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TOMESTIC COURCES OF FUNLO

He

Introduction

lesc=developed natiorns suftors
feature which ic commer to all
Situsntion for indust=y is differert

Industrinl development in mest of the
from lack of furds (capital) in gereral, a
ficlds of cconomic activity. Lowever, the ‘
from that, tor example, in agriculture; in the lutter, investment can te
carried out without resorting to outeide finance in such o wauy whicl makeg
ite volume difficult to ascess, For industrial development, firnneinl eapital
ig required., Leaving aside the caser wkere new enterpriscs arc (‘SY':xblit;}.v':d
by a person or persons having the nceded capital themselves or by borrowing
from their friends. financial moane arc obtaincd from lending inctitutions mmd
ir & morc advanced stage of dcvelopment, from capltal markcets dircetly.

As industrialization reprerents a higher stage of economic developrment,
it can succeed only if financial organization developr pari passu. This refers
to the organization and operations of the variocus financial intermediaries
and oventually the establishment of a capital market. (Australia, Japan and
more recently Mexico can be referred to as examples).

Proper functioning of such inmntitutions presupposes that there will be a
continuous flow of savings = transferred from savers tc users either directly
or through financial intermediaries., With regard to the need of channelling
gsavings into investment, there is basiocally no difference between private or
public industrial enterprises, '

First, the various financial intermedisries and their relative roles as
suppliers of funds to industries will be reviewed.

In most of the developing countries commercial banks are import:nt
institutions for industrial financing. Called also "exchange banks", commercial
banks in the former British dependent territories have taken, historically, care
of the current credit needs of enterprises related particularly to foreign trade,
but gredually they have been expanding into supplying working capital credit,
In the case of enterprises in good standing, such credit becomes revolving and
is then considered as part of funds available to the enterprise permanently,
Vitr the progress of industrialization the banking system is bound to develop
and adjust to serve the needs of industrys this can be illustrated by examples
in a number of countries. In a few ccuntries commercial banks have established
close associations with industrial groupe following the example of the commer-
cial banke on the Continent of Europe.

However, commercial banks cannot be regarded as a source of long=-term loans,
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In some countries refinarce corporaticns have been set up to take
over mediurmeterm credits from the commercial banks. The role of central
banks which, in = number of couniries have agreed to rediscount industrial
credits extended for a period of more thar one Year, is very important.

Insurance companies, especially life comparies, are also an important
source of loans for industries. However, this applies to countries which
have alrcady reached a somewhat higher stage of industrial develorment,

7kile provident “unds and social security schemce have been accumye
1ating a growing volume of savings (contractual savings), they are in general
not permitted to lend to industries. Their funde are more or lecs esrmarked
fer investment in goverrment securitier or for mortgage losns, This is
gererally true of public sad private pension funds in the developing courtries,
(UAR and Singapore are among the few exceptiors where the pension funds are
allowed to invest in industries.)

After the war, there has been expanding develorment of the induevrisl
finance corporations, development banks, develorment=finunce corperations,
etes These institutions are now so numerous and sg different in their
8.ructure and operations that 1t is not easy to classify them into simple
categories, ‘Jo are going to distinguish here between the governmentecwned
and the rrivatel yecwned eorporations,

The cnse cf the governmer t~owned osvelomment ecrporations {e relatively
simple, both as to their capital stiuoture end operations, It should be
pointed out, however, that some of the institutions have been reported to tp
domirated hy politien} consideration in the makirg of losms or have not been
equipped to Prepare appropriate rroject evalustion and it a rosult have beocome
involved in hag loans, In many cagses remedisl measures have been taken,

The capit~] of these inst tutiops is vormnlly supplied by fovernmenta and
additional funds, when hecled, »re obtained from yrovernment loana ang through
the irsue of bonda, These bonds are turchased usually by certral banke and
only exceptionally nold in the market, These eorporations make mediumeterm
and lonpeterm lonns te industrigal enterrrises and with » few exceptions do
not enage in acquiring cquity in industri al corpurations, In some casesg,
howevery the score of the orerntions i2 broader, 4ir important eXample ie
the Fakiatan Industria] Develorment Corperat.on (VI2C)y This corporation
also mokes loane to newly established enterprises, but ip addition aoquires
a majority of the chare capital, The corporation ie suprosed to sell the
sharea to privete investors ag they are 1ound ared vvencuslly to transfer to
them the majority of the capital of the corperation, Ir tris, the corvoration
hae been moder tely cuccesaful,
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llore complex are the operationsg of Racional Finarciera ip Hexico,
which is publicly=-owned tyt enjoys complete autonomy in ite admiristration
and operations, The fuccess of Nacional Finanriera in supplying funde to
industry has been Ereat indeed, bhut it vould ke necessary to sive here 1
brief history of the Mexican financial institutions ang the capital market
in the last thirty years to understand why Macional Financiera hne developed
in such a way and been succeszful beyond any exrectatior, Thie success oar
be measured by the fact that at present Nacional Finasneiera g ir a position
to borrew in 5 nunber of foreign-oapital markets, ircluding important marketg
in Eumpeo

set up and controlled by governments, Firstly, because private capita]
for finaneing industries was not available at all or not on wi.at might be

industrial develorment through the provision f finance, often pointing out
that only in that way ~ould satisfaotory terms be offered to Reéw industries,

Since the middle of the 50's a tpend has deve!oped towards the estabe
lisheent of Private industrig) finance corporations which, in a number of
Cases, were set up under IBRD Sponsorship and more recently under IFC,
Perhape the best example of the organization of such an institution jg the
©a8¢ of the Industrial Credit and Investment Corporation of India (ICICT),

