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ASSTSTANCE A I PPE-INVIODONT SUAGE AS AN 10 W ITTVE MHASUMY

Issues for discussion

on the expareion of private foreiyr investument 1n developing
countrics is ¢ absence of fully fermulatea projectis ready for
implementation -— or of orsanized facilities for their 1wdentification
and preparatioa’,

"It ie generally acknowled-ed that one of the primary restraints

United tations: Forcisn Investient in
Jevelosins Conntrieg

I.  INTRODUCTICN - TFE PTCBLIM

1. A local cntrenreneur wishing to establis% a new industrial
project in a developin: country faccs a number of oobstacles or
difficulties a* the pre-invectment stace. He is often unfanmiiiar
with the techmolosy of ithe industry and lacks recilitics for
selecting the rost appropriate ranufaciurins process and sonrce

of supply for machinery and equipment. DExperienced nanagement and
labour regquired arc noi readily available and he wiil have to rely
on cevelovine these skills and exwerience. The risks involved can
therefore apieur very sreat, pariicularly in the case of plante

requirin’ subotantial capiial investoent,

2, A good feasibility study can help reduce these risks. However,
even tuch a study involvee a risk that the expenses and time incurred
by the potentisal investor will remain urrewarded if the project is
not implomentu, The incentive effect of acsivtance atv the pre-
investment sta-e depends (a) on atiracting a corestic and/or foreipn
investor's intcrest in the project, =né (%) on reducine the coct and

rigske involwved in stwlying the feasibility o the project.

3. This paper will consider the issues involved in formulating

assistance at the pre-invesiment stage as an incentive meagure.

II, SWmVEY OF ISSU.S "aTS'D

4. A range of issues arises when considerinz this type of
incentive measure. This section lists as nory as possible under

the fcllowing nheadings:




A+ What forms can this assistancc take?

B. What type of enireprencurs benefit mos) from
thir asristance?

C. Which proects should be covered?

D. What type ¢f machinery has been used to
cffer such ausistance?

E. How effective ia this type cf incentive

compared with other incentive measures?

A, Uhat forme can this assistance take?

5. Assastance at the pre-investiment stage with the formulation

of an industrial project can take a number of forms: (a) the

identification of au i wvesirent cpportunity in the torm of a

preliminary study; (t) a feasibility ctudy; (c) cetailed :
enginecrin: swudies for the prejoct;  and (a) adhoc advisory

ascistance to potential nvestars in stuayinz the feasibility of

& progect. For v purpose of this paper, tnese lorms will be

definev 1n tir. rollowin® way.

6. A thoroun relumingay stwly of the project wonld demonstrate

that A Jocal narke. exitts for the prodact and examine both existing
and projected fuiurc demand and existin- and rotential rfuature sources
of surply. Tt woull justify the anticipated s2llinc price for the
product and examinc 1te dependence on leriffs or other forms of
protection. ‘he proposed size of plant would te siven and a rough
guide to its cunital costo, Availabilily and price of raw nateriale,
power and other utilitice would be verified. A rough estimate of

the operat.n- prcfit would Le provided,

T. A feasitiliir siuiy of the project would cxamine these aspects

of the projgect rore careiully, verify the iechnical and financial
soundness of the p-ociect, and suggest appropriate management and

financin- plans,

8. For most projecis, a further step is re;quired before construction

of the plani lesins: detailed gnginecriny studies. The purpose of




theso studics is to selcct appropriate eources of rnachinery and
equipment and prepare specifications for their purchase. fThis
is often a costly exercise and is sometimes considered oy

accountants as nart of the capital cost of tle project,

9. Advisory assistance to potential investors in making

feasibility siudies ic the most comnon fori of assistance provided
by the 20 devcloping countries whose experiance has been studied

in the Packground Pupcrs,

10. The gcneral 1ssue arises: which of these four forms ig the

most cffective way of promotin- new industri:l projects?

Preliminary studies of projects are an efficient way of «itracting
the intcrest of domestic and foreign investors, Advisory acsistance
ie a useful substitute 1f tie interecst is aircady #stablished,
Should the Government o as far as making or helpine to Yinance

feasibility studies and detalled cngineerins studies”
J 24

1. If tue Governmert 1s willin: to assist donestic ent.oepreneurs
to have feasitility studies male ty outsiic congulvante, shogld

this assistance take the forn of (a) pawmenri of the rrsis in Trull,

b) a ceniritrtizn Lo these costs, or (¢) 4 loan to finance the
b N  crotrrmene

studies. In 3razil, a lone=term lcan at o ravourable rate of
interest 1s offered by YIN.P (The Purn for bregect ctudies); an
Argentino, tle rnewly establisied Ilitional “und for i e-insocimens
Studies can pay 2ll or part of the costs or make a4 'uan as 1t Jecms

approprinte.

