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I, INTRODUCTION

1. The provision of financial resources to developing countries is

expeoted in the long run to be not only beneficial to ihe recipient

but rewarding to the donor as well, by the creation of substantial new
investment opportunities. However, despiie the common assumption that
investment opportunities are abundant in developing countries, due 1o
the ghortage of capital, low wagee and high expectations of i1nvestiment
returns, a more realistic appraisal of the prevalling economic
conditions indicates that the exploitation of many of the resources of
developing countries is seldom immediately feasible.  There is rarely
a consistent transportation and communications network; the gupply of
electric power is seldom adequate; banking and commercial support
facilities are almost non-existent., The sysicm cf distribution 18
often very imperfect while complementary industry and maintenance and
repair facilities for industiries are lacking.

2. In a few cases 1t is 1maginable that the investor nimself would
try to overcome the lack of external economies by training his own
labour and establishing his own transport and repalr systems. However,
it is clear that the package of overhead investiment involved in this
approach couvld be seldom afforded by the supplier of external resources.
Such conditions are an obstacle in the way to substantiai capital
investment a4s they establish a permanent vacuum between iatent i1nvest-
ment opportunities and the possibility of exploiting them. An

intensive "pre—investment activity" primarily geared to preparing

feagibility studies in such high prioriiy sectors as economic infra-

gtructure, education, agriculture and mining, seems 10O be ons of the

most effective answers to this problem, Pre-investmsnt i1n this sense
is to be considered an sssential "economic support function' for

effective investment, and thus an effective form of investment promotion.

11. THE UNUP PRE- INVESTMENT FUNCTION

3., The necessity of carrying out such an esgential function in the
vacuum area described above was undoubtedly the basic motivation which

determinad the Uni‘ed Nations General Assembly, in Resolution 1240(XI11),

establishing the Special Fund "as a constructive advance in United
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Nations assistance to the less developed countries which should be of
immediate significance in accelerating their economic development by
inter alia, facilitating new capital investments of all types by
creating conditions which would make such investment either feasible
or more effective". The resolution, in designating the basic fields
and types of projects to be assisted by the Spacial Fund so as to

cover surveys, research, training and demonstiration, including pilot
projects, makes it clear that the term "pre-investment' 1is to be
construed to cover not only activities which would directly stimulate
capital i1nvestment by identifying opportunities for investment and
establishing the feasibility thereof, but also activities which could
be considered to facilitate and make such investment more effective,
primarily by cresating the necessary pre-conditions for investment ‘l
8.g. by developing the necessary skilled manpower, technology and
institutional framework needed to sustain capital investment, It is
clear that pre—invesiment, as defined by the G.A. resolution,
encompasses a wide span of economic-support activities among which
there is broad room for investment promotion. It would seem, in turn,
important to point out that investment promotion to be of any effect
in generating capital investment ought to be basically project

oriented.

I111. UNDP OPERATING MODALITIES

4. Since its foundation the United Nations Development Prograxmne-l/ ‘
in compliance with the General Assembly resolutidn, has assisted well
over one hundred low-income countries and territories to enhance
economic development and attract sizable amounts of development capital
on a gound business—like basis from internal and external sowices in
almost every major field of economic and social development activity.
5. The development activities financea by the UNDP are carried out

in the field by the United Nations and the following thirteen partici-
pating and executing agencies: the dorld Bank, PAO, WHO, ILO, Inter-
American Development Hank, UNIDO, UNESCC, ICAC, ITU, IMCO, UPU, WMO and