Then thig oorporation was set up in 1955, 70 per cent of {tg capi tal
wag subsoribed by private Indian investors and 30 per cent by private
foreign, mostly institutimal, investors., The Government of India made the
oorporation a substantis) non=interest bearing 1oanm (Rs. 75 million), repaye
able beginning the sixteenth year from the date the loan was made, The
“orld Bank agreed to an inftia] 1oan of 310 million, Since then, the
amount of lorld Bank loans han increased to 8140 million in 1965 and the
dovernment ,of India supplied additiona} loans carrying a four per cent
interest.d/ In % similar vay, this type of private institution was estnbe
lished in Pakistan, Ceylon, the Philippines, Malaysa, Thailand, Nigerta angd
Venezuels, The govermment lorue enabled the Corporations to operate at
profit, by invesiing mostly in government securities, sych funde as were
not yet needed for lending, and before interest on loane made by them could
be received, Ip that wey it wag also possidble to Pay dividends on the
subseri bed capital,

The activities of the Indiar Corporation (ICICI) coneisted primarily
of making loans to private industiies, However, the ¢orporation alse
engaged in urderwriting new issues of capital and cven in partic’ pationg
in new ijssms. (In 1963, eleven underwriting operations totalled Rs, 18
million,

y The amount of government loans reached Res275 million ~t the end of
%4. Total net Vrerations sanctioned ty the FTiorotion since jtg incepm
tion until eng of December 1963 2ggrecated Rs.832 mill1iq to 248 companies

of which 105 were new erterprises - (Source: Remgt §n Cusrency and _Bankins
1963«64, page 65, Reserve Bark of India, Bombay, 192




n.‘i-

Ir. recer yenrs when the IFC nas helped to crgenize develorment
finarec iestituticrs 1t Lss frequently succeeded in bringing togother a
runber of foreign fin-reizl institutiors vhich hnve pacticipated in the
capital of tre rew ccr-or-ticns from the ocutset. Ferainps the l-rrest
nurker Sf rartiel otias forelgn firsncial institutions was in the case

of tne frilivpine Lcvelorment Correration establisped in 1963,

asoumir. the vrofjects to be firnnced -re nvailahble, the Zorporation's
fir-reini roaitivr lerends ¢rn tke arount of ori~ir-1 enrital, losne frem
covernmerts, losne frem irterastional srercies -nd the varticipation of
foreign borks ir financing the rrojects. The local funds as needed are
renlenishec sometimes tarouch re “overnmant loans 2nd in some cases
throusk tre issus of . be.tures ir the market.

«hile the effect of these institutiors on the financing of new
industries csn be important L _ereral conditions are concusive to
industrial cevelupment, it has tc te stressed th-t the erastion of new
institutions Yy themselvos does not rrovide either the reeded funds or
‘he expertise required for industrisl development. Settin~ up an induge
trinl bork doee not cuarantee that new induetries will be devaloped, In
& few onses, the “overnments r-ve rressed for the sstablishment of new
specinlized banks whick - ere not .roperly firsnced or orgenized and suck
bsrke have rot nroved to be very helpful in promoting industries,.

The case of nrivete firaneisal irstitutions for induetrial finsnoing
ir liexico 1o very in.erestins, These cre o~lled "private firaneciepas"
ard whiile they sre often sssceinted oith lending commercial bente, they
fave hron exerat perm voricus rzatrievions imposed bty the Centr-l Bank
te niech sorwgreial bonks sre subjected {nueh =g regulations roverning
'he level of the rote of intepsst ahoprad on leore cr prid on deposite ).
alloving tpne fre-emsrkot forces to aperate, these imstitutions hnve be n
csurprisinely esuceea ful in robilizins, »itkin 5 ohept rericd, very large
moucta of snviegs on chich n orote of Uy to 11 rer cent rog tald, it the
fome time, trey crored up to 13 to 14 Ter cert on losns. These "financi
erag” krve tecome o very important scurce of mediumeterm credit for -
industriers Jince 1961, the Central Bank directed the financleras to
abtaim provirs smounts of furcs throurk the lssue of fineneial bonde, The
mmourt of the borde ierued also sas been expending renidly, Treir total
steod At reses 4,74 million nt the end of 1364, an incre-se of P.1,389
#lilion in that year. Their cerceits from rre nublic re-ched PeT é?£
“i'lion =% the ord of 1364, an incresne of Fe14273 million sgyigg’§§54‘2

—_—
& Arforme Zrun] prees 109, 126
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The role of the private financieras in relation to industrial finrreing
can be compared with that of the European continental comrercin] banke,
but the financieras in liexico have gone further vity regard to the life
of the loans they extend. One~thirg of the loans has been for more than
one year and loans up to five years are no exception, Since 1964 the
rates of interest paid on deposits (lcans) have beon declining and eo
Lave the rates charged on loans to industries,

It can be assumed that & comprehensive information on

development finance institutions and their operations will

be provided when a major study initiated by the UL Devele
opment Center ie completed. This study will establish a

liet of institutions which can be regarded sg devel orment

finance institutions, including many with gimilar names,

tut not fallin; .-der thia tyre of financial antarprises, ]

2. The Role of Trégggemg Savings in stitutional Fivaneing

The ability of financial institutions to supply funds to iraustries
depends, of course, on their receiving savings from the public. The
question of ‘overnment loans o institutions or industries will not
Ye disocussed here in detaily this vould invelve an analysis cf the
goveinment firanoizl ai tuation, particularly of the poesibility for and
the size of government savings. The importance of govermment savings
which would help to finence iivestment procr mmes has been recosnized by
tovernments and oxperts everyvhore. But, because of the race between rising
reourrent expenditures and increasing revenuen, government savin’e availe
adble for finanoing investment hag provided in most countries only g
marcinel amount, Thepe is need everywhere to supplement sovernment savings
from private gavings available for investmeni,

