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Investment planning
Chapter I

General aspects of investment planning

I, Definition of investment and investment planning

Investments are a main concern of economists and likewise of pla-
pnehs, Activities in this field are, therefore, given great emphasis
both from the btheoretical and practical point of view. And we shall
endavour o discuss theproblem of invesbment planning with due res-—
pect to all essential issues involved in 17T, becauge it affects the
national economy as a whole . A ome—sided or narrow-ninded way of
studying the problem would give interesting debtails but no full pic-

. _ture a planner urgently is in need of when drawing up and implemen=

'hej§%§i>%éi We should, therefore, be well aware of the point of view
from which we are sbtarting cur sbudy. Teking inbto account the exper-
ience of planning in the U.A.R .or in the G.D.R and in other socia-
list counbtries as well, this point of view can cnly be the national
aspect. We do not regerd investment as a meers of profitable employ-
ment of capital with a view to receive a return but rather as a
means of making the national economy more rational and more advanced
economically and socially. This attitude, general as it may seem,
will help us to f£ind the right sclubtions of all general and apecial
problems that are to be discussed in this course. Praciise in socla=-
list planning shows us that ewen this general aspect proved a good
criterion in cases where planners faced rather special investmen?
problems on a low level as e.g. on the enterprise or village levels

We have answeréd so far the question how to lock on the problens
of investment planning in general. We must now explain the substance
of investment and, consequently, of iavestment planning. What are
investments and what is investment planning.

Investment. meansto use part of the national produs=
ctive labour, respresented by goocds, in order o
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create new and to renew available productive and non=
production capacities.

The word "use" indicates that investment is a process implying
neasures Go supply investment goods:and to set up a new capacity(or
to renew an existing one) in a certain span of time . This process
starts with the supply of these goods and it is completed at The
moment when the new capacity comes into action. In other words: inves-
tment is a process which bsgins after the ouysput of investmentv goods
has finished, and it will erd when the mewly built up capacity became
part of of the fixed assebs of the national economy. As a matter of
facty, investment represent an increase in the national wealltl.

After having formulated a definitvion of investment we should oy
to find out the practical consequences of it because any definition

has no ends in itself; it is meant, anyway, to give an idsa for prac-
tical activity in the respective £ield.

The first comsequence we have in mind has been stressed slready,
namely: investment is a process. It should be conceivedas a complex
of measures affecting several parts of the nationesl economy. Invesi-
ment as a process and, coasequently investment planning ave, T
fore, linked with many othe? economic processes and plavning scetlvi-
ties. '

The second consequence can be derived from the very wordi
the definition. As investment is. the process of using (investment)
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goods with respect to increase capacities we can state that invegi-
ment are, primerily, a maberial (physical)process, Lfinancial preoblens
involved being of secondary importance.

The third consequence will lead us to a2 definitidn of investment
planning and, simultbaneously, o a principle of socialist planning,
Taking into account both consequences already mentioned, it will be
obvious that investment plarning aims at an increase of(productive)
capacities by means of supply of investment goods and by putbing
them into action . Investment planning includes, therefore.

analysis bbth quantitative and qualitative of capa~
cities available and of the necessary increase of them
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analysis of investment gocds'demand and supply,act-
ivities for supplying and ssteblishing those inves-
tment goods including the final stage of putting
them into action snd including the process of fina-
ncing all these activites.

Investment planning, comceived in this way, reveals thav it is
not limited to mere analybical werk. 1t goes beyond economic calcu-
lations or drawing up a plan. Invegtment planning and planaing in
general has two sides: to work out plan and %o implement it . In
socialist countries planners are accustomed, thersfore, to call this
phenomenon the "unlty of planning and manading(im mplementing) acti-
vities ™. It should be stressed thst this prineiple of s¢
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planning implias'cerﬁain consequences with respeect to th
bility and competénces: of the different anthorities of
machinery as well as with respect to the skill a planner must have
gained. It will be, perhaps, appropriate To inform the r2ader, bri-
efly, that a result of this general principle is @
he who works cut the pian is regarded responsible for its Lcollow-
up and implementation. This, of course, asks for the ability to be
a good planner and organiser. Planning and execubive wark is to be
done by any planning institubion end by eny planner.

Having defined the very subject of cur study we shall now ask

S

the question concerning the significance of iavestment plennirg.