12. The ‘merican Government has adopted an interestin® apnroach
to encourage Americau investors to study 1n/ostment opportunities
in developirn.: countries. As a general rvie .o offers to ray S0
of the cost o rakin: a feasivility stuiy., ne rules are that if
the investor :;oes ahead with the project, re nays $he full cost
and does no:i usc AJlL's offrer to make a % contr.iuution: 1f e

does not go ahead, AID pays 50 of the cous: 9.l retains the study

itself for the use of oivher potential investors.




B, _MWhat types of entreprenewrs benefit most from this assistance?

13, There are two ways of classifying entrepreneurs. First by
ownership of thie enterprise: domestic, foreign or joint ventures.
Second, by ithe size cr the enterprigse: large, medium or small-

scale indusiries. the i.nue arises: which trve of potential

investor benefits most from this agssistance?

14. PForelgn investors usvally have an intimate knowledge of the
technology of the industry they are intercsted in establishing and

are usually in A position to use their own staff to make a feasibility
atudy for tineir venture or joini-venture. he issne arises then:

Ve
do foreign investors need more than u good preliminary study of

e

s

& projcct .o attract iicir antereust? Do they require continuing

advigory assistance?

15+ Domestic invesiors ave in a aifferent position. They are
usually lees experienced in project formulation and thev do not
know where to turn fosr the apvropriate techrnical know-how. Several
Background lapers show that this is the casc witlh the swall or less
well-established locol Timns., The issve ¢risec: have developing

countries done enovrh Yo assitt dowestic entrepreneurs at the vre—

investment stace?

16, Some countries iparticularly India,;, have recornized this
difficulty for small-scale “rdustries ari provided a special advisory

service, Do ymall-secale incusiriss requive a senarate and specialized

form of uatistance at tie pre—invastient stace?

e vl o

17. iias thore beer o tenaenc

o e tin ;ro ranmes of incentive

S -t

meAasures and iavesimont jromolion services te cnncenlrate on foreign

investors and lorce-size dencsetic firms? e Hackgeound Papers of

Nigeria and Jamaica susoest trhat this Las oocen the cage, and that
the development of national =ntreprencuric! srills hac suffered aB

a result,

C. Whicl, projecta siiould be covered?

18. Industrial projects can be classifiud in a number of ways:




import-mubstituin~ or export-oriented; consumer goods, inter-

mediate goods, cupital goods; industrics bamed on local raw
materials; and other types of industry basec on imvorted materials

(particularly avsermbly-type industrics). an any of these clasgi-

——

fications cutermne wilch industriel preoecets requlre assitlance at

thie pre—invest «nt sta-ev (» coes the necd depend on other factors

v

such as ihe stuge of 1ncuctriadizailon in the cowitry and the rainge

and experience of ite entreprenenrial class”

19. In countries at an carly etace of industirialisation, there are
very few local crirepreneurs witn sufficient c«perience to establish
major new projects, Where the Goverrriont ias established a channel
for providing aczistarce at thic pre-investrent gtice (the Uranda
Pevelopment Corjor.tion is a good cxvomple), tlas poeblen can be
overcome to gome extent. uhece such asulrtance 15 not provided, a
good part of the initiative to ouirblich waor new projects must
come from other gources such a8 fore,;m investcrs (Hiwurin‘s
experiorce) or the Govermment itseif (Twia's cacociiace).  The

issue arises then: do cowrlrics at an carly stare of inducirialization

need to pay sncciul atienticn to the neced to provide assistance at

she pre-investrient ctuse?

20, Wherc the indonirialieation process has reached o more advanced
Btage, not every local cntrepreneur will need .uch agsistlance; the

issuc then becowes: can assistance provided at Lo pre-i1nvestrent

Btare result in ith: imolenentation of 5 ro-cet that would oth rwise
- - - PUPIVSIS SRRNEILE - Sy - o
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be delaved or wot imnlererted at allv

21, It may te in the Government's interesi to ensurc Lhat all
major new industrial projects are implemenied on tie busis of a
proper feasibvility stody, Governments wish, ¢ avoid vasiin: scarce
capital and foreirn exchan'c resources on progects which will not
contribute succesufully to the incustrislicatizn of the country. A
thorough fearivility study can weed ont uncuitable progects,
particularly incee which will create excess capacity or result in

inefficient and hiyzh cost production of the proauct in question,




22, Are tnere particular types of project where the cost of

making a feasibility study is a serious obstacle for potential

Anvestors? As a gencralisation, one misht conclude that capital-
intensive projects such as stecl, machinery munufaciure, heavy
chemicals, pstrochenicals etc. all reguirc exrensive feasibility
studics. whilsel these may ncet be beyond tne resources of the
fires interested in the progeci, some Goverrent ae-istance LAy
help to initiate or develop the interest of firms likely to

implement ihe project.
i i J

23. In irazil, the recently established Fund for Minancing
Froject otudies (#1IP) has concentrated on iarge or pioneering
projects in the industrial, agriculturc, in rastructure and other
fields. Loans for up to 10 years at 1. (a concessional rate in
Brazil) have been nmade for studies of the followines industrial
projecis: & fertilizer plant; peteochemicale;  {ish, palm oil

and milk processing: cement; and ceranics.

