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GENBRAL EQUILIBRIUM EFFECTS
OF INVESTMENT INCENTIVES IN THE PHILIFFINES

Ramon L. Clarete

A general eguilibrium model of the Philippine BCOnOmMY ic
developed to analyze the effects of investment incentives
in the Philippines. The incentives consist of tax
rebates and duty drawbacks on imported machineries of
firme belonging to industries declared by the government
8% priority sectors. Three policy expEriments are
conducted with the modsl. I the first expriment, the
tax incentives are withdrawn but the investment subzidies

continue to be provided. In the second, investment
subsidies are provided on & uniform rate basis. In the
thirg experiment, Bath thesa eXxperinents are

Simultansously conducted. As expected, the user cost of
capital falls because of investment incentives.
Investments fall the Tiret and third policy experiments
but fali in the second policy experiment. Equivalent
income variation ascociated with these changes indicate
that the incentives improve overall welfare. The study
bowever cautions that a Correct svaluation of the welfare

impacts of investment incentives would have to be done in
& dynamic rather than tatic framework as in this paper,



GENERAL EQUILIBRIUM EFFECTS
OF INVESTMENT INCENTIVES IN THE PHILIPPINES

Ramon L. Clarete™

- INTRODUCTIONM

E?Jta] incentives for promoting investments play an important
e 1n'tha industirialiization strategies of developing countries.

sting typically of duty and tawx exempticns on imported capital
pnt, tax holidavs, depreciation and investment allowances,
ilsr measures, these incentives are not part of the regular
¥ cutlays of the government. However, the duties and taxes
“in granting such incentives have opportunity costs, and
3ingly, it would be interesting to find out if such costs
gh the marginal benefits of the additional capital employed
result of thees Tiscal incentivesn measures.

A related policy issue concerns the' rationing of such
tllﬁt incentives to the firms in the economy through such
B8 as prioritizing the various sectors in the economy with
t to their strategic importance in the country's overall
trialization goal. Such discriminatory schemes for alloceting
tax incentives significantly axplain the way investment
Mirce= are allocated in the economy, and thus the direction of
amic development in such countries.

Paper analvyzes these policy issuss using a general
hr:um model . The foecus of this study. is on the duoty
“ih Hs and tax rebates on imported capital! eguipment in the

Mlippines.

Mon® of the ewisting empirical work on Philippine investment
IAcEntives measures have been analyred in a general eguilibrium
Betting. Gregorio [1979) computed the effects of these incentives
the effective protection enjoyed by Philippine industries. The
ipacts of these incentives on the rates of return of industry and
3 factor prices and use were calculated using a partial
~ilibrium model by Manasan {19B86). Sicat (19&67; 196B) and Sicat
Nt Hooley {19468B) argued that the country’s investment incentives
daw were Inadequate to absorb the growing labor force because of
ings constraints, complicated administrative procedures, and
Fairly regulated investments policy in the coumtry. Other studies
@n Philippine incentives measures did not attempt to guantitatively
2lyze these measures {B.g. Manasan, 1988; de Lecn, 1981).

A dyrnamic applied general equilibrium model of the Philippines
fonsisting of twelve sectors was designed with 1989 as its

¥ Rszsociate Professor, School of Economics, University of the
gilippines, Diliman, GQuezon City. The author is grateful toc Mary
Pabilona for research assistance.
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befichmark pericd. This was NEveEnsac; sincdzxnisting applind general
equilibrium models of the Phi ippine econcmy are mostly static in
nature (Clarete and Roumasset, 1985; Clarete and Whalley, 1791;
Habito, 1983). The existing dynamic genersl equilibrium model- of
the Philippine economy (Go,  198B;:  Gampay and Gotsch, 1952 are
designed to analyze policy messures other tian fiscal investment
ANCENTIVES.

In the next section, the pape- gives an overview of the
gEneral egquilibriusm model used i this etudy. cIno EEctinn wre Rii-
discusses how investments and savings. are incorporated into the
general eguilibrium model. This is followed with a review of the
current investment incentives measures in the Philippines. Section
8 describes the empirical da*a wWhich were ussd to calibrate the
Philippine model as well a= the cata on Tiscal investment mpasures.
The empirical results of the study are presented in the FTifth
section. The:  study’'s | main findings are' summarized in  kEhe
concluding section.

I1. OVERVIEW OF THE MODEL

The gensral equilibrium model used in this study is for a
small open ecenomy. It consists of twelve production sectors, sach

of which produces an import substitute and am exported good. ' The
respective production technologies in these sectors Use § constant
e#lasticity transformation function (EET) between:  the import

substitute and the exporicd good (ses Figure 13-

Thers are three primary factors used in BYery production
sector; namely labor, Capital, and a sector-specific factor. Labor
and capital arg perfectly mobile in the model. The SeCctor—-specitic
Tactor consists largely of fixed capital inputs in production. The
three factors are combined UBing & constant elasticity of
Substitution (CES) function to generate the va#lue added of *he
SEC Lo .

Intermediate lrpuis are used in fired PFroportion to skota)
proguction of the sector, Tha - individual Commodities uspd a=
intermediate inputs are “irct aggregated using a Leontief function
o produre a compasite intermEdiate input. This composite
intermediate input is then combined with the value added in that
sector to produce tne icint output of the sEsctow. A Leontiet
tunction is. used in 2ggregating the wvalue added and the composite
intermediate input.

Tne individuai dntermediate input. used in prﬁhu:tiun ig an
Armington—aggregated good. From a moteling point of wiew, it ig
convenient to form twelve additional production sectorsy Each of
these produces an Armington-agoregste good: whose inputs include an
imported good and its local Substitute. These goods ars i, R o
demanded both for intermediate and final use. Biven thisg Siruciure
of production activities, locally prodguced QOOCS &Fe thus ysed anly
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jput= in the Armington-sectors and for exports. &ll the other
demands in the model are supplied with Armingion-composite

The country is a price—taking economy in both imports and
Bris. A modeling problem associated with small-open economy
Bel= Jnvolves several sectors not producing  at  all  in
shterfactual sinulations. As is well koown in trade theory,
: €ion will drive those tradable sectors in excess of the
”;j Bf primary factors and relatively inefficient compared to
E=st of the =conosy 1o shut down in the counterfactual
LEbriiim . This problem does not arise in the model for two
. One reason is the inclusion of sector—specific factors in
2 which then ensures that we have at least as many non-—
(faciors as there are sectors in the model. The other reason
Bt We are assuming that local and imported goods are less than
Etly substitutable.