2. The significance of investméant planving

It had been already mentioned that investments increase national
wealth. This statement should be amplified by saying that vhey ei-
tend that part of the nabtional wealth which enables us Lo egopand
production and services. Investments and investment planning are
a process of increasing the productive potential of the rational
economy. They are the basis for further growth and for The improve=-
ment of the technical and eccnomic level as well as of the structure
of national economy. To investment planning, therefore, great atven—
tion is to be attached.
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Economic growth depends upon the economic potential conceived as
a quantitative category, and upon the level and the structure of the
national economy. Investments are the means To improve them. It 18
needless te say that economic growth is, usually, the fasTer the
greater investments are. Planning experience in socislist countries
tells us that this is not true st any case. Growth is not only 2
function of, the investment volume bubt ewen of the way in which a given
volume is used. The best way to use a given investment fund is(i)to
invest modern techniques because they will increase productivity,
i.ee the economic level and(ii) to distribute the investmen® fund
rationally , i.e. to improve the economic structure. of the country.

In order Lo make these general remarks appliceble to prastical
planning in the field of investments it will be useful to resort o
some problems which emerged in socialis® planning experience and
which in particular induced the plapners 3o work out seme kind of
general principles of investment planning for the variouas branches
and sectors of the national sconemy . They exe basic to all plannlng
activities in the field of investments so that we shall refer to them
later very often.

- Projecta(investments)ars to be esbablished with a mininum of
material and financisl funds. The minimum is reached when the var-—
ious targets of the long~term plan can be realised with projects
which ensure _ the smallest investment in physical and value Terms
in connection with the shorftest construction periods

- Any project is to be drawn up and set wp in accordance with
the highest level of technical and technolegical progregs in the ras-
pect field.

-~ Any project has to be set vup only in case that there is no
other possibility to expand oubput in order to meet demand. Demand
of the respective products must be calenlated before any project 1s
to be taken into consideraticn.

- Investment planning has to analyse thoreoughly, from the vexry
beginning, the following problems:

7" (i) 'The effedts ofithe project on the respective hranch {(pro-
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ductivity, production , manpower and raw material supply
etco) s
(ii) the effects on the adjoining branches which are to process
the production of the project under considerations
(iii) the effects on the region where the project is to be locat-
ed o
- Planning a project includes planning of &ll primery and secon-
dary(direct and indirect) effects on the naticnal economy. The latter
must be _balanced,to0,in physical and value Lerums.
- Project(investment) planning must be executed with full coord=
ination of all relevant material and financial data(btargebs).
= The establishment of =z project cannot start unlsss all ecconomic
technical and technological documenis etic. are avallable and finally
approved by the responsible authorities-

It can be learned from this short list that investment planning
asks for an extensive“studyﬁﬁ££§%£ferent problems . The first is
that the planner must realize his project he has ia mind, is in
line with the general development of the national ecoromy, and con=
sequently,if it does f£it in the political amd social structure and
interests of his country. The second,economic, problem is to he Fully
aware of the relations between the project and all other parig ol the
national economy. That project is best which will promote econcmic
progress on the nmational scale. Planners should not pay thelr abtten=—
tion to “an isolated project though it may be or become a rather pro=—
fitable on. If one project seems to be rather prcfitable at the ex-
penses of other projects or even establishments which are alrsady
active any socieby with a large natiionalized sector will suffer from de-
finite losses. Thirdly and lagt not least , each project must be
establighed in accordance with the best acccpmlishments of modern
technique and technology as well. This sc¢ because both modern techni-
gue and technology aré a means of reaching a higher rate of growth.

It is obvious that investment planning is a combination of inter-
dependent polictical econcmic and technical problems. The planner is
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facing this combination in his day-te-day performance of his duby.
He must be well trained to cope: with the theoretical and practical
problems of all threse fields of knowledge and activity. This fact
induced planners to regard their activities, not only in the field
of investments,as a unity of politics, economics and techniques.
Thus we have found,by'thé way, another principle of sceialist planning.

3, The investment plan as part of the national plan
Tt is generally acknowledged in socialist countries and in many
developing countries as well(e.g. in the U.A.R.) that planning should
be(i)national planning and (ii)a comprehensive one, too. This acknow-
ledgement involves that investment planning should be defined as
part of the national planning as a whole and, MOTECVel, that invest—
ment plamning should be given a distinet role in national planning
activities. This is meant to decide which priorities are to be given
to.rtqg??hg%uch should be given, snyway ,snd what the invesiment
plan itself should be like. Speaking about The role of investment
planning we shall learn by the way some ideas about the parts which

a copmrehensive national plan must consist of.

The discussion of the problem that the iavesitment plen represents
one part of the entire national plam has To stars with Ghe questlon:
which are the divect relations to obther parts (sectioms)of the plaaf .
This will be followed by another. guestion as To the priority c¢f any
section of the national plan, with which the invesbtment plan proves
to be linked.

