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1. THE NEFD WOR A KT APPROACH TO (LOSE
'HE FACTORY ESTAPLISH-EIT GAP

A Qeneral Perspective

Officials of wany, if not .rost, developing countries point to
less than hopcd~for results frow their industrialization programmes.
They mey cite the following indicators of sluggisk performance:

~ i.any projecct proposals never get beyond the idea stage:
- Lany Tavorablce project studies arc never acted on;
- Lany projccts which sre implemented turn cut to have
been poorly desgigned, poorly ncgetiated, untincly,
or ctherwise inappropriate.

l.any thcories arc advanced in cxplanntion of thc above. FPFor exauwple,
we frequently hear thot there is o severe shortage of bankable projects in
developing countries because the varlots are “too small to support
diversified industrial development. “his simplictic staterment falls far
short of erplaining the situstion, cnd UiIDO eyperience strongly suggests
that (1) every country hus project cpportunities which can be developed
and (<) the industrics estallished in .. given year can be designed and
managed to contribute to o cwmulative “snowtelling of industrial
develop.ient in folloving yc.rs.

Certainly the developing countries/fxpresscd tieir belief in this
principle threugh the Liva Declorotion.£™ And the wumbitious targoet -of
increasing developing countries' shiarc of industrial production to 2'.
by the year 2000 rcauires reliawnce on cvery available linkago anong
industrial hranches to achicve a curulative growth role higher than
in prst years

Onc¢ of the models of plohal industrial growth considercd bty UIIDO
for the reudining quarter of this century postulates o 10.'f) annual rate
of production increcases for the deygloping countrics. The assurptions
empleyed in one casc of the rodel ,*'f' result in projections of capital
investrnont increments rising trom "¢ Lillion in 1¢7¢ to %S1% billions
in the year 2C00. Although thesce figures are subject to major revision,
there is ne doubt that the tas: (or, better, the opportunity) facing the
developing countries und their overscas partners is very large.

ledel Luilders can extrapelate frou these gross iuvestment figures

to arrivc ot further csti.ates of the numbers of factorics which will
have to be designed, financed, built, staffcd, and manoged. They can
also estimatc the value and nwbers of man-yerrs cf offort requircd

to preparc feasibhility and design studics and to oversee construction
and start-up. They con also make cduccted gucsses on the number and
type of technology licensing agreements and nanagement contracts that
will have to bc ncgotiated.

/__l‘ Lima Declaration and Plan of Action on Industrizl Devclopment and
Coopcration, cspecially paragraph “8(f)

/2 Constant growth ratc, value a'ded at 4C ., capital-output ratio at
3¢ Peported in “Issucs in th Orgenization and TPollow-Up of
Feasibility Studiesn,” ID/VG.23'/1, 11 October 1976.




Lost of tho resulting nunbers are impreesively lurge. For exarple,
if wo use the model rcferred to ahove, developing country industria}l
investment ten yecars froii nou, in 196¢, will be about ©190 billion.J-"
If the cost of project dcveloprent und design cores to, say, 7, of this
total, thon ©13.3 billion will bec spent on professionnl services. If
half of this sum were spest on professional slills at a rate of %50,000
per man-ycer (including support costs), the cquivalent of 133,C00
full-time profcssion:ls would be employed on projects for the devecloping
countrics.

Although intcresting, a gross indel such as tho above doos not
help much in making action deccisions lcading to the establishment of
factories in a particuler host country. Dut taking the umbitious
future objectives and the lces than sctisfying present rerformance,
we can safely say that new approaches to f.ictory cstablishment arc
badly nceded.

1.2 Issucz for thc Perticipants

The top industrialists participating in this weeting all have
exporience with cstaklishing factories in developing cowrtrics. Some
have gaincd their crxperience as host country crecutives and others as
forevign investors or managers. Uy sharing their experiences with each
other and with the UNIDO staff, they will contribute to the common
effort to help promotc sound industrialization.

kany of the participants will infornnlly descrilbe some of their

expericnces to the group. The discussion will highlight successful
techniques, problcns and hints ~o to how the difficult tosk of creating

enew induetrial entcrprises right bo acceleroted, the country's potential

" Letter utilized, und the voy prepared for sclf-sustaining action in
this aree. This peper will suggest 2 nuber of issmes, or topirs, which
nay agssiet in settins up a frarcwork for the discussion. These issues
nay also be considercd Ly the mecting as onc possible wcans of orcenizing
findings ©ond recomnend .tions.