1S only ong aggregate consumer in the model. He is
the primary factors used in production which then
his income. His income is allocated between current
consuUmption. Current consumption in turnm consists of
}y*tﬂn-cnmpusite goods, while Tuture consumption is made
# various investment goods the consumer is willing to
B any given time period.

e

K

s
-
HE

nent imposes the following tax measures. AN excise
at the manufacturerer’'s level or at the border on
ms. £ wvalue added tax (VYAT) is a general consumption
i eel using the credit method. Primary agriculture and
& ars exempted from the VAT system. From a modeling
it would have been conwvenient to treat the VAT as a
X on value adcded. DBut due to an on—going policy debate in
BEry, it is crucial to retain the credit method of
#cting the VAT in the model.®* The VAT is therefore modelled
onsisting of a sales tax and tax credits on the intermediate
its. Imports are covered by the VAT.

in adaition to the excise and value added taxes, imports are
taxed a duty based on the border price of the imported good in
bf the local currency.

model alsoc incorporates the corporate income tax. This

featurad in the model as a tax on the profits of each

- u sector. Since profits are the imputed earnings on

mor-—=pecitic factors, the corporate income tax is therefore

portant in explaining the investment decisions made by agents in
model .

L.

* This policy problem is described im Clarete [(1991).
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Out of its tax drcoms the nowvernepent demands goods  sSnd
services o produce government services. This is featured in the
model with a utility function of tho government whose arguments
include the consumption &rmd invesiment demznds ot the governsor:
sector. Investment demands of tha government are assumed tu be
applied only in the services sector of “Ae model ., That iz
government owned and ocperated corpSrations (GOCC) are not -op+egl
in the model.

The model is calibrated to Fiaalipoine pconomic data for fhe
YRR AT The substitution eslasticities which wunderlie *he
calibration process are all assumed *o be s#qual to one. The applied
general squilibrium model of the FAilippine EConomy is solved using
the MPS/BE (versicn 1990) algoriths {Rutherford, 1989).

In the next section, the paper describef how investments and
savings are featured in the model.

I1I. CAPITAL FORMATION AND SAVINGS IN THE MODEL

The standard analysis on the pffects of investment incentives
applies the concept of the "user cost of Capital® (Jorgenson, 1943
Auerbach, 1983; 1990}, defined as the shadow price of capital to
which investors will #Quate the marginal product of capital. This
incorporates the cost of credit and the economic depreciation rate
net of the present value of investment incentives.

The amount of investment a firm warts to make lor equivalently
the level of capital stock & firm wants +o Employ in orodoction in
period =) is obtained from Bouiving Lhe tollowing optimization
problem:

2 - {ﬂ_-r'f]-ﬂ_t_ Kia a 13
R R e

where V is the net pressnt valus oFf the grnsa“ﬁnveatmEnts in time
period =, Ke, which is equal to capital investments made in period
2 and the depreciatico cost FEr pBEripod 1is BKi: Te ic Ehe pavment
for services rendered tw Lthe capital s¥ock in production in''period
t. s ie the corporate income tax rate and T is the value of fiscal
investment incentives. i is the Cpporlunity cost of money used to
discount future to oregent valum TET I e e g pricg of the
capital asset in pericd =.

if the firm is in short run equilibrium in period & and
expects that m, which incorporates the optins! mix of the variabie
factors of production, to persist tg perpetuity at ite levsl in
period s, then the optimization problem can be ErXpressad as

g




1- 3
Max v, - DE _ pEimk, (13 (2)

The Tirst order condition of the optimization problem is given by:

{1-1:}%,:, - pX{1-T) t4+8) (3

This can re-expressed in a form which portrave the concept of the
u=er cost of capital:

T,

do(x _ (i+8)p, (1-T)

~ oK,

(4]
= _pf {1—1‘]

Ee¥) i= the production function of the firm in which: =11

FEable factors (e.g. L and V) are optimally combined. p= is the

ucer price of 0. The right hand side of eguation (3] is the

*r oSt Of capital, which consists of the the marginal cost of

producing the capital good (p™1, the corporate income tax rate {7},
2 investment incentives (T}, and the cost of fundes, 4.

Fiscal Investment incentives, I, lower the user cost of
fapital {c} and accordingly increases the desired level of capital
Stock. Since the rate of depreciation and the capital stock 'in the
freceding pericd is known, the desired level of capital stock
pbtained from this optimization problem alsg teils how much
Investments the firm is Willing teo make in period s.=

Since corporate income tax rates and fiscal incentives are
tor-specific, the user cost of capital is specific o TthHe

* A related concept is that of the effective tax rate which is
effective wedge "between the rate of return on investment and
ne rate of return on the savings used to finance the investmpnt"
fXing and Fullerton, 198B4). Auerbach (1790 decomposes thiz rate
£33 consisting of fTirst, the wadge between the "reguired rate of
return r and the corporation's before—tax return® and gecondly, the
Wedge between r and the return to the firm after all taxes.

=



sector:

oy = {i+5}p‘[1 +

If T4 is the solution to ¢he optimization problem (eg. 1) for
a2 particular firm f.: 'then
1 By llov g
K i i
P {i*ﬂ'} g R ey
(5]
e 3
<7
Pr nof Capital Boo

There is one homo
produced locailly using

I

which transforms producer

fixed proportions. Th
{8=1) or imported [g=27

g
}

function to produce a COoOmE
input into the Leontief P

= =1

The total supply
capital in the economy

with the rew Capital good produced
additional capitail sURply

pEring .

In Koopmans and Hanser

consisting of sectors w
which utilize new vin
identical producer
Capital are stuck with

until their sector-specific capital is comol

n' ol MNew Cspi

tage capital,
good .

geEnecus =uppiv of a capital good which is
the following productiss function:

w 2 -
E_JEFEQEI";'E]FI

“3}

§oods into the homogenous capital good in
producer goods are =ither locally produced
The two are combined in 8 CES productimn
Osite producer good which then becomes an

roduction function for the capital good,

al ad

T

of wariable
iz updated at

and Tiwmeg (sector-specific)
tha end of every time pRriod
in that time period. But these
becomes productive only 4n the next time

(1972), the economy is modeied as
1Tize cid wintage capital and otherc
both of ‘which produce the same
with the ‘gig vintage
capital that they Fawe
etely depreciated. Tha

hick Gt

Those sectors
the amourit of fixed
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sectors with new vintage capital u
BvEry time period with the new capi
that time periocd.
sectiors,

pdate their supply of capital
tal goods that are produced in
Also, the new vintage capital is mobile between

