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The Process of Preparation and Carrying-out of Investments

Investment problems are usually considered from the
point of view of benefit or efficiency realized after Pimd she
ing and going into operation. International publications
deal, on first place, with problems of the criteria for in-
vestment decisions. The importance of this problem should not
be underestimated, butb without & good achievement in preparing
‘and carrying-out of every single investment The calculated
efficiency cannot be ocbserved in current production, This is
a very vital problem of each economy. Capital funds spent for
investments will not be effective until the projects are
finished. Hence. gquality and timing of preparation and carry-
ing-out of investments highly influence the growth rate.

The investment process includes many IesSelVes to be discovered
and ubilized by an efficlent. planning decision - making
and implementation of investments. Since capital 1s scarce in
developing countries golng the path of industrialization and
since there are not enough experiences in this field the state
should apply a strong supervision of investments.

In this chapter these problems are envisaged that
usually emerge in the investment process, and the experiences
of the GDR are offered in thils concern.

The process of preparation and carrying-out of invest-
ments can be subdivided in at least three stages:

1- Setbting-up of technological and econonic
objectives.
5. Elaboration cf and declsion on the project.

3-. Jarvyicg out of a project.



The process with iUs three stages lucludes

economic problems besides technological problems. Lo uigid
happen that losses will arise coming Lrom false or incomplete

investments. Moreover, quality ¢f preparation and carrying-out
of an investment will effect the time of its finishing as well
as its efficiency.

Therefore, the experiences with regard to each of these
stages will be examined in the following paragraphs. The com-
plete prodess is introduced by the following scheme in order
to make sure that every problem can easily be placed and under-
stood. The scheme introduces all partners which share the
investment process. Furthermore, it is mentioned what should
happen in every stage and which have To Dbe the main results.
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Setilng-up wx Lechnical and Economic Objectives

should be discussed the stage of setting-up

OL Gecbnical and economic objectives. This is a coordination

. objectives. All bodies representing different levels

ponsibllities in planningshould have approved the invest-
:;oj@ct required before it can be included in the prospec-—

Lovestinent decisions are closely connected with pro-
spectilve planning, Investments requlre an estimabtion of market
and of technolegical as well as economic processges in scope of
a Long term. Under the conditions of public sector in the in-
dustry of Gthe developing countries the posglbility of long-term
lanning arises, |

The investment plan hag be z part of the genersl

-

to
1s one of the most important parts of

G
progpecuvlve planning. Dypes of investment plans can be:

l=  programmes for improving technology in existing
piants prepared by enterprises and branch organiza-
Lions

2— programmes for bringing-out new products which will
require additional eguipments in existing plants
ar

pr

red by enterprises and branch organizationsg

epar
5~ idndustrialization programmes for a branch or a

Local district prepared by branch organizations
and local planning bodies;
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lhe rirst one 1s directed UO rationalization of existing plants.
This way is very imporbant in order to ralse the level of pro-
ductivity and to increase production capacity in the frame-work

of exlsting plantse

In practice a great nuuber of small and medium-sized
investment projects belong to this group after a certaln level
of industrialization has Dbeen reached.

Rationalization programmes of enterprises and branch
organizations have Go be running plans, that means, they have
to be permanently improved in scope of some years ahead. The
period depends on the pranch in question. Programmes for power
ststions or steel mills, for lnstance, will require a longer
forecast than such for manufacturing of ready-made dresses.

The second TLType of programmes mentioned above is concerned with

enlargement of plants 1n order to bring out new products (or to
substitute obsoleted products by new kinds of products). This
type of programmes includes measures aimed to enlarge the scale
of assortment and corresponds with purchase of licences. The
programmes for bringing-out new prodaucts have to be considered

as a running plan, too.

As to the third type of programmes, industrialization program-—

mes for a branch or a local district, we can say that they must
be fixed plans and not running ones. These programues usually
require considerable physical and financial resources and.
they may cover the greatest share of accumulation funds in a
national economy though the number of projects is limitede.
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With respect to the interlacings between the branches the dif-
ferent industrialization programmes have to be coordinated with
cach other and priorities must be fixed. It is up to the govern-
ment and its several bodiesthoroughly to discuss the problems
and tasks in this concern.

