in an eligible activity and the latter purchaser
accepts the conditions attaching to the original
grant for the balance of the control period.

No information is available on the numbers of
applications rejected.

Grant expenditure since 1969/70 has been as
follows:—

Year No. of firms Amount of Grant
Assistance
(Em)
1969/70 1464 16.9
1970/71 1546 17.6
1971/72 1519 13.9
1972/73 1086 7.9
1973/74 963 8.8
1974/75 1223 15.3
1975/76 1286 30.1
1976/77 1503 27.9
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JOBS ASSOCIATED: Job creation is not a precondition of a CG
o . award. No information is available on
jobs associated with the grant,

ASSOCIATED: 1969/70 . 42.2
1970/71 ‘ : : 45.1
'1971/72 31.8
1972/73 EEN 26.3
1973/74 . : 32.6
1974/75 s 56.0
1975/76 103.1
1976/77 ; 1l05.8

ANTICIPATED DURATION: No specified life.
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1.

2.

3.

4,

SYNOPSIS TABLE 2

SELECTIVE ASSISTANCE

BASIC DETAILS:

LEGAL BASIS:

ADMINISTRATION:

ELIGIBLE ACTIVITIES:

Selective Capital Grant (SCG). Discretionary
project - related capital grant, at rates ranging
from 30% to 40% on fixed capital investment.

Both plant and machinery and buildings/works
expenditure is eligible.

Concessionary Loan (CL). Discretionary project-
related soft loan of between 5-10 years duration.
Repayment in 6 monthly intervals on a straightline
basis. Maximum principal repayment holiday is

3 years. Interest free periods run concurrently
with any repayment holiday awarded. The
concessionary interest rate is 3 percentage points
below the current Government interest rate (which
in 1977 averaged 12%%).

Interest Relief Grant (IRG). Discretionary
project-related grant available as an alternative
to the concessionary loan and calculated in
relation to the interest rate charged by a bank
or lending institution up to a maximum rate equal
to the broadly commercial rate of interest plus a
grant at the fixed rate of 3% for up to a further
4 years.

Employment Grant (EG). Discretionary project-
related per capita grant payable on the numbex
of additional jobs created or maintained by an
investment project. The grants are usually
earned over a labour build-up period and cannot
be paid until earned. They are normally paid
in 6 equal half yearly instalments on the average
employment in the preceding half yearly periocd.

SCG. Industries Development (NI) Acts 1966 and
1971, as amended by section 15 of the Industries
Development (NI) Order 1976.

CL, IRG, EG as for SCG.

8CG. Application is made to the Department of

Commerce, where the project is appraised and which,

after seeking the advice of the Industries

Development Advisory Committee, decides whether

or not to make an award and the level of award
within joint DOC/Department of Finance for

Northern Ireland/Treasury guidelines.

CL, IRG, EG as for SCG.

SCG. In principle mining, manufacturing,
construction and mobile services i.e. service
sector projects shown to have a genuine choice of
location within the UK and to hold prospects of
net employment in Northern Ireland. In practice,
assistance is concentrated on manufacturing.

CL, IRG, EG as for S5CG.
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10.

ACTIVITY
DISCRIMINATION:

SPATIAL
DISCRIMINATION :

PROJECT TYPE
DISCRIMINATION:

ELIGIBLE ITEMS:

ELIGIBLE FORMS OF
EXPENDITURE:

FURTHER CONDITIONS:

ScG. No discrimination between eligible
activities is specified in the guidelines
(apart from the fact that services must be
mobile - see 4 above).

CL, IRG, EG as for SCG.

SCG. Rates of award vary according to ID Zones
Inner Area 30%
Intermediate Area 35%
Outer Area 40%

The cost per job maxima also vary between Zones.

CL. The concession is available in all areas.
No discrimination between Industrial Development
Zones is specified, but projects locating in
areas of high unemployment will receive more
generous assistance than those locating elsewhere.