What this leads um tc is that the new capital that is produced
in every time pericd is @ither used as sector-specific or wvariable
capital, But rather than introducing old and new vintage capital
production sectore which increases the dimension of the model
considerably™, we use the follswing Wiy of allocating the supply
of nEew capital good (see also Figure Z2}:

TI‘:FJJFRIF -H} ah u -I.-ln 2- Boiow rH— tE]

e,

The rationale is that of all the Capital good supply produced in a
given time period, there is really a part of it which is truly
varisble. Structures (e-g. buildings, office spaces) for example
Can be used by any production sectors 1in the economy. Other
capital goods becomes part of the economy’ s fixed capital formation

which is specific to the sector.
av i =
The aggregate consumer in the mod&l is assumed to maximize the
following intertemporal utility function:

i,

-H’I H{E{;f EDI-I}
subjsct to:

c
3 Bitie + Plenean) . e

T

® C denctes the vector of current or future cansum
vactor of expected future prices of
Peehold s disposable imcome.

ption. p™* s
these goods. ¥2 is the

) We can break down this utility maximization problem into first
roblem of allocating disposable income betwesn savings and

Frent consumption, and into allocating each of the two into their
ponent consumption and investment demands.

Eﬁppuse the wutility function of the COoOnNsSUmEr can be

= This is what Rutherford (19E%) calls as the

tthe curse of
EIionality" ",



represented by a Stone—Geary utility function fTor the consumer. .
Let ™ be the marginal propensilty 11U —oh.sunE cut af disposable
income for the period t+k and &, the subsistence consumption.

I
Oy = E My 1niCe: - &), 1

The demand functions associated with this function are:

f vé- ¥ _Tl*.{igi
{ o - g+ 1N o (1+d)

= ) .4 ?ﬂ]_- {11}
(1x5) %

k=-0,1.

i

5 put o
If we restrict the fj's to add up Tto one and ¢ Ehen one*
gets the familiar consumption Tunction or savings functions ot
macro—economics:

o, =-Pe+qrs
113)
g = -Fa+ (1-9) ¥,

The price expectation assumption implied in this derivation is
myopic.

IV. FISCAL INVESTMENT THCENTIVES MEASURES

The structure of Fhilippine investiments dncentives had
undergone several revisions, the latest being the issuance of
Ergcutive Order Mo. ZZ& also known as the Dmnibus Investments Code
af 1987. Before thisz, several pileces of legislaticn were
promulgated modifying these fTiscal measures which origimated with




the Investments Incentives Act in 1947. The incentives provided
fer in this Code are administered by the Board of Investments and
the Export Processing Zone Buthority.

The 1987 Investments Code is & consolidation of the various
incentives and privileges already in place and provides new
mEssures including incentives to enterprises locating in less
developed arwas, privileges granted 4o heolders of the Special
Invastor Resident Visa, incentives granted to regicnal headguarter
and regional warehouse locating in the Philippines and to Tirms
tocating in~the export processing zone. Two of the important
additions are the income tax holiday for enterprises engaged in a
praferred area of investments and the provision of a labor SXpENSES
2llowance for tax deduction purposes. The tax holiday measure was
introduced to make the country’'s investments incentive structure
comparable with  those in other ASEAN countries.

Following Manasan (1988), the country s prevailing incentives
may Le broken down inte three categories, namely tax exemptions,
deducticns, and credit=. The tax pxemptions include the incomes tax
holiday, tax and dutv exemptiocns on imported capital eguipment and
Bpare parts, and tax and duty sxemptions on imported raw materials
usad to produce sxport products. The tax deductions measures
Iinciude ap investment allowance equal to 100 percent of the
Anfrastructure investments undertaken by eligibie firms  in
arecerred areas to disperse industries and where the infrastructure
Vice evetem iz inadequate; and a wage sxpense allowance egual to
mFEent Of the expense. In order to avail of the latter, the
tered firm has to meet the prescribed capital labor ration.
the firm is located in lesz developed area, the wage sxpense
JowWance can go up to 100 percent of the labor cost. The tax

its are for tax and duties on raw materizls and domestic
Atal equipment and spare parts had these items been imported.
# raw materials are limited to those used for producing export
cts.

The firms which are eligible 0 receive the above incentives
Bs, are classifiec into those in pioneer and non-pionger
tries. Additional special treatmant is provided to the former
Bince these firms are in sectors declared by the government as
SFitical in promoting the country’'s industirialization and export
! cemant programs, Thus, non-picneer firms receive income tax
= idﬂ? privileges for a pericd of four wears from commercial
ration in contrast to Bix veéars for pioneer firme. In several
» this period may be extended up to eight years provided the
2er Tirm has met the prescribed local content, capital to labor
io and esarned a net foreign exchange income amounting te at
st 500,000 annually in the first three ywars of operation.

Machineries and capiial equipment which are imported by
igible firms are exempted from customs duties and internal taxes
t 2apply. This privilege is available within five vears from the
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effectivity of the code. A simiiar benefit applies to imporied
stock and genetic materials within ten years fTrom the start of
commercial operation of africultural  prodiucers, a5 well as to raw
materials and intermediate inputs. used N producing ewpart
products.

Investment allowantes for tax deductions are provided up o
100 percent of the cost of maior infrastructuare and public:- atility
investments needed by the Tirm in aress where such infrastructurs
facilities and public wtilities &are ot available. iT ke Eatal
cost of the investments is= not deductec in the vear that they are
undertaken, the remaining balance can b6 deducted in submequent tax
periods. This incentive is intend.d to help disperse industries to
less developed areas of “the couniry. Firms which locate in these
drFeas are slso sccorded pioneer status.

Unlike in other countries, no additicnal investment allowances
are granted for tax deduction purposes. The government also does
not provide deprecistion allowances.

# unigue privilege is allowing eligible firms to deduct up to
30 percent of their direct labor expenses provided they meet the
prescribed ratio of capital egquipments to the mnumber of workers.
The benefit is available within five vears from registrstion of
eligible firms. The purpose of this= incentive is %o partly offset
the capital intensive bias of previous investments measures and to
increase the labor absorption of eligible firme.

Tax credits up to 100 percent of the expenses for purchasing
domestic capital eguipment and accompanying spare parts are
provided within five vyears from the eTtaclivity of ithe Eafge.
APgricultural- producers are also provided a similar bensefit Tor a
period of ten years in their purchases of domestic breeding stock
and genetic materials. ;

Considering that taxes and duties are alsc waived for imported
capital wequipment,. spare parts, bresding stock and genetic
mat@rials, these inputs are practically exempted for five YEAS
tfrom the effectivity of the Code of alil indirget tare=s that apply.
There is of course the extra five years of benefit Which accrogs o
agricultural producers for breeding stock and genetic materials.

