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l. In developing countries - whose economies often have an agrarian bias - there
has been a marked tendency during the past decade to look to increased production as
a means of attaining a higher level of prosperity. Efforts have been directed
towards neutiralizing the one-sided reliance on agricultural producticn, and this

accounts for the growing interest in industrialization.

2. This urge towards industrialization is cne for which due allowance will have
to be made by the developed countries, where the view is sometimes put forward that,
since conditions in the developing countries (climate, soil) are generally favour-
able for agricultural production, it is precisely that type of production on which
they should concentrate. Industrializaticn can, of course, only lead to the desired

goal if it is based on planning.

3. The authorities responsible for planning industrialization will have to take

a great many poirts into consideration, including:

(a) Which industries should be given priority?

(b) Which areas within the national boundaries should preferably be
earmarked for industrialization?

(c) Within what period will it be possible for certain plans to come
to fruition?

(d) By whom will the projects be carried out (public or private sector)?
Are there in the country itself sufficient entrepreneurs, i.e.
persons able to take the necessary initiatives and to provide the
leadership to make those initiatives successful? Are foreign
entrepreneurs to be admitted?

(e) Assuming that manpower is available in sufficient numbers, what stepe
must be taken to provide the right trainirg?

(£) From what sources can be found the financing for industrialisation?

(g) What measures is the central Government able and willing to take
to encourage entrepreneurs and financiers?

On these last two points particularly, some observations will follows

=

4. Let us assume that in a developing country an industrialisation plan has been
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drawn up; that is, tuncrete objectives have been formulated concerning:

(a) The industries meriting priority;

() The areas (places) eminently suitable for the establishment of
industry;

(¢) A time-table indicating what objectives ought to be attainable
within specific periods.

We will also assume that the authorities have decided:

(d) To bring in private enterprise and to encourage entrepreneurs,
both at home and abroad;

(e) To adjust the educational programme to the needs of the
industrialization planj

(f) To admit foreign capi talj

(g) To create a favourable climate of investment, i.e., to take
measures specially designed to attract entrepreneurs and financiers

from other (developed) countries.

5. The co-operation of these financiers will be indispensable for the realization
of major projects - essential to the development of a country or of a particular

region, because the developing countries themselves usua

and managerial know-how nor the capital to tackle such projects.

PR .

6. On their part, entrepreneurs and financiers in developed countries will, in

principle, be prepared to consider whether they can co-operate in establishing ¢n

; enterprise in a developing country,
: prospects favourable, but in additionm, the Government gives evidence of a positive
cinesses, financed with foreign

provided that not only are the commercial

attitude towards the establishment of foreign bu
capital and towards the prerequisites for such investments.

7. Such a positive attitude may be reflected, inter alia, ins
(a) Taking measures Yo safeguard monetary stabilitys
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(b) Adoption of u flexible attitude towards the transfer abroad of interest,
payments on roreign loans, distributions of profit, management fees,
royalties, and savings of foreign experts;

(¢) Gruanting tax facilities (e.g., exemption from import duties on plant
and equipment, exemption from income tax for the first few years, and
exemption from taxation at source on interest due on loans from abroad

.!}  Flexibile policy on the degree of control that may be exercised by
non-residents in newly formed companies;

(e) Flexible policy on admission of foreign experts for new enterprises
and the issuance of operating permits and the like;

(r) Carryin_ out infrastructural works needed for industrialization;

’s) Making arrangements to enable foreign lenders to secure their loans.

8. 1t is not only with a veiw to attracting entrepreneurs from outside that it is
importunt to create a favourable climate, but also in orde:' to maintain the interest
in the dcveloping country of the foreign entrepreneurs already operating there so
that they do not reduce or withdraw their investments, a very real possibility if
they tind themselves compelled, on commercial grounds, to reduce or terminate their
activities. But if, despite such an unfavourable turn of events for them, they still
have contidence in the country and i+s future, they may perhaps be prepared to use the
funds released by the liquidation of their original operations for investmeni in some

other a: ivity (redeployment). This is dealt with in greater detail in a separate
paper.

9. It is perhaps appropriate to mention at this point that the matter of
guaranteeing investments against political risks, important theugh it undoubtedly

is, will not be gone into in the present paper.

10, Let us now assume that a foreign enterprise has decided, after extensive
studies, to take part in establishing a venture in a developing country, not only by
making know-how and management available but also by helping to finance it. On

the basis of experience, it will determine the most desirable finanocial set-up for
the venture; that is, in what proportions permanent capital (share capital) and
longterm and short-term outside capita]l will be required.
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11. It will not be able or willing, in our hypothesis, to finance the venture
entirely from its own resources, but will confime itself to participating in the
share capital, usually preferring a majority interest in order to insure :ontrolj
the remaining funds will be drawn from other sources. The founding enterprise now
will have to consider whether it is desirable and possible to raise these other

funde in the developing country itself or whether it will (have to) import them

from abroad.

12. It would appear desirable that at least part of the share capital should be in
local hands. This will to some extent insure that the new enterprise has native
roots in the country, while it Jill enable the foreiyn founders to have ready and

permanent access to indispensable knowledge of local conditions that they themsel ves
lack.