The following sections of the paper present the suggcested issucs
in th> form of questions and with only a miniuun of clecboration. I+,
is left to the iecting to expand on the suggested topics, ~nd to modify
the list, as appropriatc. Thrce broad issues are sugg~sted:

JLesuc lio. 1

a Vhat opportunitice cxist to zecceleratce the cstablishuent of
sound new incustrics?

b) What constructivec ictions on the part of Governments, local
sponsors, and forcign partners or prospective participants would help?

Issuec No. 2

LY AR Py

a) Te what ertent can the potcntial benefite of industrial projocts
to the developing countrics he preserved or cnhanced?

b) Dy what ..echanis.(s) can project design and inplementation be
influenced to tukc practical accouml of the above?

/% 10 X (1.107)1% . 180.99
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Isoue No.
"T7ay What is the jractical rcle of international organizations in
advancing factory establishment programmes?

b; Vhat are the practical limits of the alove?

¢) How can present limited financing for technical assistance dbe

| suppl ement ed?
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2. OPPORTUNITIES TO ACCELERATE FACTORY ESTADLISHL.ENT

In considering the processes by which industrial projects are
created in developing countries,; we can observe o “gysten’ involving
various institutions and resources; and including a number of nore-or— 4
less discrete steps and decision points. The actions of the participants
are wsually influenced Ly natural endownents of the country, by legal
and administrative requirements, and Ly the often-mentioned ' investment
climate," i.a. '

As implied in Sectioi. 1, there seens to be at least one situation
which many countries experience in coiwon. A number of ~0ld" project
studies erist in a country but have not Leen acted upon, while at the
sene time there is said to e a shortage of bankable projects. At the
risk of over-simplifying, it 1may be convenient to consider two related
questions as » means to trying to soclve this apparent impasse. The
first might be how the decision and action rachinery could be speeded up
8o that projeri studies would nct becore ocutdated Lefore they were
really acted upon. 7he second uould be hon. the quality of project preparation
could be improved so that host country officials and foreign investors
could rake decisions with a reasonuble degree of conflidence that they
would not huove regrets later  There is also an esgsential factor of
trust bused on personal relotionships. an uappreciation of this factor
may contribute strongly to gradual strengthening of the systenm. .

The issue of accelerating the output of the system is complex and
its p:rameters vary markedly fros country to country. Yet perhaps the
following general formulation and p-rtinl cherklist will prove helpful

in stimuluting practical suggesiions:

2) lKhat opportunities e:ist to nncclerate the establishment of sownd
nev industries 'y focussing on the folloving:
Nwsber and sources cof nroject ideuas
2. Quality =nd tinecliness of nroject studies (e.g. market estimates
and financial analysis)
Access tc alternative technological approaches
Speed and suitability of decision channels for project approvals
and financing
- Incentives such s tar holidays, duty rebates, work pernits,
foreign exchunge facility, procedur:l simplitTication
£. Availability ol capable forcign a.nd/or locil project managers
to organize and implement projects
(. Security cf forciegm invoestments and of profit transfers 1
8. TFactors (probably including at leust somc of the aLove) arising
from an analysis of
- “hy individuals and orgunizations from industrialized
countries consider participating in projects in developing
countries?
- Why investors of developing countries consider invesiing
in industry?
- Vhy host country investors consider inviting participation
(financial, technical, manager al) frow industrialized
countries?
©. Other imporiunt factors
b) Vhat constructive aclions on the part of Governments, local sponsors,
and overseag partnars or prospective participants would Relp?™

. . 3
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3. INCREASIFG 'IENEFITS OF' INDUSTRIALIZATION“
TOR THE HOST COUNTRY

Whatever the rotivations of i1he commercial participants in an
industrial venture, cuthoritics of the central Government generally
consgider thel resources are wllocated to ircdustry as a part of the
national programme of econoric und social developrent. These authoritics
wish investirent and nroject design decisions to bhe made in accordance
with a broader sect of criteria than those normally considered by
“businesoren.” This saction sceks to introduce diszcussion of how thie
loegitimate and vital interest wmay be constructively ~dvanced.