The general objective of a plam particularly in developing
countries is to increase output. . Considering the problem of
growth we have in mind, first and foremost, the rabe of growth of to-
tal output} This increase largely depends upon high efficiency of
the economic potential which isasynonym for labour producivity. As
the investment plan has no ends in itself 1% must be clesely coordi—~-
‘nated with the targets of the plan in the field of production and
productitivity . - ilks L :

Evenwith respect to countries with less sexperience in planning we,should

I.) It must be stressed that, of course, the problem of gcoggmic
growth is not limibted ¢nly to this problem . Growth is 3 cate-
gory of a far wider scope.
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nevertheless, point out that this interdependence requires a section
of the national plan in the field of production and of productivity
as well. If national conditions, perhaps, in the initial stage of
planning make it impossible to work out a plan of labour productivie—
ty , some ecalculations on productivity should be exercised, at leas®,
in order tg try ©o ge% rQF%Eea about the effects of productivity on
the national economy.2).

Anyway, investments as a means of increasing production and pro-
ductivity ask for the subordination of the investment plan to produc—
tion and productivity plans. This subordination must be regarded
from the point of view of the final objective of planning activities,
i.e. this subordination is te be conceived as the definite sequencs
of planning the economic end scciel development in general.
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If we have in mind the planning and operative (managing) sctivi
ties of different kinds we must be aware that things go The other
way round. The final objective taken for granted(i.e. output), plan-
ning and managing or implementing work has ©o start at the other end
by creating e.g. new capacities as a prerequisite of increasing oubpube.
Invesments and the investment plan must bes given, consequently prio—
rity. This priority includes, time priority.

At this point we touch ancther problem. Investments create nswW
productive capacities as one precondition of furbther increase in
output. But to set up new cepacities requires material and financial
funds. We find that invesment planning depends, in turn,upon produc=
tion and financial planning . This is obvicusly true with respect To
the planning of technical and technological progress which is to be
introduced, preferably, by the way of investments. We can conclude
from this that investment planning, though given prioriby, is deter=
nined greatly by the level of productivitys, by the volume of oubtpub
and or supply of investment goods and by the financial funds avail-—

able. The level of productivity should be regarded as the basic
precondition if we have in mind the final objective of planning.
Qutput(supply) of investment goods and financiel funds are the first
problems to be considered if we have in mind the practical work fox

2.) The author believes! that thepressure of population in some deve-
loping countries is not in favour of the argument that producti=
vity problems are no actual ones.
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establishing and implementing the plan .

It is not our intention Ho give full account of the relations
between investments and the investment plan on the one hand and the
other parts (sections) of the national economy and the naticnal plan
on other. No is it envisaged to work out a philosophy on thesge rela-
tions. What we have in mind is a rather practicsl problem. The fact
that the investment plan is related to.many obther sectiens of the

ational plan resulted in the eximtence of two different kinds of
planning data(crncoeffi@éents.i). The first kind comprises data which
reprezent binding targets of the respective investment plan,i.eo
they are Linding for the planning aubhority which is resposible for
o

a certain branch ehc. of thenabional sconomy and by which thi lanhaé

U.!

been worked out. Taking into sccount what has been said sbout the

fal

priority ¢f plans we cam conclude that the invesitmens plan.4) shoul
have, at lsast, the Lfollowing mein groups of datd (targets):
- Gotal financilal fund
-~ single projects (most important ones ounly)

- new capacibties.

Even a superficial study of these data reveals why they must
be binding. If e.g. more financial funds are used Lor a csriain pro-
ject other ones cannct be carrisd oubt or the state Budget hzs 6o
reduce other planned expenditures. The main projects, Iurthermore,
nust be set up according Lo ths plan because %
influence on e.g. the region where it is located, on thes.T chnical
level of the hrrmnch it helomgs Yo ete.
are corcerned,bhey must be esbtablished,anyway, becauss the increase
of production which is %o be reached by means »f them is pars of the
production, consumption and o» export plan.

s far as the new capaciti

o

Irn order to complement or to work cub the targel data of the
investment plan planners use a series of other daba, coefficients
etc. Those are not binding bubt used for calculation only. As an
example we wish to quote some of this kinds

- analysis of the utilization of the existing produ-

ctive capacities (number of shifts, continuity of raw material supply ¢
%e) This is walid,of course, for all kinds-of plans and plannlng

activities,
4.) We have in mind the central irrestmpn? plan only. The reqpactlwe

plans on the branch, regional and enterprise level are MOrs
amplified. € ]
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- = imvestment output ratio(its serves to choose the best
variant out of a number of proposed projects on
the branch level )

Without going into detail we can generalize these sbatements in the
following ways Binding data are those which express economic proce-—
sses which must be influenced and controlled by the respective plan-
ning authori%%feiglébme of these processes aud the respective data
are of national impoftance they will be included in the central
plan. If not: , they are part of the plans on the other levels (bran-
ch, regional etc.) . All other economic Processes and the respective
datia toll s e 1 belong to the second kind of data (cceffici-
ents) which are used for calculations. They, usually, are an eppendi-
ix to the plan.