IRG, EG as for CL.

SCG. Rates of award are determined by spatial
rather than by project type considerations.

CL. New projects and expansions of existing
companies which result in additional employment
are treated more favourably than job maintenance
cases. Projects which introduce new products and
skills into Northern Ireland, thus diversifying
the industrial base, will also be treated more
favourably.

IRG, EG as for CL.

SCG. The costs toward which assistance may be
provided are the fixed capital and working capital
costs, including initial losses. Fixed capital
costs include expenditure on land, site
preparation, buildings plant, machinery and
vehicles.

CL, IRG, EG as for SCG.

SCG. Cash payment, phased payment and hire
purchase are all eligible forms of expenditure.
In the case of a hire purchase arrangement grant
is only paid on the capital repayments element.
Grant is not payable on leased machinery.

CL, IRG, EG as for SCG.

SBG. There are 3 basic conditions of award.
The project must be viable, the Government
contribution limit must be met and the cost per
job limit must normally be respected. In cases
where it is thought essential to exceed the cost
per jab limit, the award may be negotiated with
HM Treasury. The first condition determines
whether an award can be made, the remaining two
the maximum level of the award.

CL, IRG, EG as for SCG.
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11.

12.

13.

14,

ACTUAL AWARDS:

TAX TREATMENT:

TIMING AND PHASING:

TOPPING UP:

SCG. See 18 below.
CL. IRG, EG as for SCG.

SCG. The grant is not treated for tax purposes
as an income receipt and is therefore not taxed.
Assets can be depreciated for tax purposes gross
of any grant received.;

CL. By reducing debt servicing charges, the
concessionary element of the loan is taxed in
as far as it increases taxable profits.

IRG. The grant is regarded as income and is
therefore taxed to the extent that it leads to
increased profits.

EG. As for IRG.

SCG. Application must be made before project
construction starts and can be made up to 12
months beforehand. Application processing
period: on average 2-3 months. The normal
practice with plant, machinery and equipment is
to pay grant after its installation and grants
are usually paid at quarterly intervals.
Building grant is also payable at quarterly
intervals based on certified expenditure.

CL. The submission and processing of
applications is as for selective capital grants.
Once approved the loan is offered on an annuity
basis with equal repayments of loan and interest
at 6 monthly intervals. Loans are drawn down
on basis of need.

IRG. The submission and processing of
applications is as for selective capital grants.
The grants are paid out on the amount of interest
actually incurred by a company on its borrowings.
Payments are usually made six-monthly.

EG. The submission and processing of
applications is as for selective capital grants.
The grants are usually earned over a labour
build-up-period and cannot be paid until earned.
They are normally paid in 6 equal half-yearly
instalments on the average employment in the
preceding half-yearly period. Where employment
grants and loans are given, the Company may be
permitted to extinguish its repayment of loan in
total or in part by employment grants as they
are earned.

SCG. No awards are possible beyond the formal
Fixed rate. If special Treasury permission is
obtained it is possible to go beyond the cost

per job maxima specified in the guideline. These
cases are, however, exceptional.

CL, IRG, EG as for SCG.
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15.

16.

17.

19.

21.

22.

ADDITIONALITY:

CLAWBACK :

TURNDOWN :

JOBS ASSOCIATED
WITH APPROVALS
IN YEAR:

INVESTMENT
ASSOCIATED WITH
OFFERS :

ANTICIPATED
DURATION :

CHANGE PROVISIONS:

S8CG. It is theoretically possible to offer
all forms of assistance as a 'package' of
incentives to a project, subject to the cost
per job and Government contribution maxima.

CL, IRG, EG as for SCG.

SCG. All projects in receipt of assistance
are monitored. Periodic inspections are made
to ensure that the requirements of offers have
been fulfilled and payments may be withheld
or reduced if progress is congidered to be
unsatisfactory.

