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Bfcokground Paper 1/ 
I.      Introduction 

1. The problème of financing industrial development projects 

are being considered by UNIDO as business transactions between entities 

in developed and developing countries.    Kowover, the objectives of 

each party to the transaction may differ considerably;  for the Third 

World countrieu this objective   is to gain acceHS not  only to the 

financial   resources which may be available  in developed countries, 

but more  importantly to  the technological know-how and other know- 

ledge and  experience accumulated by those countries.     It goes without 

Baying that this  transfer of know-how depends  equally on the absorptive 

capacity of developing countries.    The acquisition of equipment, 

engineering and other services,   training, technical  assistance need 

to be purchased by devr-loping countries  if thoy are to accelerate 

their industrialization process and achieve  the Lima target by the 

year 2000.    The Expert Group Meeting on Industrial Financing is 

beinn organized with a VHJW to di scum  firntly the  financial  resources 

required  to pay for the acquisition of such knowledge and know-how, 

and  secondly to discuss  the preoent and possibly improved terms and 

conditionB  applied to loan and equity financing. 

11•      The supply and demand of  financial reBourceB for industrial 
projects in Third World countries 

2. It  iB necessary at  this stage  to have an order of magnitude 

of the financial  resources required.    Estimates made at UNIDO indicate 

that the  total investment  in  industry from  i960 to 2000 would have  to 

bo approximately $2,000 billion,  60 per cent  of which would be used 

to  finance  imports of capital  goods,   technology,  engineering servioes, 

1/ This document   han bcon reproduced without   formal   editing. 
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training and   tociiri".;   \i;<)ir- ¡,.u .•: • .     ',. í'f i '.-•< a !   tr-oi ' i .< • i   arc  r,.U  r/poctod. 

to contributi-  un;  n;'i-   •• JJT¡I !'L;;   u   .,,   M ••. n   i..-   ',':."   ;M ».   I-.J   t.'r-   ir.duu- 

trialisnt:i on of   vu- TI, i ; .i  V<irH ;   ri •••••.M v,   t v-  «in,- •[•; to  i.im.r.;:;tn   ire 

amali ana  arc not,   Ijs-ul/  ¡.o :.ti-:rtiii<!¡   r.n-•;,•)..! ly,   n:: i¿  fund:'  havo tip^n 

earmarked  ir.iij.niy   f'>i   a^n >"'-'•p<  ; Ì    -'•'   L   
f,,>  '.T ".'."•'..:    .1   [ -r/noni, 

',.     Howy/cr,   loan   ''\r.crw.'r¡:    f.-oi:   Y:,th  .„'. H. . .1 ••• i r"-v '    ir'1   b i. later;.1 

eourcflü fuient  pru-Mn;. ; ni '.>. iv. -•' v  bt.t u^  o" rprc '„-i ,    T.-J:    ri;/  h< 

brought  about   th'-porb  tbo   j •»'.. — ••••i-i M«?I     •    *ivt •   ¡.r'   ».p;.--'   .finanfu..'-'  and 

puarantefrirg arvnr.j..-^,  ani  ooiimerohj '   barKy,     Tue  ¡'>->;••.• r U iaation of 

a eyfitem oí'  prof'.vn.r'nie  í i r.aí":<,t.ür  "iosi'ü   ¿il :» J     b;   ivm; idrrr-i   ¡t.  order 

to  próvido  a   framework   r<>i   l>':  t oi.V; <ti .! i..,:   >f   ¡'i.r ui' io/-,   id (.cmaliva. 

Additionally,   fund:;   f.:rn  rapi tal   .. u'-'-ln   ir    .e .-nicpe<i   '"o m'. ri cu • »[•>•• 

likely to  continuo   f-  bo  •"•KV!:    i •• n ' ih : ••    w   IM'IPUHI./'I í   i '.rfc 

quantifia   p.»rt i<;u;¡ir.ly   '•':•: tiv;.-.o  -'.;v • opinf;   -.outttri • -n   -.'hooí,   '.-ivi i l- 

worthincae   iv  cürBvir'i»;   ' • If  ¿ii : '"f •. -', < o!..    W: tb  rrtfi>.;-<.   U> >J *. [->••• t 

foroigri  inveülme»nt,   tin   man  re '.JKR'.:;   of    •'. ci:   fund-'   ir«;   liKi.ly 

to  bo  the   10   to   1h  ii< /oì< pili/: "wjn.rL-'ii   v:¡"!<-   'pp' -ir  \..\   ¡ii'.vi'ic   '!:«' 

neoeurrnry  rnveitiiKoi'. "1 ; n...I.c  to-   i>"»:i;t     r:v> oí :,ru.       miMy,   ir.   i:. 