It iw probable, o1 at least orpvable, that an industrial project
which is desipgned and managed to wavirize beneficial linkages within
the indus‘rial sector .nd with other sectors (c.g agriculture and
inTrastructure) will be iore profitable to its sponsors in the long run
than or.e which merely secls tc marimize immcdiate financial return.
For erarple, a new plant can Le installed as a turnkey package with all
equipment imported. Spores and expansion capacity may «1so be imported
as neaded. Alternatively, the same plant ceould probably have obtained an
impcrtant fraction of its nceds from local Tabricators by supplying drawings
and possilly a bit of cceching (¢.f cranes and other materials handling
equipment, piping, tanks, .7 ‘uctures, and fittingq) If local sources
were developed from the start the effect would Lo eunulative and the
skills and capacitics develeped in parallel would reinforce each cther .
(time and performance fuctors rust be evaluat ed)

Even if the original project were no better off, the spin-off cnd
linkage cffects would benefit the ceonon,/, prov1dlng @ curulative boost
to industriul developrient, and a compcunding coffccl upon industrisl
growth. Sipilar rcasoning applies with respect to the beneficial
effects of minimizing fereign exchange outlays  The “savings: are
availablec for alternative uscs, and the national ecconomy is stimuloted
by the resulting lecal productive activity.

A classic cxample of a project which is * fensible' technically and
financially and yet which has lir it2d or questionable value to the
economy is one in which i product (for evamnnlg television sets for the
local rarkel) is asseibled by o joint venture from components imported
from the forecign partnerta plont.

The Tinal cost oi the scls ig likely to be higher than when pur—
chascd corplelely assembled from overscas. Despitc this, therc is
likely to %e & handsore “profit’ for the jeint venturc, which ariscs
through its ability tc irport ths compenents duty frec, whilc assembled
sets pay a duty of S0% or wore Such a project oxists sirply because it
is heavily subsidized by the nutional treasury through giving up the
previous revenue

And there are few linkages creatod. The treasury pays o subsidy
in order to gain a nwiber of semi-skilled jobs. Dut the cost per job
may be quitc high. On five million dollars worth of sets per yesr, the
treasury nay have lost ¢1.'; rmillion in duty revenue. If the plant
enploys 200 pecople the recurring cost of the subsidy is £77500 per job
per year. And thc worliers probably average avout 51700 cach in annual
salary. So the nationazl economy has not received a very good bargain:
the annual subsidy (not to mention the investment cost) is five timoe
the value of the jols crecetcd.
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The above example is admittedly an extreme one, but the problem
it illustrates is common cnough. Thore is clearly scopo for design-
ing and managing projccts in ways which will make a positive contribution.
In most cases the project’s private profitability need not suffer in the
long run, although some windfall profits such as the above, would
obviously e candidates for the sc :lpel.

The issue is tentatively summarized for discussion as follows:
ISSUE No. 2

8) To what extent can the potential benefits of industrial projects
o the developing countrics be presarved or onhanced by conaidering:
1. Design of projects incorporating beneficial linkages to
increase national value added and encourage expansion of
technclogically related cnterprises
- Equipment znd structures for plant
Local raw matcrials, supplics, services
- lLocal component procuction (e.g. foundry)
Spare parts :
Product design simplification
- "Extension service" to local cnterprises
-~ Distrilbution and maintenance networks:
2. BEmphasis on "leapfrogging” development of local technical
and managerial personnal
3. Selection of technology in relation to nationzl socio-oconomic
.characterisgtics
A. Integration of industrial projects with agricultural and
infrastructural devclepnent, i.a.
L. How to recuce forecign exchange cost (investrient and
operating)
6. Nkinirue reliaisce on oreign inputs
T. Number, types, and 1,cations of jobs created
8. Other aspects
b) B ot boclanion(s) cor. project, design and inplenantation be
influer~ed tc take practical acnount of the above?

—




<. THE ROLE OI' UNIDO
AND OTHER INTERNVATIONAL ORCAITZATIONS

Ag indicated in Section 1, futurc industrial projoct generation
and implenentatien is characterized by sonc very largoe values: numbers
of projects; amounts cf invcatrment, technicul and managerial staff;
and quantity of technical secrvices required. Dy far lhe greatest part
of professional servieccs vwill be procured on commercial terms, some-
times financcd throuzh intornatinnal nrojoct looms involving international
organizations. Internclion:l crpaniznticns previde supnlencntary
asgistance, frequenlly in sansitive areas, and in situations vhere
comnéreial services cre inapproprintc

UHIDO and its sister United Nations orgonizations, primarily ILO
and I1C, currently assist industriclization ef the developing countries
with professional staff of whout one thousand in rield locations and
a corparable nw'ber in headquartcrs opcrations. Only a fraction arc
actively invelved with prejeet gencration and implementation, i.e.
factory cstallishient.