The flow of privale savings depends on a number of factors, suob as
confidence in monetary and political stebility, and vhat ie very important,
or the habits of saving in the form of roney deposits, Ay educatinnal
campaicn is nesded in many countries to chance tke pattern of saving, to
induce the pecple to save by investing not in silver, lewellery or reoai
entate, but in savings deposits, In a number of countries incentives tg
promote arvinge by individuals have bean introduced- inierest on pont
office savinrss bank deposits is tay free and very often inierest on other
savings bank deposits and time deposits at commercial benks is tax sxempt
YP to a certain smount (for example, in Paliistan up to Rg, 500 yearly).
Intersst on government savincs certificates issuad mostly in small denomie
nations is also tax free. A tay exemption on life insurance premiums and
dividend income, up to & certain smount, could 2ls0 be included here,
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rde free vvish sa- tner te used for brdustrial oy FUCe FuPtRe e,
coverrmenta rmiht te ir - Tesition to move 3. H '
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At the start ¢f » vernture the ertreprereur ie EX coted 4o pavide
rart of the rnecessary caritel, “hether the erterrrize reuld Fe - rrivste
comrany or = cornoratice, Ir the clrcumst-roep Trevailing in moest of ‘pe
develoning couritries, speeial ircentives ape resrrled ap recs capy tg
irduce sntrspreneurs to irvest ir 1 dustrial ventures tecau ¢ of tie “iter
urknown risks irkerert in such enterrrisee, For thet renacn tirher yielda
ATe usurlly exnected from irdustrial erteprrrires thar from investment in
fleldn “here the risk s 1es8 (such ae pesl ertote’,

In the majority of cases, the capital investes by the antreprereurs
111 not cover tkre vorring cavital réquirements lor Rieh eredits from
banks or other sources sre exX~tcted, ?r%c;umn?, 2 part of the imrcwtea
equipment {s finmnced throuch suprifers? oredite,

&ltv-fimmiﬁ;; of irduatyis enternrises frop retained carnin n and
depreciation is very immortant in al} courtries, tut Fortioulerly in the
developin; nations because of the limited access to the enritul morket,

Retained earninge ag g pronertion of total profit varieg from
courtry to country angd from enter rise to enter;rise,  here corrorations
are closely held, no Lreat import-onge ia nttached t¢ the peyment of Alvie
dends (in seme of the V- gowr ¢r3es the nroncrtion of retaired eornin g
raaches 80 per cent), But, “nere sttenticn has to be prdd to dividends tg
3atiafy 5#3??%&61&31‘5, the proportion of retained ooy g hordly reqeres
50 per cent, suen 28 18 the ~rse of mest cornor-tio s in India, Iy recert
Yeors in s number of countries, forei n firme, hec-use of Toreisn EXOhAr R
eiiffieultiu, ere practically compelled te reinvest s larger rorticn of
their earnings,

In newly industrializing rationa, support is tiven to new erterrriges
to supply them Witk more furnds throu’h sowonlled socelerated denreciation,
In some Cnses, equipment gan be fully denreeintod {n five yo-rs, ond ir
others the corvcrations are aljored to vrite off 125 rer cant of the value
of their equipment,

Also, to strencthen the capital basis of re- erternrises, try kelidays
&re introduced aceording to vhich the fipms vould rot be subjeet i any tax
on thelr profits Gurin; the first five voore of orerations (e, , e nyn i,
Such devices car certeinly hely entarprises {n neeumul=ting funds fop
exnangion and new investment, alvnys assuming that the tux exempticne are
administered Troperly and not in = wasteful meamror, It L-g been nolrted
out th-t, thegr%tically, all such reasures ikt Jirset Livestment lpte




-
*
yoo 3 0* r Y B ¥ i - A 1 f
it 2« i
- + [ e oy
SN iy [ J
[ 0 N B - i
N B . -
. Twr et oem, ; S b S
H S .
. o : i
Voo e T e ULl ¥
v L ¢
¥ g H
. ¥ (R ‘ H ¥, o oy v trer i 4
borog ik & R 4 = N
o ch apes - xv,vg ~ ﬂ;f‘
Lo Ly 1 elr. o oreans, i s TG EvVET, 1o corcept
; ; T FE ¥ .
. o~ 1 ke e R o gy ape b ard g 1"‘9331-?}{3’ tre
A b Lk kAR R i [ S S i :
4 ] {
£ B PRI [ S LY

to o diotiretions tetoeer nclfe

iy cr Furda for ocrtine eoultal,  This
e ’ ror talvie of corkins oanital
pronirarorta . 1 ald te o e elesr thet trese i“ui?ﬁ?ﬂﬁ sre ohvicualy

‘1 ober 'enﬁ. Thia iﬁ o orticularly

e Coveloodin too ik the sdvrenoed n;%i
tpue ol leventaries, Forosce fhe ~unplr ool crtoriar, vhether ranulrotured
poastly or imrorted, 10 et Toays resulor or certain, fhe coreful entere
rrizen ore o tesp lapper i erteries tharn lo the case in courtries
vhere tuure 1oocg doubt ag o the reguleor cupply of row materials, spare
yiopdard nality, ond onere ro forelgr excharge diffioculties

artoy ete., in
exict for tports of trere ocorrn’itias,

cttery in the trvestsweet wlannins in Ceveloping ccuntries, the worke
ir oo ital prequireoorts ore overelogked tdth the ragult thet the ertere
crives ore conrellod to oore the ervansive imnerted nachlnery bhelovw capacity
e boos they ape taiied out itn the peln of ¢ aintersree imrort credits or

By - develerment

Lo londustpisiioniier crospenses, Jevelorment of an organized eapital
moret w clool exernge - [0 ocouriries il the srivate srterrripe system,
crertaet, Uhe ovornmentz 411 surnert the Jevelorment of such a

L tne roanitility oF rerketing covernment
crootll omleome the or cnization of 2 agavdtal
Livinis the acle of cor-er-te shares. Cre important
tre ond onrd the mhere parket,  Upivate investors
smeo o cortier o Covarement bord heldinsse Ey
st held boimetitutional investora, oven in
s voonere spning unlesg finosrelial institutions
*irom, they wre rot in 2 wesition to buy any slenge
: Tke rroblem 1n inter-ocrnected. Some
”11”% rertets for coverement securities but have
ne ohgerce of JLesneisg iestiiutiers ”ﬁicheeﬁuiﬁ invest ir suoh