1 , :
-/ The Special #und of the United Nations was merged on 1 January 1966

with the Expanded Programme of Technical Assistance to besome the
United Nations Development Programme,
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IAEA, The newly established African Development Bank and the Asian
Development Bank are expected to join shortly the family of the
participating and executing agencies,
6o The agencies provide recipient governments with professional and
technical advice and recruited international experts, The latier are
usually consulting firme of industrial countries specialized in the
field of the project's activity and undertakiig a wide variety of
surveys ranging from a feasibility study for ihe establishment of a
water supply and sewerage system in Ghana to the studies for moderniza~
tion of the iransportation and telecommunications facilities in Malawi,
T. As of the end of December 1967 subcontracts for the Special Fund
component of the UNDP were awarded to 337 consulting firms from
twenty-one countriees involving a cumulative allocation of approxi-
mately 874 million., These subcontracts are for services covering a
wide vari=ty of fields including power studiey, transport and
communicetion surveys, seweraye and water supply studies, soil
hydrological and forestry studies, fisleries surveys and training.
The United Nations agencies that nave most utilized advisory services
of subcontractors to implement UNDP feasibility studies were: the
United Nations itself, wnich nas awarded 153 subcontracts mainly in
the fields of mineral and geopnysical surveys and transportation and
communication surveys; tne FAU, wnich nas awarded 156 subcontracts
during the same period; the IBRU, which has awarded 45 aubenntracts
mainly 1n tne field of transportation and communication; and the WHO,
which has awarded £ subcontra:ts mainly in the field of water Bupply
and sewerage,
8. On different occasions most of tue major industrial countries were
called upon to provide, througnh private or public conaulting firms,
technical know-hiow to the UlUP-assisted prcjects. vuring tne year
1967, for example, major subcontracts were awarded to CALABRA of
Canada for carrying out a major power survey 1n srazil, SOrFRAIL of
France to supply organizational know-now for a major railway operational
project in Chile for which the participating and executing agency is the
World Bank, the bconomist Intelligence Unit, Ltd., of the United Kingdom

which will act as the major subcontractor for a regional African transport
study for which the agency 1s, again, the World Bank, Nippon Koei
Corporation Ltd., of Japan which has been awarded a contract by the FAO
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to undertake a feagibility study of irrigation development in the
Terai Plain in Nepal, the DAMOC Consortium of the United States, which

has been awarded a subcontract by the WHO to prepare a master plan for

water supply and sewerage for the Istanbul region and Italconsult of
Italy which has received a subcontract to prepare a major transporia~
tion survey in Tunisia under the control of the World Bank as the
participating and executing agency. A major contract has also been

awarded by the United Nations to the Crooks, Michell, Peacock and

Steward Ltd., of Australia for the urban renewal and development of
Singapore.fy

9. More frequent and substantial participation by guch major Asian
industrial countries as Japan, Australia and New Zealand 1s to be
expected with the beginning of the implementation of major projects of
the Asian Development Bank., The ASDB, which is shortly expected to
become one of the participating and executing agencies of the UNDP, 1is
presently co—operating 1n close consultation with the 'JNDP in the
promotion and seiection of development projects. Contracts are
awarded on an international competitive basis by the participating and
executing agencies whicn keep rosters of qualified firms and organiza~
tiona interested in being considered for awards of contracts.

10. With some differencesin procedure for large and small scale
activities, sach project supported by the Programme is subjected to a
eareful rRareaning process hefore beinws aporoved hy the Governing
Council. A request 18 usually prepared by the government concerned
in consultation with the agency or agencies having special competence
in the proposed project's field and with ths UNDP nesident Representa—
tive., It is then considered for priority, feasibility, potential,
impact and relationshiy to overall national development efforis, by
the UNDP's internztional secretariat, and furiher reviewed by the
Programme's Inter—Agency Consultative Board. Finally, it is submitted
for consideration and approval to the UNDP Governing Council, which is
made up of 37 countriaes at all levels of economic development. At the
completion of ine uroject, detailed information for investment
promotional purposes 1s usually contaimed 1n final reports and some—

times interim reporis prepared by the agency. The reportsg are

2
—/ For a complete list of tne subconiracts awarded up to date, and
other pertinent data, see UP/L.67/Add.5.
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prepared to provide assisted governmenis witn technical aata and
detailed i1nvestment recommendations required for decisions on the
implementation of develomment schemes, ‘hrough a direct agreement
with University Microfilms, lnc., Micnigan, de-restricted final

reports can be acguired by any interesied organization.