expeoted   l-hat   f inai IMO i   'i OYI-.   í TOTI ''MOI al .i ;t  ce ir.-¡'i>ij   lowardr.   ih" 

Third World   f-.r  irduov -'1  p'apo .<:•   w¡H   •-•••¡•1 irne   > ->  hr   .tib-r.itci 

vit h m  tho   fr.im'-wor'".  '•/.' ••ni., ?-p¡ i ^--i ..-,.-• .,;.- > ¡-r ,¡ ;i-  .:,,--,- |1f r.ui<-ii 

arrangnimmtri. 

IÏI.       The term» and  '';-ì-n.'^,.JJ„.,r'"' • lXI?i.L'-!l'• 

Loan  financing 

1.     Tt   about, d   bo  r>:<-i-o\\7,i:'\   th ¡.I   iri-it.y    i. v.:i op LM»' r'».; t,> ¡Pi- 

fare dii'f írMl+. ii;-'1   in   > r-Mi 11 ni-  '•••,>.,   • t.   t- i   "    •;,•••    j>     ,, , „ ,.     ¡.,   , ¡ • 1. • • r-r i< í. i ' rri-'il 

capital   market/i   and   in   ;,,.,.  i;.>;nc." 1. \<; npiiji   "urkr U;   ..f  ¡Mv.'.') «líMnluü" 

conntrie'J.     7o datf«,   i-oj.d   'pni'r.i,   ¡¡..   trri..i.   oí"  •/olmnt»  ;¿'id   count rinn, 

have  beton  of l;.;ti¿t?i   :mrurt-ai••(••     ¡.'utinir   '.,  ¡] i-Mii," ¡''i" r  int"r- 

na^ioriai'ly m;\'  b>-   o'ir&idnre;.!   'o   .)>.•   ,iirk"t   ••i;id/or  /wvcnvw.t- 

orienteu;   in   t.u-   fow-i   CMLK ,   i3prt.'vr:;:.cMty  m:',y   hi:  rn.i.h    lb:'ou<:!i  :ippr..'- 

prlatr înTpr-ri... t icti   fJcvj,   n >\ i <" ,r• i-. Í'H.¡,   I . r,,.'i. ; r I.  ¡nc-h iru:'.nrM  ..lo.; 

in   the latter  r-uv?,   uiprovcüif ufi   .•'.'••. uubnc!   to   .¡.nt •• rrov-riiini.-nUl 

nogotiation  ..inri   mrutu i4 -it ; on wb.-.i   i or G .MíI.TI ,I,--   1 on'--Leim   í'io.xnor.   foi 

induutry.     It  N1¡CUJO  -.1 *•-•  bo   j.,.-t.o   u   i; j o !   iì\.i>,   Ucre   arc  ..up-.riunì t it:u 
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for intensifying markst-creattd capital flows between developing 

countries;  this may bo facilitatoti by insues of financial paper 

where funds  from various sources aro fungible amongst developing 

country usera; special arrangements may be nade for tho regional 

multilateral development bank« (or irroupi of banks) to issue paper 

in one or more of the capital surplus dovnloning countries. 

5. Tevoloping covntriea can rely on borro'.ring from commercial 

banks or fren a conMnation of borrowing sources; houever, this is 

often restricted by the generally hard tennn and lack of   grace 

periods.    It shcu.lA be borne in mind that industrial projects have 

special characteristics Buch f.s:  some grace period bofcre repayment 

beginn ia usually required since  it takes three to five y.-tars to 

créete an industrial plant? the normal period of loan repayment may 

extend ever a period of ten years or more since the plant itself 

will normally have a life of 15 to 25 years; repayaient may be 

possible through a buy-back arrangement involving e::port deliveries 

of the goods thereby produced.    Discussion at the four sectoral 

consultation meetings held so far has ßhovm that such considera- 

tions are not always taken into account, export credits and loans 

from coiraeroial banks being often too ohort in duration and with in- 

adequate grace periods. 