ST 1 e

Yo < peso oy fles
Floopt mouet of  ovoree

csountrien howe iwied

waari i,

A 8 leide weed only abeut ten per cernt of the government
- a0 by fre of Jure 1565, The »rerortior is about the
- ¢ e sustralic. In ost of the veveloring courtrien
' wdoe .rdividurle keld only nbout one ver cent of
o, orool these ¢ - criea substrntial efforts ha
ST Covin e ind errment cocurities throush the
o . SUoEsdkl revin tiora, Inter ot or these
SR T i e Torel Lotrery festuress sre added
W osertifia

s
b
hceins sl i s st



P S

Tre creation ~nd cperstior ¢f v orgarized morket for o mor oo
ret on oscy trnpl eithere Irn n onumher of countries, such roroate boowve hoep
=gt up but littie "= heen ac leved broo-cure the  roure! e sl regcired,
Friv e irventcrs cre ~lec in need of educrtior, Trov ruot be irouecd ot
shores nd thie remuires time., Thome irvoestore muct v ttr otad hy fig
wnlity ond ylelds of tre investmert ~rd rmust b ve rcenfllerce in e crderiy
sperations of the merhet =an well as in the starding of the cerror-tions, Lo
vroceas fo complex, 8 a merket develsps, 1t becores Siesr thet Lt o meceseory
to b-ve an seency hien cill supervise tre crercticnn o the rorket ir arder
to «veld malrractices snd undue snecul-tion, Further, 1t i1l aia¢ Y neceooary
to supervise the corrnorations throush = yproperly est-bliched aperecy. te require
disclocure of importont data and rrorer av it rroecedures, The iratitutior
of =tockhrokers ~nd, later, underuriters, {11 ke » r-rt of the 'Loie "recere,
The finsncial press can he very helpful in hese mottrors, 411 thic i1l require
the creatior of ar atomsphere vhich 7111 be cordunive to attract privete inver-
tere to the purchnese of common shores,

leveloping countfies could berefit from o close nuiudy of & wellefunctioring
stock narket such as in Bogcta, vhere ar excellent suvervisory institutior hns
beer estzblished (luperintencencia de Sociedades inorymas) tre nome la true
of the projressive development of the stock exchanses in Indis. Techmoal
assistance amon( the develoring nations themselves cculd be very helpful in

this field.

1t is sugoested that a survey be prepared of the existing or-anized
espital markets in the developing countries and of their operations ircluling
their importance in tre raising of capital for corporations,

In some instonoces, sharee have been sold privet~ly 2ven in the absence
of r wellecperating stookmarket « for example, in takis:or, In several Latin
american countries, during a poriod of high inflation, a subsidirry of a US
company (Deltea) succeeded in selling » new issue of shares throuch local
agents working from house to house. But even in couniries vhere astonk exchansec
exist, the sales of shares outside the mnrket has been substrntial, in some
irgtaonces exceedin: the seles on the stock exchanze (e.z., in Hexico).

At an early stage of industrializetion, hovever, rot toc much should be
exnect & from ralsing capital by placing shares on the market, At a later
stage when market cperations become welleknown snd o class of nrivate investors
develcps, institutions will also be et un which should help in spreading the
ovnership of shares, Such institutioms, called unit trusts, operate like mutual
funde and exist, for example, in Colombia, Nexico, India, Malaya and Pakistan,
In India and Pakistan a unit trust as est-blished by tre governments §/.

!7 The c&pita rrised (paideup capital) by noregovernmert companics in India
mmounted 0 po. 1,119 milltcr in 1940
" 1,215 " " 1961
" 1,417 " " 1962
L 925 ” " 1963

~ unit trust vas established in India on 1 February 19%4. By the erd of

8/
fune 1965 the aggregatc arcunt of shares subserihed by individusls wns R 077 millicn.

In Takistan the Faticnal Investment Trust set .ip Ly the “overrmert c'artod
its cperstions in Jaruary 19€3. At the end of 1464 it 2ad over 17,000 urit
bnlders vho purchased urits valued at about Ha., 7C millicne
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ste for the infloe of foreign
or lcveloyrert, Virirus serieg
crlotoAvir arforroticr o tre total ye rly flov of furde frer tre
iver e *é e Looredeve o od courtries, tut there are subat-ontiosl AL -
sl ties ir o b1 e s dare gy foerei rn finanein, of industrics, For ingtonce,
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TrlnvniL b rovies of b sevelorrent Laocistance Committee Vic ) ol tre GUCD
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by

Crtmhre dntes o oprivote dipant {oreirn irvestrent, but re - inflev ie riot
vy e teld Ops relrvestern coreinces Leinvosted eoipie - resuiting

Cret comontie rraduci ior an pridly Ye resordad ss irnfloo of ne fupds,

FOTECNVED, thece dobe dn wddition to irvestnent in manu! ccturing inelude slso
irvas rooily minir hanking snd other setivities,  ith rernpd tc the
sVerrmentetoe cveprnpent aid, it rould ha neces-ary to kove the Jetniled

malyeic of the trevssetions in erder te determire the size of irduntrial .
Pirormein, Thercfors, e “Lally for the tine beir s abatain frem troins to
nrecerit ooto o 5r aver entimntes orn the sirze of axizrnal financir of industries,

tiny t

B

ollurisg “re tne nein soureces of tre inflov of foreien funrde:

srivete foreten diveot irvestment « {lortfolie investment i rathrer
P 4 . ¥ A
fLe excention in the doveloring countries) -

Losne frem irntern tional and intereresionnl afencies or from roverne
mentein poad Instituticnae

astintanee from cLverrrent to Covernment-

wupplliorst opedite op exrert credits in cenersl .