UNIDO has thie challenge of cocrdinating the activities of the
United Hations systom in the Tield of industrial developrent. It also
Taces the direct challenge posed by its nanber states to provide
operational and supperting assistance to the developing countries. The
current ~hallenge pesed in Lima is to rultiply its irpuct at the project-
irplenentoation cnd of the industrialization precess. Yeb in view of
the cevident shortage of hankable projects cnd the defects in rnany of
those which arc teclmically “banlable,” WIIDO 1ust approuch the
challenge as o systeous problen, «nd not =g a Hatch of coipartmented
functional tasks. In cur viww il Jdocs litile good to ~identify®
projects or te ‘promcte’ ther oi- to i plement then or to “rchabilitatc®
sicl: plant s unless the other conpleraitary tashs are going to be
perforued to uome acceptable lavel of cempetence and unless the
decisien and action nechanisns ore going to opercte beforce the projecis
beecc:'¢ obsolete. Thus UFIDO has cdeveloped o factory estoblishment
dceision and wction redel and begun to identify and attacl the problem
arcas - and tc cpleit opportunitics - in what ve conceive to he o
gystcratic mamer,

Tut the tasl ig far Ligser than ocur iruediate resources and uo
are strivin: to identify cpportwiitics for iultiplying our eoffectivencss,
e are locking for situaticus vicre sr.ll inputs can contrilute to
gizcable results. And we wroe trying Lo iimrove cur wderstanding of
the industriul develepoent precesses se that ouwr necessarily modest
long-ranpe offorts will o aired ot worthwhile torgets.

To this cnd UIMIDO ii~ites the t.ceting 1o frecly offer suzgestions
for shaping the efforts which colleetively aiv ot cperational assistance
for factcry cstahlishount. Although the list of possible discussion
points surrounding this issuc is potential ondless, we have sclected
the following itcms as & beginning points




I8SUE No.
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a) M¥hat is the practical role of intornaticzal organizations in

advancing fuctory establishment programmes throughs:
. Birecms'ﬁntancé“?‘é‘ﬁ;o‘fﬁf .&“éghe:rtment.s. 'o?gihévelopmont

ccrporations and development banks, and to ministriecs of
industry for preparation, verification, promotion, and
paclaging of projects

C. Provision of a project coordinator and/or specialized
tochnical and managoment advisers to a new enterprisec
during planning, construction and stort-up of operations

3. Providing specialigcd manuals to cxpand and improve bankability
of projocts, for example: “How to Plan and Implement
Factories for the Progressive Assonbly/tenufacturc of
Agricultural Implcements, Tractors and Cormerciul Vehicles
in Developing Gountriest

4. Advice on negotiating contracts for the cequisition of
speciolized tcchnological and management Ymov-how without
wnricecssary concessionsg

%+ Asnistance in sccuring sources of finance for studies and
implerentation and in negotiating for financing and
equipment procurerent .

C. Other types of assistance

¥hat arc the pract ical lirits of tho above?

Hov can prosent Yinitod financing for tochnical sssimtance be

— Sop. St »

Supplencnt od?
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" URTLO'S JPACTONY TSTADLI SHiENT PROGRAIIE

At the Leginning of 1778 U'ID0 restrvcturcd its organisetion to
better addresn the tagks assigned by ihie Lima Decluraticen and Plun of
Action. The Pactory Establishrenc wnd Nanagoment Scetion was formod
at thut tiimc and hos boan organizing its progro.ise during the year.

(This necting i designed to obtain advice from top-luevel industrialists
a8 on importiant input to the Scction's continuing progroise on development
activity.)

To the extent possible in the short time during which the present
factory cotablislinent teaa has Loen Tureticaing, the interin programme
recognizes the neoeds, problems, and crportunitics cutlined in this
paper. It has Lcen tailorcd to (1) lend to definite, mcasurable
results within onc to twe years, and {¢) to atiract additicnal
resources to experd ite irpaet later. The principel foatures of the
pregramme - a3 currently hoing discussed and refined within UNIDO ~ is
28 follows:

Range of Scrvices

The prograviie deals with identifici.tion, promotion, implcacntation
end start-up of opertion of factorics. It will ensure that project
preparaticn meets . reascnable standard of guirlity so that the decision
making proccrs nay function promptly. The services provided will be
flexible. They will e selected and adaptced to suit the needs of each
country and of each project.