6. The provision of industrial and export finance by public 

mult inai ior. al development finance institutions could be expanded 

through en i.ncrgaee in the financial resources available and through 

an improvement in lending policies and the terms and conditions. 

For example,  in programme financing, lenders are concerned with such 

oriteria ao efficient overall policies and management in the par- 

ticular seotor or economy; the borrower ìB less dependent on outside 

regard to project choice and fungibiliLy.    Loan ii.3»riuuu.;.u f-.o-y 

take the form of concessional or non-concessional medium and long- 

term bank loans and financial paper, together with new instruments 

such an medium-term quaoi-equity notes.    It may also be possible to 

use and itiprove tho conditions of co-finance arrangements, v;hose 

advanta-ro lioe in the presumed coverage of offioial institutions 

with co."-irrcial oourcea of funds.    However, an issue of interest 

resides in the apparent unwillingness among official institutions to 

adopt more often thiB mechanism of financing industrial projeots. 
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compio*  and   of longer  duration,  whil»  tht>   I. »nkn   between  mduntrial 

and   commerr íal  ü¡,».'rat i-.nr-  br,-,omo !frjoh nlosrr.    Theno tronuR rttreer» 

furthnr  th"  ner-d  r,jr ^ovorrunwtH   to h.-.•  involved   in nrran^mentn  for 

indu«trxal   co-operation »it   ¡,ho enterarieo   l».<vol . 

10. P   in t!.c)i;,-;h», ìJK^ful  to ivaviinn   the çvtrrt  to which  inter- 

wove rnmr,ni,al  fromowor).   t^-re-ei/urnta mny contributo  toward«   improving 

the   irivtMJtmr.nt climate  in   hont >-.OUJItrior;   Vnr oontrt-.otval   relation- 

ahipn  at  thr. enter-wine   level.     1+   i? c-naid^fid   that -in additional 

pu arante;.- may thereby h-  pro.'Uled apninat m'ilpmrticog by either 

pattern;   they may be  rf asRirtanrc   in    r¡titi"in^   that,  ante firm con- 

tracts are '-ompatib-e wi + h   'hn houi coon try«e development  utratftf,y 

and polloico.    Addi ti una] Ày,  ¡inch framework atfj-eemeníu nay contribute 

towards  ine  imp rovo mort  oí   pror'>cuT(-  for K-olvim; di fforvnof .a between 

partnore by clarifying tho  ox tont   to w.uoh   t,- une of national   or 

internationa1   jurisdiction  contributes pomtivtlv or negatively  to 

the eatubliahment  of aü mventment  oli ma to  »»hi oh  m acceptable  to 

foroifTi  inventors. 

New arrangements for  i inarming industry in tho  I'hini  World 

11. A  miribor of new rhamvjle  of fj.r.ariri.i;« from commercial  iiourcan 

have developed oir.rr   17/u     Man.; of  ihene  ¡joui-c;,: arc  willing to l.nd 

to  industrial projects,  but   tho torme   uri  condition.-, on which  they 

lend need  careful :*ppr?ju-il.   '0 enourir  that   th-y »r<> mutable for Huch 

projoctu.    rjmic important   now r.pnroa   i..-,j,  not hitherto   .lucuBuod   in a 

global   forum,  could  no connidored,   cud. a«   trilateral  oo-opcration 

with ono partner nupplyinr  technology,  one finance,  one  tho remaining 

faotornj  wayn of  opreadin,-;   the nok attached   to oowpennaUon or buy- 

back a^reemente;  inductrinl   lp,;mn,', 

IV.       CONCLUSION 

Oivon  the pieoent apireen of  industrial finrmoinr,  the preliminary 

work undertaken o.y ITiTDO indioutoo   that  larger quantUioü  of fundB 

could   bo made available  to   industry  in developing -ountriru  if appro- 

priate  terno and conditiono  WOT adopted  by tho  imi ti tu l lohn concerned. 

It  in  hoped  that tho Import  ¡..roup Mi-stin« »ill   identify thou« problem 

areau   or  termer whioii would   benefit,  from  in-d-jpth  btudy  by  tho UNIDO 

oecretariat and from diacuoeionc at a «IOINVI  ronnultalion meeting. 
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