Credits are also provided for itaxes and duties gsid  on
Imported vaw materials dE@nd intermediate Inputs: wused din° the
mautacture of export products. Like iIn the case of cagital
squipmeni, spare paits, Dreeding stocks and genetic materials, raw
materials and intermediate inputs used in the manufacture ot EXpOrt
products are practically exempted from applicable indirect taxes.

Other privileges include access to bonced manufscturdnn and

trading warehouss syvstem, exemption fram whisrfage futies ‘=nd By
export tax, duty, impost and fees, and contractor tarecs. Tha=s are
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available to exporters whao are alsc entitisd to tas and duty free
importation of spare parte. Mon—erporting eligible firms are
allowed tax and duty exemptions on  imporied Spare paris
actompanying the imported capital egquipment. Exporting firms are
also esgmpted from local taxes and licenses and from real tax<es on

protfuction eguipment and machineries not attached to . the real
gsLate.

Mopn—fiscal incentives are also provided to investors. These
ME3SUres Include the simplification of custom procedures,
unrestricted. use of consigned eguipment, emplayment of foreign
nationals in supervisory, technical and advisory position within a
period of five vyears Trom the date of registration, and
preferential rates for publicily provided water and electricity.

The Ccurremt investments incentives code does not offer Ny
depreciation allowances, investment allowances other +han for
infrastructure investmeénts, and interest coet allowances for tax
deduction purposes. Accelerated pepreciation allowances used to be
& major feature in the country’'s investment imcentives code until

1981 when it was withdrawn from the list of incentives available to
investors.

Previous Investment Incentives

Hefore the current incentives legisls tion, four related laws
u-r-plilnd by the Philippine government o encourage investments.
Ihe Tirst investment incentives legislation Known as the Investment

mitives Act {RA B184) was passed in 1957. This was fallowed by
.5135 or the Export Incentives Act which was enacted in 1970 to
‘age investments in export producing sectors. Frezidential

[PD}y 1789 ,also known as the Ominibus Investments Code of
was issued by President Marcos in that wvear to consolidate
isions cbhtained in the two Erevious investment
INS. BDatas Pambansa {BP) 391 was passed into law in 19093

115y the #risting Omnibus Investment Code of 1991. EO 226
1987 Omnibus Investment Code.

he country s list of incentives measures had been changed
firough time towards one wWith fewer fiscal measures. While this
has besn made simple, the latest modification in 1987 However
pduced & new mEasura in 1997 — the income tax holiday. This

4 mEaSUre was Intenced o make the countrv's list a=
mpetitive as those in the octher ASEAN countries.

There are important differences of incentives measurec between
lDnEer arc non- pichneey Tirmes and between export and oor-— exporiing
{ « For example, under the tax exemption or deferment measures,
1787 granted full exemption to picneer firms and only half¥ to
- pioneer firms. BF 391 granted full exemption to exporting
FmE, both pioneer and nan=pionesr, full deferment to exporting
Briser firm, and half-deferment to non-exporting non—picnesr firao.

11



In _tThe case of the measure provicing fax 2nd duty credditis: oE
imported capital equipment and spare parts. BP 391 granted full
chedEt. -to: maporting firms, full ‘credit but repayvable o
non=eXporiing piocheer Iirms, and half credit but repayvahles to
non—exporiing non-pioneer firms. This is in contrast to exporting
firms which got non repavable full Tax credit under the sams lawl
In the case ©of tax credit on net-value earned, BP 3I%¥1 grante. 10
percent tax. credit on nex value earned to picneer firms. and =
pErcent to nof-picneer fTirms regardless of whether they are
exporting or ok,

Tariff Related Incentives

Trade—related incentives are imgortent messure in the current
sel of dnvestments incentives. These measures are in the form of
duty exemptions and tax rebates. The government agencies in charge
of supervising- and granting of these measures vary by incentives
mMEAsEUres. They include the Board of Investments, the Export
Frocessing JIone Auathority J(EFIS), ard  Philippine  Meterans
Investment Development Corporation (PHIVIDEC). In order fo awvaii
of these incentives, the firm has to register with the government
EgENCY . Cconcerned. Orce registersed, they have to show their
certificate of eligibility to the Bureau of Customs in the case of
duty exemptions and additional documentsz and other neseded papeErs
which show how much tax credits they are going to get from the
government in the case of duty crawbacks.

Assgsenant Studies

Early studies on the countrv's investment incentives measures
are placed. in. the contes: of  the then—going debate between the
economic nationalists and those who recognize the importance of
foreign investments to spur economic growth and employment in the
country. Sicat (1767) regards the country's pioneering investments
incentives law passed in 1967 as a workable compromise between
Bconomic nationalism and the recognition that foreign enterprises
add to economic nrngFEE5. :

e - gets: the impression from readging the study “that  the
country’'s incentives measures are mainly offered to Fforeign
investors. In the same study, Sicat explains that the fiow of
foreign investments into the country would depend on  the
government s definition of "pipneer aress." He stressed the need
to widen the scope of this definition to enlarge the pfrticipation
of foreign investors. He referred to the rules on foreign
investments as fou sestrictive making the investment climate less
attractive to them, in fturn rFesulting in a slower rate of economic
growth a&and labor Force absorption. Sicat alsoc criticized the
complicated procedure of monitoring and supervising the granting of
SUCh incentives. :

The debate on the merits of uffering investment incentives to
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foreigners was again picked up by Sicat {19&688)J. In this paper, he
Butlined a few arguments in favor of not only offering the Exigting
S8t oOf measures to Toreigners but alsoc of lYiberalizing such
mEasuUres. The arguments are encapsulated in such propositions as
to complement the gap in domestic savings and investments.

technology tramsfers, employment generation, competitic=
enhancement which increases efficiency, and economic interlinkaoges
among wvarious sectors., Sicat noted that foreign investments

{mostly American) were engaged in mining, public utilities, trade,
agriculture and import-substituting manufacturing which has enjoyed
high profit rates as a result of trade protection. H=2 furthaer
nocted that the amount of foreign investments which had responded to
the 19567 legisiation was not sufficient to absorh the growing lahor
force of the economy. The law must be modified further to attract
mora foreign investments as suggested by him in this paper.