13. It is yuestionable, however, whether sufficient local savings will be available
for investment. There are valid reasons for doubt, since savings in developing
countries are, on the whole, modest owing to the relatively low level of incomesj

the local capital market will be modest, having regard to the foregoing; readiness

to invest in (unknown) industrial activities scarcely exists as yet. 1t must at once
be adde?, however, that the jdea of letting small savers have a direct participation
in the share capité.l of new enterprises is not one that can be commended whole-
neartedly, certainly as long as those enterprises have not yet proved their viability.
In short, it will be no easy task to attract private (local) savin s for direct
terprises in the country of establiehment, which in

investment, nor will other en

many cases already wiil be thrown back on gself-financing for their own operations, be

able to releass cubstantial sums (internal savings) for this purpose.

14, There then remains whether the central Government can do anything by

budge tary means. But in this respect, too, expectations should not be pitched too
high. It must be pointed out, moreover, that although State participation would
undoubtedly serve the aim of establishing local roots (provided that the regime is
a stable one), it is open to question whether foreisn promoters would consider such
direct State participation desirable. All this leads to the conclusion that, in
addition to the foreign promoters, other foreign financiers will probably have to
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furnish part of the share capital of the new ventur. since savings for participation

will be insufficient locally.

15. 4s regards the choice of these foreign financiers, thoughts may turn to other

enterprises and to international financia]l institutions.

16. Ovher foreign enterprises will, of course, only be interested i1f the investment
in the dcveloping country is in the same linc of business; they will, moreover, want
to have [ iuy in the new venture's policy, the question is whether the promoters will
conside: this acceptable.

17. Ffor international financial institutions, rowever, the main question will be
whether the project is sound and likely to contribute to the economic advancement

of' the developing country. They will not, on the whole, much concern themselves

Wwith the day-to-day running ol the enterprise but usually will be content to follow

the conuduct of 1ts affairs from a distance. This makes them attractive partners.

18. A turther factor, and one that we consider to be of cardinal importance, is

that with international financial institutions it may be possible to come to an
arrangement whereby they undertake to offer their interest, in whole or in part, to
the locel caver at such later date and on such temms as may be ggreed upun. An
arrangement of this kind not only helps to build up the capital market in the
develuping country, but also gives the local saver an opportunity of following the
progre.s of the business for some time, specifically, during the critical initial
period, as an interested bystander, without running any risk. OUne thinks particularly,
in this context, of the useful function that can be performed by the International

Finance Corporation in Washington.

19. OSummarizing then, the picture that emerges is one of actual or potential
participation in the share capital of the new venture by:

(a

) The foreign enterprise promoting the venture (majority interest);
(b) One or more other foreign enterprises;
)

)

An international financial institution;
Local savers (at first only on a limited scale).

(c

(a
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20. A similar picture presents jtself as regards the provision of medium or long-
term loans. Local savings will be limited; the Government of the developing country
may possibly be able and willing to do something but, in general, the new venture
will have to rely on loans from abroad and hence on the facilities provided by
financial institutions operating internationally. In many cases the Government will
welcome the prospect of loan capital being attracted from abroad, especially where

it will finance imports of tne means of production. For, in that event, there will
be no immediate call on the country's foreign exchange reserves while in due course
it will be possible for the loan to be repaid from the savings in foreign exchange

brought about by the project (through increased exports or the repsacement of imports
by local production).

21. Finally, as regards meeting the need for short-term credit, a commercial bank in
the developing country will have to offer a helping hand with an overdraft to supple-

ment the credit customarily allowed by commercial creditors.

22. So far, no mention has been made of the part that mizht be played in the
financing by a development bank in the country in which the venture is being estab-
lished.

23, 1t is only during the 1ast ten or twenty years that development banks have been

set up in various countries on a fairly large scale. Although a number have already

gained considerable experience and can look back on a clear line of development,
many are still at the beginning of their "careers". For this reason, development
banks do not always play a part in the financing of major pro jests. The projects will
therefore have to rely mainly on the sources of finance mentioned earlier. Never-
theless, development banks perform a very useful function in finanoing small and

medium indusiry, and st a later stage they can be expected to play a more substantial
part in the finanocing of major projects.
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¢4« The spacificz value of theue banks for the financing of such industrial enter-
prises liess in the fact that whereas foreign investors will not be prepared to make
funds available Jirectly (hish cost of handlin: the application and follow=-up) to
small cnterprices in a developing country, they may be willing to furnish relatively
large sums to a development bank which will distribute them over a number of

enterprises and make available its knoledge of the local situation.

25« 1In addition, the development bank can pertorm a useful task in channelling
local savin,s, small though they may be, into productive activities. We envisage
the pousibility that savings banks in developing countries may be able to persuade
private individunls not to hoard savin,s but to deposit them in interest-earninys
saving uaccounts. These banks will then furnish loans to development banks, perhaps
This would therefore amourit to an indirect instead of a

The funds thus made available need

under State guaruntee.

direct trancfer of privute savin,s to industry.

not even be genuine savin,_s; an arran.cment is conceivable whereby, for instance,

salaries would be paid through (savings) banks, so that those institutions would have
permanently at their disposal funds which could be used for investment through

appropriate channel:. The Government itself could also help to stimulate industrial

development by placin, at the disposal of the development bank budgetary funds

earmarked for that purpose. In these two ways, the development bank would acquire

the local funds that it needs, in addition to foreign currency, to perform its task

effectively.