We can sum up that socialist prospective planning with
regard to investments should be based upon investment program-
mes such as industrialization programmes as well as programmes
Tor improving technology and bringing-out new products,

Types of Prosgpective Investment Plans

Prospective Plan
- investment section -

el

Industrializa— Programmes for Programmes for
Glon programmes improving technology bringing-out new
- N products
~ — g -
%

I
[ P
new plants ~ I existing plants
~centralized deci- ! - centraliféd or
sions-— h : decgﬁﬁ;alized decisions )
I
|
[

1) In a developed industrial country with engineering and tool
industries these decisions might be taken in a mainly decen-
tralized way based upon some mafor prospective Ttargets. In de-
veloping countries usually a central allocation of currencies
for the import of equipments is in need. ‘
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Main objectives for oublining investment decisions

regarded to single projects can be!

T

Setting-up of technical and economic objectives, that means:

— needed additional capaclty capable to cover expectéd out-
put and demand,

- sims for improvement of technique and assortment,

~ minimal initial expendltures,

- expected level of technology,

- expected level of labour productivity prime cost and profit.

— recoupment period

Setting-up of time objectives (i.e., the deadlines for
finishing) .

In the stage of setting-up of technical and economic

objectives some economic problems arise:

1-

The state aubthorities have to follow up that concentration
tekes place upon such pfojects which are included in the pro-
spective plan adequate to their prioritye. Enterprises often
start investments which are not coordinated with the plan
declaring them as "pepairs”. That requires additional
demands for equipments and capital out of The balanced tar-
getse. In a planued economy the input and expected oubput of
a1l investment projects must be balanced with respect to
those branches which are interlaced bto a project as suppliers.
Divergences from the plan create disproportions and will lead
to unfinished investments.
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An important experience is that splitting-up of investment funds
should be prevented. This can be reached by setting-up of relati-
vely short construction periods in order to prevent a distribu-
tlion of capital into too much projgects simultaneously being in
realization.

In practice it will be necessary to divide the accumulation funds
of a national economy into two parts:

- Investments to decide on by top-level bodies of a national
economy (centralized investments);

- Investments to decide on by enterprises and branch organiza-
tlons or leading bodies for a branch (decentralized invest-
ments).

The rirst fraction will consist of relatively few pro-
Jects covering most of the financial means of every year. The
second fraction will probably consist of the majority of projects,
but those projects will require the smaller part of financial
sources.

In the second fraction there is really a splitting-up
of means caused by the great number of projects. Nevertheless,
it is necessary that every branch organization and every enter-
prise is in the position to have decsntralized investment funds
for the purpose of carrying-out of small projects which are
almed to apply innovetions and improvements in technology and
organization. This is a question of elasticity in a planned
econony. The remarks against splitting-up of investment funds
are regarded to the majority of means concentrated on the great
projécts,
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If targets are fixed in quantity and quality it 1s necessary
+to check on whether investments are the only solution to
cover Ghe demands. LG might happen that the targebs can Dbe
fulfilled by using capacitles more intensively without invest-
ments. 1n a national economy you can not pay enough attention
to this experience. Saving lnvestments by better use of
existing capacities 1s the shortest and cheapest way To in-
crease nabional lncome. Opportunities for increase of the
productive capacity by better management are unlimited in
principle. Bub it depends on quantity of additional demand
whether it can be satisfied by better use of capacities only
or to what extent iuvestments are required in order to cover
the expected outpub.

Another pointtobeconsidered 1is the repercussion on the payments
balance caused by investments. In develoving countries it is
necessary o consider investments under this point of view
fpom the very beglnning because equipments have to be imported
to a great exteﬁﬁﬁﬁurrent production may permanently require
imports of raw-materials, fittings and spare parts and; on
the other hand, the share of expor® market will affect payments
balance. “he influence of every investment project should be
calculated in whis concern. It 1is recommendable to subdivide
these calculations in currency blocs. In general we can stale
that investments strengthen independence and can create new
dependence. Therefore, it is up to the policy- makers to out-
1ine the direction of investment policye.



T

4— A last idea in this context is that investments have wo bpe
palanced with the capacity of construction industry because
investments are mostly carried out by help of national con-
struction industry. Therefore lnvestments largely depend on
the capacity of construction industry and of building materi-
als  industry, too.