Hooley and Sicat {19467 argued that the investment imcentives
will not necessarily alter the aggregate level of investments if
there is a binding constraint on the level of domestic GAViNgSs.
What these measures would accomplish is the reallocation of
existirg mavings into areas with higher rates of return which these
incentives induce.®

[he guantitative links between the package of investment
ifncentives mpasures and the rates of return were BStimated by
Bregorio {(197%). In this study, she computed the internal rates of
return and the user cost of capital in the presence of the
investment incentives messures. She found that the rate of return
Was increased by 2 percentage points as a result of accelerated
depreciation, 2 percentage points due to tax exemption on imported
capital equipment, I percentage points due to the expansion of
reinvestment allowance and 4 percentage points due to additioral
geduction of direct labor and local raw materials cast. The user
cost of capital was reduced by 14 pErcentage points due o
accelerated depreciation, 15 percentage points due to tax exemption
i imported capital eguipment, 10 percentage points dug to tax
sredit for withholding tax on interest on foreign loans, 19.7
points for reinvestment allowances, 3.5 percentage points for labor
training allowances and 18.4 points due to labor expense allowance,

The above guantitative impacts indicate that the measures, if
availed, will indeed affect the level or allocation of investment
FESOUrces in the Philippines. Whether investments have increased
or been significantly reallocated because of these mEasures depends
upon the actual availments of the privileaes. de Leon {1981)
claimed that only L1 percent of total amnual investments enjoyed
the investments incentives. Even if the respective proportions of
savings and gross domestic capital formation to gross national

*This point is not necessarily urigue to the Philippines. See
Shah and Tovye (1978).
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product have increased, there wes no strong reason to belisve that
this was the result of the government' s incentives measures,

Manasan (19856} updated her earlier study (Gregorio, 19793,
focusing on the changes in investments laws embodied in the Omnibus
Investments Code of 1981 and the BP 391 in I983. The 1981 changes
consolidated the incentives measures to investments and sxoorte
contained in two separate pieces of legislation and did Awsy with
some of the measures such as accelerated depreciation allowances.,
BF 3I91 modified several areas Cf fhe investment incentives
provisions of the investment code. WManasan used ine internal rate
of return and user cost of capital to mrasure the effects of these
two laws for a representative industry.

Official Assessment

There is hardly any attempt on the part of the Board of
Investments which supervised the granting of these incentives
mEasures to measurg the cost of the impact of the ifncentives
measures. This agency seems to monitor only the aggregate increase
in investments and exporis and attribute whatever gains the Country
Fas to the investment incentives which it provides and whatever
insufficient investment performance to exogenous factore such as
the peace and order situation prevalriing in the country. HWardly
any pronouncement is made by the agency regarding the opportunity
cost of these investment incentives.

The 1989 Investment Priorities Plam (IPP) contaime 2 few
paragraphs assessing the 1998 IPF. The following are the
highlights of the ocfficial evaluation. There were a total of 288
investment areas in the 1988 plan. YSisxly-iwo percent of thess usre
in the manufacturing sector and 74 percent were in agriculture.
The 1,337 investment projects which BOI supported vielded a tctal
investments of 30.97 billion pesos which 1is' “the highest
investments so far recorded" according to the 1989 IFP, This
amount was 47.5 percent over the 1988 target of 20 billionm pesos
and 164G percent over .the 11.9 billion pesos investment target oOf
the 1937 IPP. These neW investments will provide about 128,057
jobs when the projectes will be fullv moerational. I?is numbor ic
30 percent cover the 1987 figure of 82,101 jobs cresated by *he 1987
investment projects.

The actual distribution investments made in 1980 differsd
significantly with the 1788 IPP. Seventy-{four percent gf the 1988

#ciual investmentis were .o wanufacturing and only 10 percent were
in agricultusa. The ramaining share went to public utilities,
energy-related and tourism—oriented projects. In manufacturing,

the largest taker of investments was the chemical sector, followed
by the emlectrical and electronic products a5 well as the textiles
and garments groups. In terms of number of projects. the largest
taker was the garments group followed by prawns, textiles, cod
products and electrical and electronic products.
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The regional dispersal of enterprises which was one of the
sbijectives of the 1988 IFP appearsd toc bDe given a boost. In 1983,
the share of Metro Manila in the total investment projectis in 1788
tat least those supported by the BOI) geclingd to 47 .4 percent fros
=9.3 percent in 1987. The BOI a*tributes this change to it
locational policy.

V. ECONOMIC EFFECTS OF FISCAL INCENTIVES IN A STATIC FRAMEWORK

In thise section, the results of the analysis on investment
incentives using & static general eguilibrium model are presented.
As mentioned in the introduction, the focus of the study is on the
duty drawbacks and tax rebates on imported capital eguipment. But
before this, we discuss the salient features of the data on fiscal
incentives and™indirect taxes and how they are used in the model.

Indirect Taxes and Fiscal Incentives Data

Tables | shows the indirect and corporate tax rates of the
Philippinge economy using data for 198%. These raties reported in
Table B are adjusted %o take into account  the inefficient
administration of these taxes and the duty and tax forgone as =
result of the Tiscal incentives. We describe briefly Itheso
acjustments.

Let t, 7%, =, and 1 be the book rate, actual tax revenue rate,

implicit subsidy rate due to incentives, and leakage rate dus to
imperfect enforcement of the tax or duty. Then E-1 = T%+8 = T.

If thare are no fiscal incentives, then the tax rate [(T) should be
il

Since we are moceling fiscal incentives as well, we have to
tr@at the government as receiving the actual and forgone revenug oo
the tax. Thus the average tax rate that is used in the model is
gsaual to 7 or the effective rate.

The duty or tax drawback incentive rate, Biy, is egual toc -
(1 . —1,) if the incentive applies to the entire volume of imported
good. Since only a portion {e.g. say @«) of the total imported good
i is rovered, then s; is egual to - af{ts*+l.]. These tax and duly
drawbacks are applied only on the importation of machinaries in the
model .

@ is estimated using the proportion of the data on tax and
duty forgone by the government as gstimated by the Taciff
Commission. In 1989, the amount of import duties forgone amourtEa
1.35 biliion pesos while the amount of tax revenue forgone (Tcor
both the erxcise and the value added taxes) was O.%8 biliion pesos.
The proporiticons of excise ang value added tax rebates are obtained
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from the actual proportions of the two tax revenues to their total.