IV, INVESTMENT ACHIEVEMENTS ANL THENDS OF UNJP

11. As of December 1367, tne NLF, workinge in close co—operation with
the UN family of ajencies, was assisting 1317 countries and territories
to carry out 6UU major pre-investment projects, each averaying

$2 million 1n cost and four years in duration. In pure terwms of
investment results by tue same date, 39 completed survey projects and
seven surveys still underway ard four completed researcii pro,=ctis had
directiy or aindirectly stimulated 8J.1 villion of public and private
development investment, wnile some $300 millior more in follow-up
financing to other projects was under active consideration, a8 has
Jeen mentioned, the UNDF focuses 1ts energy and efforts in carrying

out projects 1in f{ields of high economic priority where the neod for the
establishment of an effective economic infrastructure tops all economic
development requirements,

Investment Utilities

12, Thus, 18 of the projscis wnlch ;enerated investment werce in
electiric power development, transportation, telecommunications, water
supply and sewerage, involving lnvegtmz2nt comnltments totalling
$1,475 miilion, or approximately 75 per cernt o) the entire investment
reported. such & result 13 not surprising whnen it is taren i1nto
account that the IJHD was the participating aini executing acency for
the majcrity of these projects, and as sucu 1t uas sup; lied organiza-—
tional activity, tecunicai agsistance and {raancial resources, A8 can
be appreciated, the field of infrastructure 1s, by idefinition i1n most
developing countries, tne field of public investment supplied by
either internal budgetary allocations or extiernal multilateral or
bilateral sources. ilowever, as mucn of the equipment rnecessary for
tha implementation of the UNuP-assisted project is in effect supplied
by private enterprises from Western Jurope, North America, Japan,

Australia and other developed countries, the share of the private
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sector in these projects is snubstantial.

13, The World Bank has been combining its own loans with bilateral
export credits often in such a way as to bring about an economic
procurement of poods «nd services at appropriate financial terms and
conditions for the assisted country. Clear evidence of joint
procurement of funds for the implementation of operations resulting
from UNoF~assigted projects is evident in a few prominent cases. The
study for tae expansion of power generation and distribution facilities
in Argertina, for example, has generated a loan of 5150 million from
the IBU which has been combined with the extension of export credits
from the uUnited states, tne United rningdom, Italy, france ami Switzer—
land, totalling approximately $100 million. The latter w~ere 1in
effect ex ort credits guaranteed by the above-n:antiored governments to
facilitate the export of equipment and machinery produced and supplied

to the project oy private CorjoTratichis. Anutrer such similar example

o

is offered by tne UNUI gsurvey for the construction of the rainje Uam
ir Nigeria, for which $215 million worth of invesiment was jointly
supplied by IBRD and a rroup of export credit institutions, under the
above-mentioned conditions, from Italy, the United ringdom, the United
States and the letheriands, Ag a repult. although tne bulk of
investment 1n wliiities projecic 1u supplied by official sources, tuis
is often combined Ly neceusity with a substantial supply of resources
and technicai <now-now trom the priviate sector,