The flaboration of and the Decision on a Project

The second stage 1s the elaboration of and the decision on
a project. The core of this process is the project appraisal.
First +the ilnvestor invites ftenders. The suppliers which are
interested in a contract can make a tender or an offer, this means
foreign suppliers as well as national suppliers are invited to
ke tenderss In developing councries there will take place a
division of labour in such a way that most of eguipments will be
offered by foreign companieg and that offers for construction
will be expected from home companies. A competition in the field
of eguipments 1s impossible without having a naticunal engineering
and tocl industry. All tenders recelved are considered as
variants (alternative solutions).

Baged upon the available data the appraisal of these differeént
solutions has to take place, and Gthe best or most appropriate
variant should be accepteda

With the acceptance of a tender or offer the supplier is
ordered to deliver an outline of the project decumentation.,
It is up to the supplier to contract a projecting agency in
order to prepare the project outline, but the supplier is
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responsible for this outline. The project outline has to be ap-
proved by the investor,and he has to decide cn variants for de-~
bails of its carrying-out. Affer this the suppliier hags o

prepare a specified project documentation assisted by his pro-

jecting agencye. The most important econcmic problems in the

stage of project appralsal are:

i- The several variants receilved as offers or tenders
are the basis for the choice of the most Lavourable solution.
As & mabter of experieice especially foreign suppliers offer
only the daba for the equipments earmarkingmsin processes and
consequently such an offer looks better than another one that
is complebe. As a result all variants taken into consideration
ve to be comparaple and last but not least feasible.

EY
W

2— For the purpose of project appraisal 1t is necessar;
to follow up the dabta contaimed in the offers in comparison with
standards and norms. It is necessary Lo bave criteria suita-

o)

ble for a given national economy in order to know whether a

project is efficient or not.

There is a need for criteria in a threefold conneciion:
- gppraisal of the tenders and ofiers (variants);

o’

~ gppraisal of the best variant and

- apprailsal of the sroject outline and the specified
project documentation. ‘ '
Criteria can be bobth techiical and economic ones.
These three steps form the process of project appraisal

as a whole.
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This is shown by the following scheme:

Process of project appraisgsal

M\
Offers and tenders The best variant project documenta-
as variants(alter- that was chosen tion related to
natives) which werg the best variant,
submitted > lvariants for de-
talls of implemen-
(tation included
decision on which decision on effici- decision of varia-
variant is most ency of the best nts for details of
favourable on the variant on the basis implementation and
basis of given of given criteria following—-up whether
criteria and acceptance of project documenta-—
this variant or not Tion is in line

with previously
fixed criteria

53— The appraisal of a project can be gualified by organi-
zing its public defence according to experiences in the GDR. That
means the investor and the supplier have to defend the project
as well as 1ts efficiency and documentation against a committee of
experte appointed by the ministry or branch organization. The
bank responsible for financing of the investment should take
part in the defence in order to follow up the investment process
from the Vvery beginning,

4= A main problem in the process of project appraisal
1s to ensure an optimum level of labour productivity in the period
of using the investments. There is no need of world standard
level in all cases, but labour productivity of new projects
nust be higher than the level already achieved hitherto. It would
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be a loss for a national economy if investments would conservate
obsoleted methods of production,.

In the GDR, there exists an Office for Project Appraisal
subordinated to the State Planning Commission in order to guara-
ntée an otpimal level of efficiency. This office operates with
a staff of engineers and economigts subdivided in branch-teems.
The office acts in the process of project appraisal comparable
to the activity of e.ge the Egyptian General Organization for
Industrialization (butbt only as an advisor without responsibility
for investments). In this body data are being collected. As a re-
sult projects which are under appraisal can be compared to these
data. In the course of years a breasure of experiences 1s avallable
in order to ensure a great benefit of investments. The politicians
which have to decide on investments can consolidate their deci-
sions by help of such data prepared by the experts.

5- Now we have to discuss the elaboration of a specified
project documentation.