To obtain the dats on indirect tax rates in Table 1, the book
rates "are “adjusted For ther taw and duty Torgone and CPhE
inefficiencies in tar en{orcement. This is done in the following
Way:

s F+D G
s D ]Lf

; {rj+srj}a'jj

where R and D are respectively the actual revenue and the duty and
tax rebates. This adjustment implies that the 'inefficiency in tax
enforcement is equally as bad in all sectors in the economy.®

The government then uses the duty and tax forgone on imporied

machineries +to subsidise investments. The walue of fiscal
investment incentives, T,;, discussed in section il is estimated
using the data provided in Table Z, Table 2 1is about the eguity

investments in projects approved by the Board of Investments, which
are g#ligible to receive the fiscal incentives.

The proportions in Table 2 are uzmed to allocate the total tax
arrd duty Torgone to the wvarious sectors in the model. These
proportions. are further adjusted to take into account the
impor tance of capital sguipment to the sector. 7This study assunes
that owing to the relatively lower capital intemsity of the primary
agricultural sectors’ (sectors 1,2 and T). thess socorors do oot
receive any of the incentives in the form tax and cduty drawbacks on
imported capital eguipment. If this assumption is an ipcorreck
Btatement ‘about the Philippine economy, the error that it causes is
likelv to be =small.

Table 3 is used to allocate the aggregate investments reported
in the country s national income accounts to the various sectore of
the model. Table 4 shows the way fiscal incentives are-allocated to
the various sectere of the wodel gsinp theinfTormation described din
the preceding two tables.

Policy Experimgnts

Three counterfacteal alculatione Were consucted in this stodys
One simuldticn involves the withdrawal of the duty drawback and tax
rebates applied on imported machineries while continuing the
subsidies on investments. The second policy experiment retains the

= The ideal approach should have been to get sscior-spocific
l@akage rates but this kind of infurmation is not available.
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Tax and duty drawback scheme on imported machineries but provides
ithe =subsidivs on an egual rate Dasis. In doing this égjerimgnt, &
endogenous uniform subsidy rate on investments was computed subject
to the same level of real government spending. The third simulation
withdraws the entire package of tax and duty rebates on imported
capital equipment as well as discontinuss the granting of
investmant subsidies.

These simulaticns are chosen to address the two policy issues
mentioned in the introduction, namely the opportunity cost of
Tfiscal incentiwes angd the effect of a discriminatory scheme of
allocating such incentives.

User Cost of Capital

Table 3 shows the changes in the user cost of capital by
sector.. The components of this cost include the marginal cost of
producing the capital good and the sector-specific investment
subsidy rate and the corporate imcome fax rate.

The withdrawal of the duty drawback package of incentives
{Case A} increases the user cost of capital. This is because the
policy change increases the cost of producing capital goods in the
BCoROmY . With the duty drawback scheme removed, the cost of
imported machineries rises and with that, the cost of producing
capital goods. Except for services, all the sectors display an
almost uniform rate of increase in the cost of capital good. The
cost of capital for the majority of the sectors increases by O.75
peErcent, while that for services rises by close to one percent.
There seems to be & pattern that the smaller the valume of
investments the lower the rise in the user cost of capitsl. For
Bxample, the primary agricultural sectors have the lowest and
BErvices have the highest percentage increase in the user cost of
capital. The cost of machineriee increase less than those of the
other manufacturing sectors because this sector receives a higher
rate of investment subsidy.

Making the investment =subzidy rate uniform (Case B} also
intreases the user cost ol capital, although at & lower rate than
iy the case of removing the duty and tax rebate package of
ir-=ntives. The result apparently is consistent with the
eipzctaticon that s uniform investment subsidwy BRCoOUrages
investments everywhere in the economy. In order to attract
resources into the capital good producing sector, the marginal cost
of producing the capital ‘good has £to rize.

The decline in the user cost of capital for services is a
result of the adjustment in government invesiments. In this policy
@xperiment, we are computing a uniform subsidy rate subject to
holding the real government spending constant. By making the
subsidy rate uniform, the government’'s obligation in providing
investment subsidies rises as the volume of investments in the
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ECoOnDmy INCrEasSES. Since the total government spending is held
constant,; a reallocation of such spending cecurs. One such fftem in
the government’'s budget which declines is government investments
which are all applied in the services sector. Thus the demand for
capital good in the services sector declines and accordingly this
reduces the user cost of the capital good used in this sector.

Removing both the duty and tarx rebates on imported machineries
&% well as the investment subsidies also increases the ucer cost of
capital. This percentage increase is lower than that in case A
because investment subsidies are discontinued causing investments
in previocusly subsidired sectors to decline. This increase is
higher than that in case B because the cost of imported machineries
increases with the duty drawback removed, which causes the cost of
producing the capital good 1o rise. The cost of capital in the
sSErvices sectior rises by more than that for this sector in case &
Because this sectocr has the largest wolume of investments. and
accordingly has to make the largest adjustments resulting from the
increase in the cost of producing the capital good.

Changgs In Investiments

Table & shows the effects of these experiments on the volume
of investments. In Case A, total investments decline by roughly &50
million pesos when the fiscal incentives measures ars withdrawn-
This is consistent with the result obtained for the user cost of
cCapital. 5Since the cost of capital is higher, the amount that is
demanded of the capital good decreases. Majority of the downward
adjustments in investments occurs in the services sector.
Agricultural processing is a far second in terms of reduction in
investments. Ihis sector consists of construction, public
utilities, trade, financial and personal services, and accordingly
is fairly large in terms of output. OFf the 92.481 billioco pesos in
investments in 1989, &£5.49 billion pesos are in the services
sector, and mostly in the financial services firms based on +the
gata published by the Securities and Exchange Commission {(ses Table
S}. Thus based on the results that we are getting, it appears that
the financial services secior will receive eslightly less
investments if the fiscal incentives are withdrawn.o-

.. The agricultural processing sector is next o services in the
size of investment cutbacks. Consisting mostly of food, beverages
and . tobacco, this sector is at ieast a third of the country s
entire manufacturing sector. About 57 million pescs in~investments
are expgtied o cisapoeer if the fiwzal ipcentives @re withdrawn.
This figure is roughly an insignificant percentage of the 10
billion pesos of investments made in this sector in 1989,

Matural resources, textiles, wood and pther industries also
get lower investments in the range from 10 to 20 million  pesos.
The remaining sectors of the model also experience cuts  in
investments at the rate of at mEgt 10 million peEsos.