D. _ _what type of administrative machinery las been used?

24. Assistarce at the vre-invesinent stage ic most [requantly
arranjed on an adhcc basgic as a service to assict entrepreneursg
in makine their own pre-invesiment or feasibility studies. Such
services ore oflerad by investa:nt promotion asencileg;  1ndustrial
financine institunione may also aseist potenviul berrcssrs in the

course of their evaluvation of an aprlication for finance.

25. In some countrics the preparation of lists of investment
opportunities, yreliminury studies of rrojcats and even limited
feasibility studies 1s included ag one o the {unctions of the
investrment promotion centre; but where tie nain emrnhayies is on
attractin: foreilsn investors (e,g, Thailand, laraica), the preparation
of gsuch stulies can oflen take second place, Uther countries have
started by coprasisin: the identification of investment opportunities
in & specizl-sced institution (€srre C.NUES in Leuador and the UnIino-
supporteu Inductoial Ltudies and Development Centre in Tanzania),
leaving the invecsiment promotion function to fcllow on the bisis

of well-prep:red studies.




26, A number of irsues arise then: does a duvelopin: country

naed to have o cgyecialised institution to_pre;ere preliminary

studies of indusirisl vrogects? Cr should this be onc of the

functions of the Scverrment's adninistrative mac chinery vesponginle

for plamninz, invesinment promotion, or anuther relevani institution?

27. If uachinery existis for prenaring rreliiinary studies of

projecte and fcaribility studics, bou far should ihese studies

go before cont=ci 1e made with a rodeniial invegtor?

cm——

28. If the Governmoni is willing to asuist fiacncially with the
preparation of feusibility studies by outeive congvltants for

majer projects, rocs thln Toquire a separate administeorive unii?

In large countrics (ogentina, Prazal), thic may be necessarv, but

would countries ai on eorlier stage of indusirial development e

wise to follow Lhie preclice?

29. Finally, can the creation of a upe-ific asency responsitle fep

acsistance at tle e—investment stuce nelp to onsure that @ Jovern-

©

went devotes o1tiiciont effort snd Ciromcial resonrces to this type

of incentive we-sure?

L)
B. How ¢{fcclive is *iis type of incentive meagure?
M AT ! Al ¢ re
U. Assictance sy the pre-investacent st Lare arms (& \ t attractin
L \ &

the interrst of domestic and foreircn investors in promoting specific
new industrizl projecis, and (b) ai removine any difficuliics or
obstacles vhat ticy may face in the early atages of the project's

formulation,

31. It may te difficuli to evaluate how el‘eciive thia help ia if
it is used in conjunction with a numbter of ol.her incentive measuren,

Neverileless, lihe issue arises: have deveicrias countries made the

best noes.ble uce of the incertive erfecis o tnis tyoc of measure?

32. lhere nssiutance a4t the pre—investment .o hag been pirovided,

hag it been rrovided on a sufficient scal: suns corted by an adiquate

range of qualitica staf(?
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33. A wide rarpe of issues nave bLeen raisc. in thig paper, In
order to makc ithe sescicen devoled te thia vubjert f maximum
value, it in sugseeted that Giccussion misht conconirate on the

following issues:

34. To brin: out the expericnce of countries represcentea at the

seminar, rarticipouts might inc.cate:

(2) To what exient assistonce at the pre-invesiment
stage has been provided in their couniry;

(b) How inportunt a role L.s this tyve of assiciance
playcd in pronoiingg investment in neow indusirial
projecis?

(c) If more resources and staff were Cevoted to
this type of =sZistance, would they vLe

cffective?
Nore geccral insues which might be digcuo.ed include:

(d) Does this tyve of aseistance nced to be rada
available ¢n a ron selective hapis or crnly 1o
particular types of project?

(e) Hhat types ©of preject can be promo’ed orfeotively
with inie type of asgistance?

(f) Sheuld tue Govarauent contribute to the cost

of feusivility shrdice made by ourside zonsultants

i) Tor demestie investers, {ii) for roreign

investore?