The process that happens is very simple. The investor con-
tracts a supplier to deliver an investment. The specified project
is coming into the picture in the framework of a project outline
which was approved before. Because the supplier 1s not in every
case able to draw up the project by himself he has to contract
a projecting agency which prepares the projecte. T

In the GDR there exist many projecting agenciles in public
sector organized on the branch principle. In every brach we can
find public enterprises which deliver project outlines and speci-
fied projeects for public investments. Furthermore, there are
plenty of department§for drawlng-up of projects in leading enter-
prises (main suppliers).
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In the practice of developing countries, however, the
matter is different. Capacities for drawing-up projects are very
limited, and project outlines and projects aremostlyincluded in
deliveries of equipments by foreign exporters. Caused by techno-
logy the suppliler and the projecting agency must work hand in
hand, because the items of a project depend on the different
kinds types and trade marks of equipmentse Therefore, it is not
recommended 50 develop national projecting agencies for a branch
before the relevant industries which are competent for supply
have been developed.

On the other hand projecting capacities should be develop~
ed as soon as possible for preparation and carrying-out of such
investments which can be covered by national supply (for instance
construction industry) .

The expenditures for purchase of project outlines and
specified projects are the first expenditures in an investment
process. In the balance sheet of the investor they hawe to be
considered ag assebs and have to be financed by planned sources
kept ready for investment financing.

©. The investor shouldfollow up the specified project
documentation whether it 1s complete and qualified in order to
shorten expenditures and time.

The main point should be following-up of the technical
and economic data and normatives in comparison with the project
outline., bixperiences have shown that projecting agencies often
change some items of the project under the headline of improve-
ments. In practice it might happen that data
of projects have been changed and targets have been decreased.
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The following-—up of the iuentlity of a project with the relevant
project outline and the original tender will prevent losses in
carrying-out and use of investments.

7= In case of drawing-up projects by national projecting
sgencies the possibilitiesof developingtype-projects and repetition
of projects should be useds

Carrying—out of Investments

The proper process of carrying-out of investments takes
place as the third stage. The ilnvestor is contracted to The
suppliers which are to carry out the investments in question.

In amccordance with experiences we can point out the following

problems regarded to the carryinge-out of investments:

1- The responsibility of suppliers is a crucial point,
Extent and range of responsibility depend on the con~
tract and can be fixed in different ways.

b

irs Models Phe investor contracts a so-called general

0

o

G
upplier waich 1s responsible Tor the delivery of a constructed
&

o
or reconstructed plant ready for operations

Second Model: The invesbtor concracts plenty of suppliers each

of them responsible for a limited field of carrying-out., In this
case the investor needs a staff settled on the building ground
which is in charge of coordination and following-up Of the

Processe
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In general it will be more efficient to implement the first model.
In the GDR there exist special companies that deliver complete
plants. Examples are the Organization for Open-Cast Mining Equip-
ments Crabe andConveyor Plant Works, the Organization for Chémical
Equipments, the Organization for Construction of Power Stations,
several orgarizations in counstruction industry and in the field
of equipment -exports the Invest-Export Company that delivers
completé factories. In the engeneering branches usually one of the
suppliers acts as general supplier and, consequently, as the
partner of the investore

The first model is preferable because it ensures a clear-cut

division of responsibility between current production and invegt-

ment processe.

The second model will effect that the investor gets the main place
1n managing the carrying-out of an investment. In this case the

danger might arise that the investor is *ompletely engaged in co-
rdinating the suppliers of capibal goods and, therefore, might
liave not enough power for managing the current productionse Bxper-
lences shoewed Ghat in case of the second model the total expen-
ditures were higher than in the first one. If = special organigza-~
tion for delivering of complete investments is permanently in
charge of investments it is able to accumulate experiences and to
patlonalize construction.

2~ The developing countries are recommended to modify the first
model. These countries are forced to use foreign aid to an
important extent in order to push ahead in their initial
stages of industrialization. It isg necessary to save foréign
currency by carrying-out of invéstment programmes by national
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regources. The capacity of national construction industry
can be used as far as possible in order to save foreign cur-—
rencys 1n addition it is possible to contribute to by-proces-
ses (secondary processes) based upon nabtional industry.

As a result in most of the cases it is impossible to order
only one general supplier. The investor has to contract a
main supplier for construction and perhaps one or several
main suppliers for eguipments (i.e. foreign companies)e AS
far as possible the investor should contract several home
suppliers for additional deliveries which complete the in-
vestment in accordance with home resources. As a matter of
fact the investor is forced Go have a staff for coordination
in this case and, consequently, the danger for high initial
expenditures 1ls apparents The additional stafr and the pro-—
blems tied Tto the coordiunation are the %input® necessary

for gebting the "output" in shape of saved foreign currencye

We saw that the carrying-out of investments includes sone
difficulbiess On the other hand there are reserves which

should be exploited for bThe benefit of national economyo

A FPundamental experience is that guality in preparation of
investments effects the observance of planned initial ex-
penditures and the tlme necessarty for finishing as well.