We should stress that this distinction between binding snd cal-
culating data is not an academic one. We mus®t conceive planning as
a means of promoting social and economic progress. But thi is asks
for responsibility of all organisaticns, institutions and individuals
engaged in economic activity. Planning means to carry out definitely
what has been calculated before., If is therefors, not a contemplative
but rather an active job . To have binding data or targets is only
one practical consequence of This general conside ration.




4; The basis of the investment plan

We must return to one probtlem discussed in section 3 in con=
nection with the relations between the investment plan and other sections of
the national plan; It had been put forward that investments are to be sub-
ordinated to certain objectives of the national plan which will be fulfilled
by investment activities. Such objectives had been stated production and pro-
ductivity targets; Generally, objectives like these are a starting point for
investment planning. We are now going to study this- problem concerniag the

basis of invesiment planning in a more amplified way.

Investments themselves asre, usually, a process lasting a more
or less long span of time. Taking into account, toc, that they are the neans
of improviné (i) the economic level and (ii) the economic structure of the
country we see that invesiment planning is a kind of long~term planning.

Moreover, investments as such require a well-balanced long-term national plan

indicating the main targets to be reached even by means of investment. This
general statement should be stressed because if planning is going this way,
the utilization of the given investment fund will be the most rational one.
Growth implies a rapid development of a series of esconomic data, the growth
(or rate of growth) of output being the most outstanding one. But output is
not an anonymous category, though, expressed in value terms, it does not tell
us which concrete products it consists of. As general data outpult and growth
of output must be used and calculated in planning. The higher the rate of
growth of output the better the result of planning activities. This, however,
does not mean that it does not matter what the concrete output is like. To
set up a plan with the view to reach a high rate of output irrespective of
the various rates (and volumes) of output of conecrete products cannot be
called planning. This would be some sort of economic calculation without
reference to an effective control of the different concrete economic proces—

ses., Moreover, thid would leave the use of the concrete output only to the
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market machinery; consumption of product, including raw material and invest-
ment goods, would happen to be, practically, off the competence of the plan-

ning authorities.

Consequently, a good investment plan can be worked out only

if an outline of production targets is available broken down by

(G branches and by

(ii) single products which are of national importance.

This outline should cover a period of several years.

Studying planning activities in this respect in different
countries we shall observe that, usually, concrete production targets as a
guide-line for investment planning are available. They are the result of con-
crete considerations and calculations so that, perhaps, it might have been not
worth mentioning what has just been said about the necessity of concrete pro-

duction targets as a precondition for a qualified investment planning.

Investments change the economic structure of the country by
creating new capacities thus centributing to an increase in output. If this
is true, the problem of drawing up concrete production targets prove to be

the problem of planning the structure of the national economy. This, obvious—

ly, cannot be executed neither by mere concrete production planning on a more
or less isolated branch level, nor with respect to industrialization in gene-
ral, No country can go straight away into development, industrialization and
detailed production planning. There must be worked out, first of all, a con-
ception of the economic structure the respective country intends to set up

in the long run., This is part of the perspective planning (long-term planning).
In this work all important political, economic and social conditions and aims
are studied, balanced and, finally, transformed into a set of interdepending
data representing the "skeleton" of a detailed long=-term national plan. This
general conception must be binding for all planning and other economic autho=-

rities and organisations, It becomes binding by being approved by the respon-
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sible authorities (in soecialist countries e.g. by the parliament).

Practically, to work out the general conception or general pro-
spects means to preconceive the national economy in its main proportions and
relations (both internal and external) and to anticipate the political and

economic future of the country.

This work, which is to be done in general as well as in concre-
te form, is the first basis of investment planning. It will, by the way, in-

dicate to which branches or regions priority in planning shculd be given.

We have answered so far the question that investments are a
method of changing the structure of the national economy and that they are,
therefore, subject to the general targets of the long-term natiomnal plan.
Investments contribute, too, to an improvement of the economic level of the
national economy. From this statement a second question can be derived: What
is the basis for investment planning as far as it affects the level of the
national economy? Asking this way it is assumed that there is such basis;
If we discuss the problem with special refereance to planning experience in
socialist countries, this proves to be no question at all; in these coun-

tries such a basis definitely does exist.

This close relation between investment and the structural
changes of the national economy should be stressed from another point of
view, too. Rational utilization of the investment is possible only in the
long-run because new capacities as a result of investment activities can be
used over a long period of time. This simple fact, therefore, requires
accurate studies and calculations so as to avoid any serious error in branch
(sector) allocation of funds which would lead to a highly ineffecient in-
vestment. This would mean waste of productive labour in a double sense:
wrong (not necessary) investment and new efforts (i.e. allocation of new

investments) in order to remedybﬁe previous misallocation,

Economic growth is the general aim of planning with special