Pilot Begis

Becausc the subjeet ic inberently Yroad, the propramc will begin
on a pilot scalc, probably with.a developmant bamk, developuent corporo-
tion or . “departront of industries” depending upon the local situation.
The prograri.c will erpand us successful opernticn is demonstrated (ind
as more rescurces oro ottrarted).

Selection of Prejects (irzget Induiirics)

There exrc nc special restricticne on types of projeets to be
handled, vbut erpbasis will he placed on developing ovceptional stroength
in the fellowing arcus which 1ill bo referred to as “tarpet industrics':
food processing, tertiles and clething, pharusceuticals, smull and
mediur: cheizical plrnbs, constructicn metcerinls =nd componcats for lou-cost
housing, anc boasic rietcl-nechanic industries .3 well as including
agricultural umnlecents, producticr of low-cost tracters and coacerical
vehicles and related products. Tn gencr~l the programac will handle
mediwn nize fuctories, individually or in inductrial corplexen.

Tield Links

It is cxperted that the prograume 1311 rely upen very close
operational links with UNIDO ficlé personncl already posted in the
cooperaiing countries. It iz intended to increasc the effcctivenoss
of such experts iy ) providing proper notivation as well as active
technical backstopping froo KHevdquartors: b) supplying the {ield with
contrets or direct assistance for locating finince, techrology,
nanagerent, specialized consulting advice, cte., and ¢) building upon the
lesgons learncd by thesc oxperts in o systenatic vay, for inproving
subsequent projecis. :
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Operations

The day=to-day headquoartoers operation of the prograrme will bo in
the hrnds of o task force which bhas dircct links to thosc sections of
the organization whose help roy be needed, Tt will eper ic thrcugh
consultancy {ro. Hendruarters ond ctalf visits to the field. The
programue will concentratc cn sclcceting and acccleraiing the progress
of a srall nwsber of projeets in emch cooperating country. Thi W
involve assistance fer any . the steps in preparing, p.'.u:kagingz-
and implenenting the nrejects UNIDO's rcle will be to pocl existing
Ynoulcdge to catalyze the precess, to cupply “tools: and contacts and
a rcasure of initictive, depending on agrcerents with the host country.
Sclectaon und Develcpmant of | Togls

The prograuwi-c will ideatifly ..ctheds and techniques which have
heen shoun tc ve successful and cacowrare their more widecproad use
a8 well an find and anply uc © ones broed on field cxpericnce and
studice. Tt will ualo ase of handboclin and manuals, and person-to-
person contacts for thit purposc. Vhere grps in current practice still
exist, new dcveloprent will be programmed

Txisting manuels on preporing projcet studies, praacting
investment, sctting up factories and contracting fer {echnology, i.a.,
will he reviowed ond updated 1o incerporate mere rocent practical
experience. MNe. hondbookns on sotting up industrics in tic selected
sectors (e.g 1lov cost housing conpencnts or garments) will he
prepered, based cn ficld experience in the pilet programic and elscwhere.

Lortacts

The developing countrices have many clianncls cof their cim for
identifying and commnicating vith prospective projoct particip.nts
(financial, technical, menegericl)  “hen neccded, UNIDO will supplement
these channels in accordeace with ite ciperience of the past decade aiming
at the establishwent of o sohesive netwerl: of selected contocts. Efforts
will be nadc to build up the usefulness of UNIDO's centacts by carefully
screening nrojects ahi the centact organizctions to vhich they are sent.
UNIDO will couplenent tho normal direet promotionnl clirnnels, rather then
replacing them. At the save tine UWTIDO's inputs uwill Le ained at
teilering projecte to better serve,the econenmic and social development
objectives of the host countrics, :nd ot supperting negotiations among
the parties with this in wind.
hoasurenants of Resulls

A log will be Lept for cach ccuntry, reperting wilestones in the
progress ol oach investrent preject and sunnerizing actions takan by
the task icrce and by the nutionel proicct erganization. These reports
vill be analyzed periodically te meniteor the programmets results and
assist in guiding its furthcer developmont.

-~

- e B

/_J: “Packeging «g uscd here means identifying the necessary technicul
managerial, end financial corponents ir o project and bringing
participants to the stage of decision-ueking and of signing
agrocisonts to oxcoute the projcct.
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