If the preparation is not thoroughly done data might change

in carrying-out of projects and drawing-up of improved projects
becomes necessarys As a result construction stops and even
finished segments must be pulled down again. Naturally, all
these changes take time and money and hinder a speedy develop—
ment of national economy,ﬁ.thorough preparation and supervision
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of carrying-out of investments is an important precondition
for the observance of proportions laid down in prospactive

plan. Investments which are finisnhed later Than planned wil
lead Go disproportions becsuse the output is not available in

-

vime. On the other hand conceptional changes of specified DIro-
Jects during their carrylng—out will slso lead to dispropor-
tions, lhe same activitvies which are considered as lnvestments
from the viewpoint of the investor are deliveries based on
the output of construction and egineering industries. Con-
sequentiy, changes in a specified project documentation
during its carrying-out reguire changes in quantity and ss-
sortment of current production in supplying industries, Be-
cause equipments have to be imported in a great range
digproportions as a result of changes in carrying-out of
investmenss are transfered to the national economy of the
supplier country., In the interest of a successful business

changes 1n this concern should be - prevented. It 1s to take
quO consiceration that the supplier and hig sub-suppliers

have %o prepare their output in time

rr/‘\SD

design and technology)
i

especlally in case of single construction of equipments.

Another fundamental experience is concerned with the prepara~
Glon of current production. The start of current production
requires some breparations such ag:

— construction of solid roads which communicate the factory
with the transport highways;

- Qualification of manpower in time.

— purchase and preparation of raw mgterialsa
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These preconditions should be observed in order to avoild losses

in the first period of current production in the new plant. This
ensures full utilization of capacities from the very beginning.
Gonnection of electric power and roads is a part of investment
programmes that highly influences current production.We can call such
investments concomitant investments and can include raillway con-
nections into the factory (industrial truck), waber and gas supply,
phone and sewage connectlon,

The preparation of workers is a very important task, indeed. It
is recommended to train the staff during the presence of foreign
specialists. In this case losses caused by unskilled use of
machinery can be avoided or limited.

As H0 bhe preparation of raw materials it is to say That

in some branches special preparations have to be arranged (for
instance bimber must be dry). If fittings are in need current pro-
duction of the current suppliers has ©To increase or imports must
be contracted in accordance with the plan.

These problems earmark the transition of an investment into cur-
rent production. It is to avold that the investor leaves the
transition problems out of consideration and that he relies on
the suppliers. Carrying-out of investments and preparation of
current production based upon new plants have to go hand in hand.
If these two processes are coordinated together annual planning
of production can cover the full capacity from the very beginn-
inge On the other hand, unsufficient use of capacities earmarks
a bad preparation of ilnvestments as well as of current produc-

101
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Conclusions

It is not enough that a high benefit is promised with the
calculation of efficiency. An efficient achievement depends on both
thorough preparation and carrying-out of investments and profitable
use of new plants.

Another conclusion is that management of investment processes
should be considered as g special section of economics and eCcono-—
mic practice. This is by reason of the complexity of problems
going with this process (Coordination of technical economic and
political aims; the difrerent stages and bodies includéd in the
process).

The preparation of single projects has to take place in
accordance with the prospective plan that is approved., Therefore,
it is recommeundable to register all important projects in prospective
plan. The plan should include forp every single project at least:

- Capacity,

- market,

- initial expenditures and time required for carrying-out,
~ conditions for supply of raw materials and fittings,

— location of the project,

—~ manpower

line of technology that is recommended.

In practice it is impossible thoroughly to examine all projects
before inclusion in the prospective plan. Therefore, the selection
of the best variant takes place in the preparatory period. For

the single projects it is in this period that priorities can
change and some of the projects are replaced by others. In all
These cases the repercussions on national economy have to be
estimated and balanced,
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Another point is the time of finishing of iunvestments. IU is
necessary to guarantee that input and output of the new enterprise
is included in the annual plan in time of starting current pro-
duction. The targets of the prospective plan have to include the
increase of production caused by investments.