Fafler of posourees urder FL=480 op similar tronsagtions whieh
make rozaible ranting domestie credits for industrisl develerment: and

Loonz isaned on loreirn markstn (n rotentinl future source),

Lo ixivite Foreir Lipeot lnve=tment
= AW i ¥ e

bt P M N e e ot s

Lrivete foreiin direct investment vag not g large source of industrial )
lorooe evor bofore orld Jer 11, Firme frem the United Kinzdom, France,

Pre Tother)onde ang Eelrium est-bliaked facteriss in thelr dependent tﬁrritcries,
VEry ofter in the field ef exporting irdustries or vhere danzer of losing mare
Kete exieted, Tiin aprlioa to Jute srd cotton mille of India and sugar ang

e eteble oll plopis ie Indonests, Tra United J4-tem firms set up some factories
v Lotir imerien suck 28 the meat reeking nlonts in srgentine: but on the whele,

o

ol

itneterios ope e€otshliched vrepe derer of losing markets was &pparent,

wlinoe tre Var, the eitusticr pep certairly not improved, The climate for
rivete investpont Lrg et bron favourable in a rurter of countries., The
o fer i reranifold lack of cenfideros by irvestors in pclitical and
gtatilifty, fe.p of retionelizntion (ir some countries most of the
WATPIeN ere paticeays isg of ircentiveg- fereion exchane difficul ties
. ceded rav materials "nd conponents, ang transfer

]

e st - e
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of prutits. ioreover, restrictive peoturen oxict dn omepr o sguprpges ot

rec-rd tc the o/mership and moncpement of irduirind ent yopge, RS S

in scme inet aces the borriers to vorei r privete inv- tpord TEomere e ope
thon real,

iespite there Mfficulties, nrivate dipcot fureirn invectme vt icp riopge
facturing hes been oin, to developin: couriries = from tve Biw tte,
mainly to Latin Limerica, from the United Kinsdem vo the Commereal th countrio,
and in recent years, such investment v:ac undertaken on & smell cecde by
German, Juias, Lutci, Belgsian and also French =rd Italinn firme.

ihere are difficulties in obtaining data op rrivate direct toreier
investment in irndustries. In recent yeors tre Uri=nization for segnenmio
Comoperation and Levelcpment (0.CD) kers been publishing ocrrually a review of
total funds floving from the DaC couritries 1o the leco=develored notions,
acecorcin  te these dats, the total private forel:n investment for the three
years 1961=19¢3 amounted to #4,64) million. [hese i ures irclude reirvosted
earrin’s and investment in oil which was very substontiale The fi:ures of
the United Jtates privrte {nvestment (excluding reinvested esrringse) for
tnese three years vere «14799 million. These figures ineludo aleo irvestment
in o1l, mining and other ectivitiess Lata for tre Uolo investnert in marue
facturing are sleo avallable., Cf the U.3, total irvectment in manufneturing
of 316,8(1 million (end 1964) investmert in develeping countiries arourted ty
only 52,678 miliion (book value) of whickh «29 340 mi1lion vus in Latin amerion,
Total new capital outflow for private forelgrn investment 1o =) dovaloping
countries amounted to 4275 million in 1963 and 347 millior ir 1964,  Of trlg
total the net cutflov for manufacturing was w14C million and <142 million
respectively., The shore for Latin imerics was .1%¢ millicn »nd .93 militor,
vith more than holf of the amourt invested in Lexieon,

Assessing the data for the last few yerrs, one arrives at the conelunion
that direct privaote investment d{d not play a major role in developing industeics
in the less=developea worlde The countrizs ape becoming oirare of the car 0 b
tiori which nrivote A¢pact investment :-n make *o their industrini devclorment,
and cradually ceme of the obstroles are hein reduced. s forel;r fire: show
more *illincness to cccept loc~1 business noriners nd ns the vorieus pes
tive me-sures are mitl ~ted, an incraanse of thiz source of funde mi bt e
expected, The arbitration machinery established recently ty the llorld Bark,
the Convention on Settlement of Irvesiment Usaputes, mi-ht slng vrove to be
helpful. However, on helance, developing countries gunnat rely on privete
foreign investment t rrovide the major part of the funcs rezied for treir
industrialization. 3?

§“/ Meo can be regarded as an excentions The flor of “unea for dipent
private foreign irvestment in Lexico totalled:
(s millior)
7€ in 175
6245 ir 1971

Source’ Informe Arual 19€4, Bares de lexico, poge 39
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Gl dpelerd o lare (lo.o) Ceeupr b orld wn bas aade ~'1ﬁr*ec1': lgans
Lopneiuetries o Ue lecose evelopes counurico cotallins alout 280 million as
Coote b Ll Gtune 1905, (08 bat weune 159 nillion were loans to the Lio "

fflon “teel curonles),  Incoditlon, tlhe orld Lank nade loans

to 209 oillien to develorrent [inance cororations v ich indirectly
Cfor Cinare’ incuctries. (e total anount of leans nade Lo ircuge
nobee develosin countrics of e orld Lank vus only about 1C ner cent
ob Lie fankts total lendin to Jhese courtries as or the end of June 1965,

T doars ere cutended to oovernienteomed industrial encerprises, .nd loans
Looprivcte entor prises tao t te  garanteed by the covernment in vhoce territory
suoh f"fft*fﬁt‘iifﬂ iz loeatul,

SedlbIDotd sl Jiponce Corporatiop (IFC) - .5 o: 3¢ June 1965, total i
operationl investients of Lle mtemacioral Finance Corroration ancunted to ‘ |

Ihehs willion (oripinal aounmt) plus 16455 .illion of standby and urder=
Wit ono cordreent, O the <otal investient, develonine countries accounted
Por 112,700 11%on, of vidck 942  illicn 'as to development [inance instite
ctlons a’ the rest to incvr .ries, It jas been lhe r0liey of this institution
vo arsuriate frivate ferel n flnineial notitutions vwith its operations, a
poltey wideh hus been lar ely successfule. (0 ‘overnent miarantee for IPC
bendin operations iz required,