CL, IRG, EG as for SCG.
SCG. The figures below show the total number
of applications processed in the last 2 financial

years. Figures in brackets show applications
approved

1975/76 1976/77
51(50) 107(104)
CL, IRG, EG as for SCG.

Expenditure since 1975/76 has been as follows
(£ million)

5CG. 1975/76 : 1976/77
12.98 12.50

cL. 1975/76 1976/77
7.53 1.64

IRG. 1975/76 1976/77
.61 1.44

EG. 1975/76 1976/77
1.73 2.62

SCG. Estimates are not available for this grant.

For all selective financial assistance
jobs associated with offers were (includes jobs
promoted and maintained)

1975/76 1976/77
16,566 19,503

CL, IRG, EG as for SCG.

SCG. Estimates are not available for this grant.
For all selective financial assistance, project
costs associated with offers are not readily
available.

SCG. No specified life.

CL, IRG, EG as for SCG.

SCG. Not explicitly covered in the guidelines.

Offers may be amended even after the original
offer has been accepted.

CL, IRG, EG as for SCG.
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STUDIES/PROGRAMMES

published so far or in preparation in the Regional Policy Series(1):

8419 —~ No. 1

The development of Flemish economy in the international perspective
Synthesis and options of policy

1973,84 p. (DA, DE, EN, FR,IT,NL}. BFR 170.

CB~NS-77-002-EN-C — No. 2
Regional development programme for Greenland 1977-1979
1977,50p. (DA, EN, FR). UKL 1; USD 2; 8FR 60.

CB-NS-77-003-EN-C — No. 3
Non-production activities in UK manufacturing industry
1977, 178 p. (EN). UKL 1.60; USD 3.10; BFR 100.

CB-NS-77-004-EN-C — No. 4
Regional concentration in the countries of the European Communities
1977, 124 p. (DE, EN, FR,IT). UKL 2; USD 4; BFR 120.

CB-NS-77-005-DE-C — No.5

Feasibility-Studie lber den Stand und die Entwicklungsmdglichkeiten von
vorausschauenden regionalen Arbeitsmarktbilanzen in der Europdischen
Gemeinschaft

1977, 292 p. (DE + summary in EN/résuméen FR). UKL 4; USD 7.50; BFR 240.

CB-NS-78-006-EN-C — No. 6
Regional development programme Mezzogiorno 1977-1980
1978, 358 p. (DE, EN(2), FR, IT). UKL 6.20; USD 12.40; BFR 380.

CB-NS-78-007-EN~C — No. 7
Regional development programme Ireland 1977-1980
1978, 130 p. (DE, EN, FR). UKL 3; USD 5.80; BFR 180.

CB-NS-78-008-EN-C — No. 8
Regional development programmes for the Netherlands 1977-1980
1978, 126 p. (DE, EN, FR, NL}. UKL 3; USD 6; BFR 175.

CB-NS-78-009-FR-C — No. 9(2)
Les travailleurs frontaliers en Europe
{DE, FR, NL).

{1} The abbreviations after each title indicate the languages in which the documents have been or will be published:
DA = Danish, DE = German, EN = English, FR = French, IT = Italian, NL. = Dutch.
(2) In preparation.



Studies/Programmes
published so far or in preparation in the Regional Policy Series(1):
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The objectives of this study were: to compile a comprehensive, detailed
and up-to-date survey of regional incentives in the European
Community countries; to develop and apply methodologiesforaninter-
country comparison of incentive values; and to draw out policy
implications from both the comparative survey and the comparative
valuations.

The study is in two parts. Part|isa survey of the key features and values
of the major regional incentives in the individual European Community
countries. Itisboth country-specific and largely descriptive, in contrast
to Part Il which is comparative and analytical — involving a comparison
of incentive features and values between countriesand a drawing out of
the policy implications for individual member states and for the
European Commission.

The study is foreseen to be published in Danish, German, English,
French, Italian and Dutch.
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