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Background Paper l/

I. Introduction

1. The problemes of financing industrial development projects
are beipg considered by UNIDO as business transactions between entities
in developed and developins countries. Howover, the objectives of
each party to the transaction muy differ considerably; for the Third
World countries this objective is to gain access 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
saying that this transfer of know-how depends equally on the absorptive
capacity of developing countries., The acquisition of equipment,
engineering and other services, tra.ning, technical assistance need
to be purchased by developing countries if they are to accelerate
their industriulization process and achieve the Lima target by the
year 2000. The Fxpert Group Meeting on Industrial Financing is
beinf organized with a vrow to discurn firntly the financial resources
required to pay for the acquisition of such knowledge and know-how,
and secondly to discuss the present and possibly improved terms and

conditione applied to loan and equity financing.

II. The supply and demand of financial resources for industrial

projects in Third World countries

2. It is necessary at this stage to have an order of magnitude
of the financial resources required, Estimates made at UNIDC indicate
that the total investment in industry from 1980 to 2000 would have to
be approximately $2,000 billion, 60 per cent of which would be used

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

1/ Thie document han been reproduced without formal editing,
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for intensifying markst-created capital flows beiween developing
countries; thisc may be facilitatod by issues of finanoial paper
where funds from various sources are fungible amongst developing
oountry users; special arrangeaents may be made for the regional
multilateral devalopment banks (or sroupn of tanks) to issue paper

in cne or more of the capitsl surplus drveloning coun.ries.

5. leveloping covntrics can rely on borrowing from conmercial
bYanks or frcnm a combinetion of borroving scurcese; hovever, this is
oftan restric*ed oy the generully hard terms and lack of grace
periods. It should be borne in mind that industrial projects have
special characteristics such es: some grace period bafuvre repayment
begirs io usually required since it takes three to five ynars to
crecte an industrial plant; the normal period of loan repayment may
extend cver a pericd of ten ycars or more since the plant itself
will norr:ally have a life of 15 to 25 years; repayaent may be
possible through a buy~back arrangement involving export deliveries
of the goods thereby produced. Discussion at the four sectoral
consultation meetings held so far has showm that such considera-
tions are not always taken into account, export oredits and loans
from cormercial banks baing often too short in duration and with in-
adequate grace periods.

6. The provicion of industrial and export finance by publio
miltinationel development finance inetitutions could be expanded
through en increase in the financial resouroes available and through
an improvement in lending policies and the terms and conditions.

For examnle, in prograrme financing, lenders are concermed with such
oriteria ao efficient overall policies and management in the par-
ticular seotor or economyj the borrower is less dependent on outside
regard to projcct choice and funcibilitye. Loan instrwic.iw (Y

take the form of concessional or non-concessional medium and long-
term bank loans and financial paper, together with new instruments
suoh an mediun-term quasi~equity notes. It may also be possible to
use and inprove the conditions of co~finance arrangements, whose
advantars lies in the presumed coverage of official institutions
with cocrcial sources of funds. Howsver, an issue of interest
resides in the apparent unwillingness among official institutions to
adopt more often this mechsnigm of financing industrial projeots.
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complex ard of longer duration, while the iinke beilween 'ndustrial
and commarciul operatione hesome muck closcr,  Thess trende ntress
furthor the need for govarmmerts to be 3avnlved in arrangomenta for

induntrial co-aperation nt Lho entersrise level .

0. It dm tlourht nacful to 2 anine the evtent to wnich intepr-
povernmental framowork wireencnts may coniributo townrdn improving
the investment climate in hort countries f'ar contractual relation~
shipra at the enterpripe level. Tt is crngidered thst an odditional
ruarantor may thereby b~ provided apainst milpractices by either
pattern; they may be ~f aseiciunce ln ~reuring thal ante-firm ocon-
tracts are ~ompatibie with *he host, countryte developnent stratesy
and policiec. Addrticnally, onch framework agrocemenis nay contribute
towards the amprovement of pracaduren fap tatving differences hatween
partners by clarifying tho extent to wurch tee une of national or
internationa’ jurisrdiciion contrivutes pusitiv:ly or negatively to
the estublishment of an inventment clunate which 1g aeceptable to

foreirm investors,

New arranpements for financing industey in the Uhinpi World

1. A oumber oF new charnile of firancing from commeroial cources
have developed aince 19/3. Man- of these dourac: are willing to lend
to industrial projects, but the terme wmd sonditions »n whteh they
lend neod caroful sppraisal ‘o engure thad Lthoey are guitable for wsuch
projecto,.  3oac imporiant now approg pasy, not hitnerto locussed n a
#lobal forum, conld on coniaidered, such as trilaterel co-oporation
with one partner supplyins: terhnology, one finance, one tho remaining
factoro; wnym of spreading the risk utteciied to compensal.on or buy-

bdck arresments: industrin? leiginr

v, CONCLUS Lo

Given the present sources of imdngtrial financing, the preliminary
work undertaken oy I'NTDO indicates Shat larper quantiiiico of funde
could be mawdin available to industry in developing rountries if appro-
priate teras and conditione ware adopted by the inetitutiohe concerned.
I4 is hoped *that the Txpert Group Meating will ideniify those problem
areap or iuoues whicn would benefi1i from in=iepth study by the UNINO

sacretariat and from Jdivcusesicny al a #lobal comauliation meeting.
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