These numbers on changes in investments appears to be
consistent with what is observed in existing studies that the
fiscal incentives measures hardly change the investment behavior of
businesses in the country {e.g. see Manasan, 1977). A word  of
caution aught to be menticned here. The nackage of investment
incentives which is offered by the government consists alsoc of
depreciation and investment allowances, tak holidays, and related
measuras and these are not considered in this study:. This is a
plausible reason why we are getting insignificant oumbers “in
investiment changes when the tax and duty drawbacks are withdrawn.

.

In case B, we expected increases in investments because both
the Tiscal incentives are in place and the investment subsidy rate
is made available to all sectors at & uniform rate basis. a5
discussad above, government investments go down by 312 million
pesos. Jt is interesting to note that the reduction in the user
cost of capital as a result of the decline in government spending
stimulates imnvestments in the services sector wHich obtains cver a
billion and a half pescs of new investments.

Case C results are similar to that of Case A. & total of &80
million pesosof investments may be cut as a result of withdrawing
the entire package of investment incentives based on the duty and
tax rebate scheme on imported machimeries.

Wglfare Effects

Table 7 shows the welfare implicetiomns o©of the policy
expEriments. In the benchmark case, the real income of the
government amounts to 107.14 billion pesos while that of the
private sector is 777.389 billion pesos. The total gross domestic
product of the economy is 884 hillion pesos. In case A, the
geveErnment’s real income rises to about (09 billion pesos because
cf the elimination of the tax rebate and duty drawback incentives
applied on imported machineries. However, that of the private
sector falls to 774 billion pesos. The economy is therefore made
woree off with the elimination of the fiscal incentives for
investments. The equivalent income variation is about 310 million
prsos or .04 percent of the benchmark gross domestic product.

The policy experiment conducted in case B involves retaining
the tax rebate and duty drawback incentives but making the
investment subsidy rate uniform to all the sectors in the model
subject to holding real government spending constant. Thus, the
real income of the government in Table 7 for case B is the same as
in the benchmark case. The real income of the private sector falls
slightly to about 80 million pesos. In case C, the real incomes of
the government and the private sector fall by a combined amcunt of
520 million pesos, representing .0% percent of the benchmark gross
domestic product.
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Can we conclude on the basis ot these numbers that the cur-ent
package wf investment incentives are Parato—superior to the
alternative policy environments concucted in this study? The
numbers cannot be used to support this statemenl SinNCE thess are
static welfare impacts. g correct evaluation of the welfare
implications of the policy experiment would have To involve
computing the present value of the stream of real incomes accraing
to the government and the privaite SECLOrS 05 thie sconomy which are
indured by the policy environment and comparing this with the
benchmark Sgoregais incomne. Thus, we do not have any ground to
conclude whether the economy ls macde betisr Or worse aof T by the
$iscal incentives measures which are analyrzed in this study.

Being small relative to the benchmark Tigures, these numbers
appear to teli us that the fiscal ipcentives hardly matter at all.
Manasan {1979} has argued that indeed this is SO. On this issue,
cne should distinguish between the level of the distortion from the
incentive structure which the distortion causes. The size of the
changes is affected by the lavel of investment subsidy. This
aumber is Z2.567 billipn pesos, hardly a percent of the gross
domestic product. If we calibrated the model to 1988, we would
hHave been working with over & billion pesgs of tawd and duty Torgone
dus to investment incentives and clearly the egquivalent income
variation would have increased significantly.

it is the ipecentive structure induced by the fiscal incentives
measures which is worrisome. This structure tends to accord more
imvestment resources o a porticn of the economy which are deemed
important in the government’'s industriaiization strategy. ks
figures on investments, although small, indicate that there are
significant investment allocation efigctis of the Tiscal incentivas.
What is the long run welfare implication of such an incentive
structure? Is the economy better ot under the current invesiment
incentives program or under an alternative cne such as for example
making such incentives uniformly available to all sectors (Case C}.
Unfortunately, thess issues cannot be addressed in a static
framework .

YI. CONCLUSIONM

This paper develops & general equilibrium analytical fram
for analyzing some investment incentives measures currently used b
the Philippine government and applied it to analyze the static
gconomic effects of such measures on the user cost of capital,
investments, and econonic welfare. e current, package af
incentives measures consisting of tax rebate and duty drawbacks of
imported machiperies and which are apportioned to the various
producers of the esconomy on & priority/non—priority raticning
scheme may be described as inducing two sets of policy distortica.
gae ie that it wakes imported machireries Ccheaper fhap  oiEher
imported products in the economy. The other issue is that the
package discriminates among the various industries or +iras in
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allocating such subsidies. The paper eramines both issues in =2
static framework,

The withdrawal of the duty drawbeck package of incentives
{Cazse A) increases the user CosSt of capital because by withdrawing
the tax rebate and duty drawback incentives on imported
maCNineries, an important inpuat in producing capital goods, the
govermnment increases the cost of producing capital goods in the
FConomy. If the inpvestment Bubsidy rate iz made uniform iCase B,
the user cost of capital also rises, although at a lower rate than
i the case oOf removing the duty and tax rebhate package aof
incentives. These effpcts 8180 hold in cage C ~han boihk changes A
and B are applied. Thus one can conclude that the current package
of incentives examined in this study has the effect ot lowering the
user cost of capital.

The response of investments to these changes in user cost of
capital is mixed. In both cases & and Cy investments fall because
af the withdrawal of the tax and duty drawbacks on imported
machineries. In this case, the supply of investment good shifts
ieftward increasing the cost of Capital and reducing guantity of
investment good demanded in the economy. 3ut when the investment
Bubsidies are marda= wniformly available to all sECtors, which also
increases the usgr cost of capital, investhment risem. This implies
that the increase in the demand for investments more than offsets
the decline in investment demand in the pricrity sectors. 1In case
Cy it appears that the shift in the supply curve dominates, that of
the decline in demand cauzed by the eliminating the investment
Eubsidies.

In all three policy experiments (A, B and C}, the economy is
Worse off in a static sense.  But these results cannot be used to
conciude that the rcurrent package of investment incentives are
Pareto-superior to the alternative policy environments canducted in
this study. A correct evaluation of the welfare implications of
the policy experiment would have to involve computing the pressnt
value of the stream of real incomes accruing to the government and
the private sectors of the ECOnomY Which are induced by the policy
environment and comparing this with the benchmark aggregate income.
Thus, we do not have any ground toc conclude whether the BCORGmMY i
mace better or worse off by the fiscal incentives measures which
2rt znalyzed inm thig Btudy .