Investmeni in tne Field of Agriculture

14. Tne sec:nd most 1mportant hign priority sector is agriculture.
dere, however, invegtnent aas so fur seldom taken place as a direct
congeqgquence of UNLI pre-~investment activity. Indeed, often the most
urgent requirement of developing countries in tus field 1s not capital
investment but rather tie collection of bas'c information and data from
which to start tne assessment of any further step in economic develop—
ment, in such circumstances, the first mout urgent requirement is the
pre-assessment of pnysical resources, like land and water or forestry
resources, to ne supplemented by similar inventories of populution
cnaracterigctics and aeeds, 1t 18 1n matening resources witn needs
that tne basi: direct.on of i1nvesimert thus normallv begins with broad
inventory surveys wiicn result iu specific feasibility studies often

carried out by tue private sector. A few major UNJI' projects in the

| . v . _
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field of forestry are clear evidence of such pre-~investiment trends. A
Survey of Pine Forests in Honduras has attracted the investment
interests of ADELA, a private group which handles EBuropean and American
investment capital on a joint venture bagis throughout Latin America.
As a consequence of the UNDP survey, the group subseyuently identified
specific investment opportunities resulting in investment negotiations
involving approximately 3100 million from major American corporations
in the pulp and paper industry. Another succeusful paper and pulp
material survey in Thailand has already drawn subsiantinl interest
rr-~m the private gector as well as the interest of the Asian Develop-
ment Bank.

The FAQ/Industry Co-—operative Programme

15. Perhaps the moat interesting initiative to stimulate private
1nvestment 1in agriculture 1s the estatlishment of the FAG/Irdustry
Co—operative Programme approved by the FAO Conference in 1965 to help
accelerate agro-industrial extension in developing countries through
closer co-operation between FAO, the industrial sector and governments.
The Programme acts as a catalyst in bringing together technical and
{1inancial components for new 1investiments, and works with governments

to eliminate obstacles to 1nvestment, focusing its attention on UNDP/
FAQ pre~investmenti projecis. In two years over fifty multi-national
corporations, mainly private, have become members of the Programme, and
through co-operation are providing new nossibilities for governments to
implement agro-industrial cevelopment. By the end of 1967, through
the Programme, industry had shown interest ir ax ileast fifty of the "
completed UNDP/FAO-assisted projects, So far there has been evidence
of a direct link between the project's activities and direct corporate
investment in three cases: the Institute for Developmenti cf Forest
Regources and Industries, which has stinmlated investment i1n forestry-
based industries, amouriting to 3105 million - this is a case worthy of
careful analysis for investmen*% follow-up purposes; in Ethiopia
another member has utilized information from a UNDP/FAO project (Survey
of iie Awash River Basin) in planning an estimated total $22.5 million
expansion of the country's sugar industry; in Bast Africa the Livestock
Plan has helped in tue generation of a variety of invesiment oppor-

tunities. In addition, the experience of the FAO/Industry Co—~operative

Programme has shown that some projects not primarily designed to generate
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capital imnvestiment have nonetheless stimulated substantial investment,

16. A good example is the new fruit and vegetable processing industry
- that has been established (est mated initial investment $2 million)
in co—operation with the UNDP/FA0-assisted Centre for Production,
Processing and Marketing of Fruits and Vegetables in Yalova, Turkey.
Begun in late 1966 the Centre has since been the focal point for
FAO/Industry,/Government co-operation,
17. The most encouraging effort of the Industry Frogramme consists in
promoting the 1nmitiative of industry in identifying and proposing new
projecis which may be of interest to governments or the UN agencies or
the UNDP, This constitutes an investment promotion i1nitiative of
great significance as 1t originates in industry and thus brings incom—
parable asglstance in terms of technical know-how and business
expericnce to the project programming phase. Needless to say, the
entire experience of the industry group should be of invaluable
assistance for the promotional efforts of UNIDG,
18, Of particular interest 'n this respect are projects where
complementary investment in infrastructure i1s needed to make investment
in agro-industrial production viable, For this purpose co-operative
action by the govermment, private concerns, FAO, UNDF, IBRD, Asian
Development .sank and tne African Jevelopment Bank could coniribute much
to i1ncreasing tue potential for investment in agricultural production.