*

ite rele o the I1FC as the orld [any “roupts ‘nstrument for industrial
develorpent 911 Le rreatly enhoneed “en the anenduent 0i Lhe articles of
sireenert oo toth tie lank rd IFC e wiich wos reco.nenc ed at their 1964
armual reeting » 18 Lade cfiective, which ic expected to be soon, According
to thic Jendient, the ank - 11 be alloved to lend to IFC un to four times
Lo Lor oratiun®s capital anc sur lus without overment varantee, This
UL s alout Lo o itlion to TPCYs otentisl regsources [or lending to
Trivace dnductry in the develo Ans rerver countries, Consequently, it may be
exieetod that I8 © 111 extend ueh larser loans to industrial enterprises ‘ ‘ 1

& -

tier it o oble to in the nust,

pie

| sornationad, eyelervent. opociation (J0i) = 1D had supplied to
LFrusirieg only €485 o 1lion of developwent credit, wt it had provided 190
Clllon Lr the finaneins of vorious industrial imrorts tu Incia (Ly the enc
af s ourt 1945} L/

PNy dit ertended by I'4 to Irdia in au ust 1965, vas to

Vor bovoris of ratorials and co.penents for ranufacture
Ctie wito o otive, elecirical, industrial rachinery ard
rics, {Lourcer 174 Frees elease, 12 au ust 196%),

_



a1l torcthor t e ortd ol “roar siece avarll le o otot ol creut
million Lo incustri Ll rro i Clo,

, "/\‘ B

(i) _I_p_gcr»;ﬁ:;eriggpﬂg*g_].gp&ﬁg}. Pank (1,0~ The total woount of leans
cede by ITL for Srdustr ure 1in.n vas ncarly 9 iilion ur Lo 31 oecenber
1964, f hat 2ount 248 million cace fro. © o _an:te crdinary Carital
Lesources «nd 51 .dillion ire.. e Funt Lor Upeeitl Cperntions.  aceut ONeew
half o the loans o thic lirk @ as node irectly to incustrial enterprisec
ancd the rest L feveloprent banks, in ustriel vanks or even central lLanks to
be re=lent to industries, In th- cace cf loans to non=-overnmental entities,
the lank .ay require that the wemeer in whote uerritory the rroject o leocated
fuarantee Lhe servicin of the loan., The Lank succecded in estiblishing close
workin  relationships 'itn evelorment Finance Corrorotions 11/,

(111) The frican levelo ent pank (iDE) « Loans to industries in
«frican Lember countries LAY be expected also fron the recentl: established
African Tevelopuent Eank,

(iv) firopean Invesiment Lank - This Banl., wich was orgenized by the
Common L.arket countries, made loans for industrial projects in South Italy and
fardinia. l.ore recently the Dank evtended its operations to Turiey (actins as
an agent for the Comuon liarket countries) so that it can be recarded as supplye
ing industrial finance also to developing nations,

(v) Cent aiierican Bank for "econop! [nterration = This Bank has beer
provicing increasing amounts of [inance for industrial developrent . Its
rescurces have been au mented by loans of ..14,2 imillion frou the Intereimerican
Developuent Lan (frow the Cank's Fund for upecial Operations), for industrial
projects, the products of 'hich are L0 be so0ld in the narkets of two or more
countries located in Central .nerica, 12/

41/ "All of the Bank's Latin American members hove received development loans
which were allocat-d entirely or partially to finance industrial projects"

(Source: stavisden 1961-1964,. Inter-(ner ce_seveloment, Larics 1o6s. <
pa-e I .

43/ ecertly a .42 mi’lion Fund for _eonoidc Intesration was established to
advance Central .merica's Lalancec development, The U,5, «fency for
International Jevelopment (.10), v 11 provice .35 . 1lion for the Furd
and the five nenber countries 111 eontri'ute L1.4 million each, The
Fund vill be adiinistered by the Central .merica. Lun for "cononie
Interration,
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{0 forr et sinnroe  potitutlions e b ope *{ the overnoert
R RO U 3 G N W - e v o > - ‘-
Crbel ocorn oaro, ;;?:ﬂﬂtéi. Ite pfrgt ong
CApesie] MRS S M TS Proooere Lhan 500 olilion per anrw.
& s o %y w it o P g - A o
Loecent pears, L0 practic i sible te deter itie tic au..unt of
oy Draeir atries, (e i)__; e nly a
i .

f 1ol pouttrics Lre aloe inc vl HO ever, every

! i LTe munber of sy oort f’rggxzs ior ca ital roods,
Tt i ; 2. suco eredits can be

: Colierst cred: t@ tion devel nt lons. ipe hos to add,
soobiita ror of Liose cronits mi fzt be rooaraed as revolving credits
ot Lo g larze extent to develeooin- rationsz,

i

"1 ot

[he Lomcncadtl Tevelopment Cororation iz rade loans wifhin the
veclihoon a rouer g all seale, Its contrMiiution eannol be re srded
30T one,

anoorab Development Fund has broen establ’ thed in nu uit to male loans to
rovernimant ond enter-rises in t ¢ rab tateg, Lost of the loans were for
infracumeture and avriculture,

Je Lguepnwent to Ceverrsepd sssistapeg

Inftar oy fﬁr@"f’;n furds tirwu h covermmert to ~overnment amistare& has
been Torpor Lhon die sopply of foreisn fun.s fron ouher sources & shovn in
the Lable belo, the total annu.l bllateral net agszsﬁanmz fro. ah advanced
countrics (mosbers of D.0) exceeded .5 bl 1im in eaeh o. the three ;cars
1961=1907 arc vas at abou. th- 536 levgl in 1664,

{ wiilion)