The incentive structure induced by the fiscal incentives
meazures which tends to provide more investment resources to
priority industries i= an important policy corcern. The results aon
investments indicate that there are signhnificant investment
allocation effects of the fiscal incentives. Would the long run
welfare implication of such an incentive structure be beneficial to
the economy? Would the gconomy be better off if the government
simply allocates investment subsidies in a non-discriminatory
manper in the long run? These questions are not addressed in this paner.
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Table 1

rverage Indirect Tex Hates
{in percent)

Sector Tartty Excize Tax VaT

Rates Rates Rates
oS 5 B Lo o D
Livestock 2e.91 Q.00 . Q0
Fishary 23351 G 00 000
Nat. Resources 11.7& 221 1.14
Ag. Processing 1. 85 TLBT 1.3%
Textiles T A Q.00 1.560
Wood ,Paper & Rubber by e .00 .87
Chemicals 19.63 .00 125
fetroleum Refineries 13,29 9.891 Q.00
Machineries 21 N 20.34 1.50
Tther Industries 23.435 .17 1.560
Services Q.00 Q.00 i1.28
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Eguity Investments In Projects Approved By the BOI: 1707

Table 2

{in billion pesos)

Sectors Amount Share
Rgricul ture 1604 .94 4.05
Fishery 838.92 Z2.11
Mining 3144.08 F-91
Manufacturing 26909.77 &7.81
Energy-related projects 82.356 0.21
Public Utilities 260,19 0,65
Export traders a4 .27 0.14
Commerce BiTF.458 Z2.08
Service exporters 17.23 Q.03
Tourism Oriented Projects Z2895.02 T-I0
services 1359 .28 S.65
Construction 19.10 Q.05
Financial institutions 2 0.01
AReal estate 1651.38 .38 ¢
Regional neadguarters 19.&7 R }
Bll industries 395348 . 338 300, 0 I

Source: Mational Statistical Coordination BHBoard
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Table 5
Capital Investments of Mewly Registered Domestic Stock
Corporations and Partnerships By Sector: 19379
[in million pesos)

1
Sectar ﬁ@punt Share
Agricul ture, Fishery &

Farestry 256.30 5. 1%
Miming & Quarrying o 2.61
Manutacturing 1902 .30 23.4°7
Cornstruction ETh.18 .41
Electricity, Gas & Water .53 Q.01
Trade 1015.58 12.54%
Financial Sector 3871.85 47.81
Fransport 274.81 T.aY
Servites 2e9.27 Z.5986
A1l Industries BO0%8.91 100, Q0

spurce of Data: Securities and Exchange Commis=ion
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Table 4

Computing Incentives Rate For the Twelve Sectors of The Model

B oy

Bliocator (im

Amount {in

Sector percent; hillion pesos) £

f Invest= Incen— Invest Incen— Incent E
ment tives ment tives ives i

Rate i

(%) R

Crops l.6&67F 1.54 E
Livestock and Poultry Q.81 Q.75 :
Finhery HERTLE T k
Resource Industries Z.81 8.12 Z.51 ©.22 7.88 |
Agricultural Processing YEFS I2.7F 10.5% Q.88 F.0g
Textile,Apparel, '
Ftiwr & Leather = 0 9.14 2.53 0. 24 .08 |
Wood,Paper & Rubbar 2.30 &£.55 2,43 Q.18 9.08 |
Chemicals 1359 4.027 1.2%9 ;4 B I G.08 i
Petroleum Refineries 1.87 4.23 L B o1 9.08 !
Machineries and I
Transport Eguipment L+ 358 10,73 1.47 oL 29 28 .29 E

{ Other Industries 2.23 &.43 2.086 0.17 .09
Services 70.72 .. 17.91  65.49 0.48 0.78 |
100 .00 100,00 F2.561 2.47 .
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Tabhle 5

Percentage Change In Prices of Capital Goods, By Ssctor

Sector Case A Case B Ca=sa T
Crops 0. F33Z 0. 4587 0 .&17F
Livestock 0.7F332 O.48582 D.61Y27
Fisherwv 0.7532 D.a8582 0.&127
Matural Resources v i P 048683 0.56123
Agricultural Processing 0. 7333 0,48583 D.&6124
Textiles R G.468B3 0.&1248
Wood, Paper and Rubber o S 0.558B3 T.5124%
Chemicals U TNES 24683 Q.61724
Fetroleum Refineries O TF335 O.45883 O.5124
Machineries 0.7334 oO.86B80 Q5127
Other Industries 0. T3ES T. 5683 D.&125
Services 0.9933 -Q.0388 1.1617

Motez: 1, Im Caze A, the duty drawbacks and -tax credits are
withdirawn.

2. In Case B, the discriminatory manner of prowviding

investment incentives is replaced with a uniform subsidy
rate on investment purchases.
2. Both cases A and B.
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Table &

Ehanges In Investments. By Sector

{in million pesos)

Secior Case A Cazm B Case C
Crops =7 B Xe.5% -£.72
Livestock -5.82 1933 -2.34
Flslhery = e 14.88 -Z.24
Matural Resources =13.28 57 .31 -Bs13
Agricultural Processing =827 .30 291.50 =5 20
Textiles =16 .08 B81.27 .83
wood, Paper and Rubber ~11.67 =9.10 - E
Chemicals A & IS 72 -8 32
Fetroleum Refineries =7.43 37 .66 —4.535
Machineries =B %2 45.17 -5 .44
Other Industries =11 .30 97 22 =& .52 i
SErvices - T9e . 50 1649 .70 =471 .80
Government Investments =109 50 =312.20 -118.50

Total —&654.485 2088.21 =680, 62
§

Motes: 1. In Case A, the duty drawbacks and tax credits are
withdrawn .

2. In Case B, the discriminatory manmer of providing
investment incentives i= reglaced with a2 wuniform subsidy
rate on investment purchases.

3. Both cages & and B.
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Tabkle 7
Helfare Effects of Investment Incentives
{in billion pesos)

1| 1 |

Scenarios Gov't. Private Total

Real Income

Ba=e Case 107 .14 77T .28 284 .52
Case A 109 .25 TT4.95 Eg4. 21
Case B 107.149 TIT il B34.48%
EaEE_E 111.90 i e gg4.11
Percentage Changm

Case & Lo F —0.31 =0.048
Caze B Q.00 =01 =001
Casza C q .44 Q.47 =0 .05

Motes: 1. In Case A, the duty drawbacke and tax credits are
withdrawn. ]

2. In Case B, the discriminatory manner of providing
investment incentives is replaced with & uniform subsidy |
rate opn investment purchases.

3. Both case= A and B.
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Figure 1. Production Technology Structure
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