Investment 1n hining

19, A sector of primary importance for the development and the
exploitation of ine nalural wealih of many developing countries is
mining. [ne 1ndirect advantage of mineral investigation and exploita-
tion often materialize 1n net forelgn exchange earnings and consequently
in terms of accelerated development and monetary stability. In turn,
mining attracts forelgn private interests for evident economic reasons.
Basic industriss 1in developed countries must be constantly on the
lookout to ensure adequate and economic supplies of raw materials.
Here, however, the problem of 1nvestment 1s somewhat complex. A very
expensive pre-investment process 18 necessary 1n order to determine the
consistency of dejosits and the possivility of exploiting them
sconomically. Public sources are rarely available for this purpose,
for they are needed fur more urgent developmeit projects and the sector

is considered better suited for private investment. An early stage
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of investigation, however, the risk of negative results of the pre-
investment phase, is as high as to discourage private initiative.
Under such circumstances, the UNDP is called upon to fuifil the basic
function of carrying out many first stage general inventories of
mineral resources, which seldom result in direct inveostment. However,
UNDP-assisted projects fill an important initial vacuum as they provide
governments with sufficient inventory results tc promote further pre-
investment action by private corporations. In a few prominent cases,
experience has shown that further mineral exploitation is a consequence
of the first phase UNDP survey and in turn results in substantial
investment.
20. A general Survey of Groundwater and Mineral Resources carried out
by the UNDP in Cyprus has made posgible an agreement of mutual advantage
between a major United States mining corporation and the local govern-
ment, Similar conditions seem to have resulted from an Industrial and
Marketing Survey of Petroleum Jerivatives and Natural Gas in Algeria
where major international industrial interests have already been
attracted as a conseguence of the survey's results. Furthermore, the
recent completion of a Mining and Groundwater Survey in Somalia has
uncovered the existence of deposits of uranium:; active investment
negotiations are under way betwe~n the government and a variety of
international interests from the western as wall as the eastern

countries,

V. CONCLUSIONS

21, Industrial promotion activities ought to be closely related to the
actual potential and possibilities of mobilization of the total resources
of developing countries, An effective way of fitting assistance of any
sort, including investment promotion, into such a mobilization is by
seeing 1t from the outset in relation to specific projects conceived
Wwithin the context of national development plans. Tne academic approach
to this problem 1s rich 1n 1deas and suggestions. It would be usefui,
however, to fully examine and draw experience from the activities of all
those officials, agencies or institutions which are constantly in touch

with project implementution, The programming activitiea of the UNDP,

the European Development fund, the regional development banks or other
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guch institutions will be useful in this respect. The experience of
FAO/Industry co-operative Programme and FAOQ/IBRD Co-operative Programme,
ag well as the UNDP investment follow-up activities will also help.

1n addition, direct experience 1in the field of UNUP desident Represen—
tatives, project managers, agencies, banck misslions, tne pre-investment
unit of the African vevelopment Bank, and UNIDG field activities must

be carefully scrutinized. Of 1ncreasing impertance are tne ten

Consul tative Groups organized oy the dorld Hank for co—ordindating and
programming ald, for Colombia, Peru, Niyeria, sudan, Bast africa, Korea,
Malaysia, Morocco, Thailand and Tunisia. Nineteen aid—giving nations
are now assoclated w.ih one or more of tne 3ank's ;‘Toups.

22, For members of Jonsultative Groups, the dang nares periodic
comprehengive reporls on t.e reciplent country's daveiopment possibilities,
problems and performance. 1t commenis on the country's own economic
egtimates and recomnends tne type and terms of ald wWhnico seem appropriate,
The Banx assuists the reciprent country 1in preparing or revising 118
development programme and in resolvins problems of execution. In
addition, the dorla dank nas regident missions in India, Pakistian,
Indonesia and a few otiier countries to provide advice on general economic
policies and 1dentify and prepare investment projects within the frame-—
work of economic priorities of the assisted countries.

23, With this exiseing experience to draw upon, U100 may find 1ts

task 1n the field of iniustrial investment promotion largely facilitated.

OLUO—
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