- votal “ilatersl eeistance

e e sl RS 5aldh 5334 Sa829

% ‘-‘..}jfi‘ 3;1‘2&;{: 3’3%?1 31@
l oiie Ll .37 3
Trance £ 856 £31
Cer.any 203 325 396
Jagan 203 152 159
Canada 45 4 G
celriur 55 65 75
Cetherlande 69 91 38

e
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Jie e L iniied  tates g CIe LA G cop gony oo L total
durin todn orep Lo, Trretbirds L te "eoe ssistance rogn rovided v ot
fors .0 crants or lown reriyable in loca’ currencies 5 41w rereivin,

o~ L -
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countries, fext b
N

the lar est ¢ ntm wtion cae fpo PANCe y v rne
aiil tay “irected

! LN
o the foruer rench e encent territories,

Yo inforiiticn is readil: ovailable 23 L. row ruek ou thio ofieial
biliteral assistance 28 uoF industrial rro jects, LRLy 10 the data of the
doner councries elassified by tre -urcesze of the assistance vere releaecd
¢ald an irdication be cltained o the extert to leb bilateral Cverteent
to overn.ent sesistance vas used for industrial projects, It eun be ascused
that tie situation veries (ro. country to country, "hereas, finneing of
incustrial -rojects his accounted sor a 1 rge rart ol Lhe Ceruan assistance,
the share of iniustrial firencin in e ‘vench assistance urdouitedly kag
beer. 5.all,

. substantial a.oumt of funds {econci ic assistance) has bren co.idt ted by
Lie centrallyenlanned econoid 8, JL has Leen estimated that tiese commdtuents
crceeded 4 billion iras 1955 to 1962 ard incresced furts: cr since then, 1L
cin be asswned that a substantial purt o the assictance has been couunitted
for ird strial rolects, The centrallyeplanncd econo des o not rovide any
iree fundc ag ald, tut their assistance cnsists of eqiprenc are technieal
services, In view o. their industprial developmeni these countries s partice
ularly the foviet Union, are in a Letter rositia to offer equipnent {op
heavy rathep t an 11 ht industries, Since Lany couniries wish to have Henyy
fncustry relablished, it is not surprieins that the share of manufaeturing
assistance ' roviled uy the centrallyeplannec economies Las been hih 13/,
aereover, it is Lreir ectac’ ~hed nolic to assist industriaiization,

Le Lrliere!, 19ty = eferred payients luports huve been used ruther
oitenr vecause il 1.8 thoy It ihat Lhe establishient O incurtries could be
accelerated Ly postponing the falments; ‘requently the surnliers vyl offep
suchi credits in order to oitain euniraets an i¢ vas also indieabed Lhat
rerayrent oi these cebts slouls mot be too difficult ance the enteririoes
be in to produce, vnly partial data on the total o ~unts of surnliers? epedits
are svailable,

A1thou R 30 pi bt be argued that suprliers' credits iahe it possible to
erect 8 factory viieh otheris. ¢ 1d not be set Ure el arrravate toe debt
urden LI tho recelvin countries 'tdch, inatead of rncurring lonpeten. debts,
are oblijed to repzy short or nediunetern eredits, loreuver, Lhe prices
charged for eguipment financed in this way huve veen fourd L6 be FiLob ip 4
nurber of cases,

It can be saio trat rowidals surliers! credits oo pot Wffer on talunee
g advertace te develering rations endh a5 they sre excessive in 4 rumiep af
courtries ane Ue need np censnlidrtin: Lier ipe Lonceten Sebts as beesre
nresair o,

N

12/ « case inorcint s Inddi o v
L ocertrally rlurres oeonc
vuisdine of regw irristrie o
reavy fepre, ete,

Slotve i poogced
A epiirnort for oane

W machinery,




rplee dipopts (redigs - In rocent oors oevelopin o rvt ri-s

o olmrortunce of tie seoecullec o dinteninies Locrts credits

dtie nuve ceer cranted to el by the 10 » the I, ard o Xrortelmnort Lank,
uch credits re nreded o enuble the nevlyeestabiiched in ustries to operate
Aon relitively satisfactors, alth u b noc ull caracity l4/. Ir establiching
coct dnustries, revepal dngorton. couniries bod not taker into .ccount the
toreior cveurg e (imort) requiraients resuliuins [ro. their orerationtce By
nov it b.s beer foond iore lirortant to =orly the exdecting irdustries vith
Spare rarte, co onents tno also rav rmacerials than to continue to erect new
riants v del ceuld suffer [roo the shortare oi forei/n exchan e,

. Ire..ebt..er ssins (irapsfer). i Fobley = It has been stated repeate
edly ohot forelon fonds car on.: su ple ent local furds - savings available
lor ‘nvest ent, allh wb U pole of thie surnlenient is often crucial, ..
rouh ealenlation siovs that in recent jears forei n funus Tinanced about
Mooper cert Lo 25 per cen. ol Lhe total (real) invest.ent of tie develo~ing

eountries, This prorertica vas substantially biher in so.e countries: in
Paklston it aceounted {or tetiveen 4§ per cemt snd 5. per cent during the
seeond Cive Tear "1 nj im Incdla for bot een 25 per cent and 3C per cent, and
a hik creporticn algo irn the United ..prab erublie,

In conmexion "ith tle future o! evternul assistanc 2, the tems on which
micn acsistance ir  panted juct be centioned, In varicus studies, especially
Lhove prepared Ly the “orld Lank, attontion has been Crawn to the raridly
incress'ns burden on the balarce ol " kents f .ony countries arising froa
sepviclns of thelr cxternal cbli ations 15/

The yeorly service ol forei n debts 'as been absorbing, 4 grovin PYOpPOre
tion o debtor couniri-st ex ort earning e s Lhat jJustified d ubts exdst as
e sountriest Cbitit Lo service thelp cebls [row their .oreirn excharnce
carnin S irerafore, the dernor counories have Lcen urred to ¢chan e the
tere of thelr assistance; to extord loors on lenient termus,

i/ he 9 villlon crecit Lade to India in Jure 1959 res ited in an increase
of forein exchan e allocate’ for co mereial iuports in 1964/65, for the
First tice an far vears, Thie then race possib.e beoter rrocucticn
plarsdn . ond  rventar control ard hich wedllization of capacity,

{Sources T, Fresy elease, 12 August 1965),

Tt lus been estirated L at Ure ou tsiandin~ rublic end publicly

maranteed Jebt of develo in countries vi.h a maturit: of osne reap
wowner woourted te 37 bl lion at the end of 1964, For the devele
e iy i “hido, Lotil service niirents on sublic and
ekt i aturit; of one yeir =nd over are

fer : (Jource: prusl ercr 1LEL,
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Loans made by the  orld L4nK, Intere;erican evelopnent Lom ( fper
its ordirnar ca ital resiurces) an by t oo SXvorteln o't sl oo 11 de
on the so=called cuiventional tep, s (hard loans),

o nev trre of loans on lenient ter & vus inurouced by 10, Thene
credits are rerara.le in forei n cxchange in filt: » are, the rera;ier
starting in the eleventh year, . counitient fee of 3/4 of 1 rer cent e ro

interest = is charered., 7The funda available to Iu. for lendir spe Limiteo,

The loans extended Uy the Lucial ro press rust Fund, tliel ottuine ite
fun.s from the U,r, GCovernment and is dministered by the intere . oricarn
Developuient cank, ere repayable in local currencies anc casry lov rates of
interest, ..C has rcreatedly recaurienced to jts e bers to ease tie terms

of i.s loans 16/. 1thourh Pro ress in easin tie ten.s of 'ublic {ioverne

%<

nent) loans h.s Leen wade LY a number of .C countries, the probler. cf
credit worthiness re.ains an. clouds the rrosrect of a number oi countries
¢85 to their abilit: to incur dcdditional external debt,

T e fast remains that Yorel n funds can in the long run sup 1y onl: a
relatively s.all proportion of the needed investnent with re erd to induse
trial financin- ‘n rereral, anc parvicularly in the private cector, axcert

in the case of a fev countrics such as l.ecico, vhere private direct forecign
invest.ent has continued to flov in on a large scale, Thic situztion is not
likely to chunge in the near iuture because o. tie large ca-ital require.cnts
for infrastructure in nost countries and of rpo-inp im-ortance Lein actached

to aid to the arrieultural sector and in the Latin .merican countries also
to housing 17/.
A

d&/ ot tie annual neeting of ¢ held in Faris in June 1965, it vas
recoriend . d that 0.C menters who do nol provide at least 70 per cent

of their official assistance in the form o; rrants shoul? endeavour to

provide _C per cent or nore of their total oiiicial assistunce at
favourable ter.s = ejther as ‘rants or as loar s vith long saturiiies
(25 vears or rore) at low rates of iniverest (3 per cent or less) ami
vith an averur-e period ol crace o. ceven lears,

The 1964 UN Conlerence “n irade ard . velopment recuianenc o« that

at the request of any cevelo~in- cOuntry & reement should be secu e
in comoperation vits the crecitor countries on the reschedulin op

consolication of debt, vith armro-riate reriods of race and anortization

anc reascnable rates o interest,
(Source: Final ct, -nnex .,IV,5;,

41/ Tidc can te illustrated by t'e erforrance of the " orld jar. ai Ilu,

Cf a total of -72667 2illion (this excludes Mietraldsia ard Europe except

Yu-oclaviy . rd [u cer}, 1Lk loans un. 104 creuits as of 23 June 1965

2,633 1411700 Ya8 Jor elecip o overy 2,282 illian fop Ltransrortationg

€53 .illion Jer srricul Lure ang Lorostrys ard o total of situe 750
ion for inoustry (L thaet slout Fooowillion w sevelorrent finance
co. ranies), .11 the ri ures incluce loans o Janan,
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ShoSanAn w, the folla o i Correrca iiiter (e oon)
AEenite U nne n O Cnourip Loeelor o

L. al contrl utior Loentrerpereurs ERE PO S A e
set “p, Tric oao lic oot drece WVErLio b drvest ont

In the vuilic or oo t=rublie ‘nourtrio] Yeetur, such ru {a
went cun best Le linarcec .r. overmeent cuvin o p loarn.
riised 1t e Larhotsy

Le The ¢ icterce of finoncial irctitutione shleh vl provio,
shorteterm and +opkine carital crecit

Ce ihe develonmien. o) reticutions for su. nlyin o lon =Ler.
crecit, The len n 0 franeial inctitutione prezius oses
4 stead) flov o suvip s to o e} .

de .0 adecuate rate of sellefininein;
]

€s i€ overmment's ability to nake available loans to industries
directly or indirectly; and

f« The eventual developrent o orcanized capital markets,

Suppleuentary rasources apre co..in: fro forei n {unds one take various

foris, [ro. privite direct foreirn invest.ent W soit loans ano erants,

{be situation vaeries fpo,, countr; o coumtr: aceording to Lheir stage
of cevelopument, (n ene side o. the ledrer is ierieo vhose eoLpanies have
been recentl: able to borrov in the New York market threuch the issue of
debentures und on the other are some countries, particu rly in .frieca
vhere commercial bunks have not ;et een properly developed and 1here Lhe
monetized sector is not larre,

A8 eericace has 8ovn, Lhere is no easy amd quick way to orfunize
the Tinancin- of industrial developrent, just as there iz no shertecut in
the establishient of 5 ranulacturing sector, These Lo probleme arc inters
connected anc chould pe treated as sguch,

Q‘..‘ﬁﬁ»‘&ﬁ

It would pe very useful v have so ¢ case Stucies on the linancin- of
indurtyoal developucne Prepared; slo in hore nouetrial developuent has ber,
finarced in the last few reaps po neieatine the sources o the [undts,
Such stucies voulc degl also b the nstituti onal fruceror and inelooe
evern.enc .easures ‘Mgl relote ireetly o tie finuncin. oy ndustr:
such as suitable legislation, tax neasures, ete, In aidition to soe of
the develonin countries, a stuc; of the [ ‘nancing of industry in austealia
wule be instructive,







