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I. Introduction, Yypes of investment programmes.

Investment decisions are closely connected with prospective plan-
ning. Investments require an estimation of market and of technological as
well as economical processes in scope of a long term.

Under the conditions of public sector in the UAR-industry the

possibility of long-term planning arises.

The investment plan has to be a part of the general propspective
plan and, let me add, it is one of the most important part of prospective
plan, In accordance:with the experiences in the GDR, types of investment

plans can be

1- programmes for improving technology in existing plants,

prepared by enterprises and general organisations (GO)j;

2- programnes for bringing-out new products which will require additional
equipments in existing plants,

prepared by enterprises and GOj;

-3~ industrialization programmes for a branch or a local district,
prepared by GO and local planning bodies in case of new plants,

prepared by enterprises and GO in case of existing plants.

Let me describe these different types of investment programies

more specially,

The first one is directed to rationalize existing plants. This way is
very important in order to raise the level of productivity and to increase

production capacity in the frame work of existing plants.

In practice a great number of small and medium-sized investment
projects is subordinated to this group, after a certain level of industria-

lization has been reached.
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In the UAR-industry investments for improving technology will
become more important under the second prospective plan than they have been

under the first one, especially in advanced branches like textile industry.

Rationalization programmes of enterprises and GO have to be
rauning plans, that means, they have to be improved permanently, in scope
of some years ahead. The period depends on the branch. Programmes for
power stations or steel mills for instance will require a longer forec..st

T .z2 such for manufacturing of ready-made dresses.

I'ne second type of programmes, mentioned above, is concerned with enlarge-
went of plants in order to bring out new products (or to substitute obso-

leted products by new kinds of products).

fhis type of programmes includes measures aimed to enlarge the

scale of assortment and corresponds with purchase of licences.

The programmes for bringing out new products have to be considersd

¢z & running plan, too, as mentioned above.

ot

o the third type of programmes, industrialization programmes for a branch

iocal district. We can say that they must be fixed plans and not run-

~
s |
w

ing gyer, These programmes require usually considerable physical and
iirzncliel resources and they may cover the greatest share of accumulation

tun%s in a national economy, through the number of projects is limited. It

to the government and its several bodies to discuss thoroughly the
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and tesks in this concern, With respect to the interlacings bet-

1

C
T
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er. the branches the different industrialization programmes have to be
.cocrdinated together and priorities must be fixed.

de can sum up that socialist prospective planning with fegard to
~avesimeats should base upon investment programmes such as industrializa-

. ion progremmes as well as programmes for improving technology and bringing-
out new productis.


https://v3.camscanner.com/user/download

-

All these programmes should be prepared by the enterprises and

branch organizations of public sector.

It is up to the top level of socialist planning to coordinate
and balance all these proposals, A main task has to be the decision on
sriority regarded to every single project. The following scheme outlines

this problem.

Types of Prospective Investment Planning.

Prospective plan
= investment .section -~
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Now iet me point out some ideas related to connections between
prospective planning and investment decisions, It is to distinguish bet~

e two occasions of investment decisions,

W

The first occasion takes place in elaboration of a prospective

plan (elaboration of the different programmes'included). These decisions
are regarded to investment programmes and, the complexity of a techno’n -
ol or economical trend of development is considered. It is to decide cn

whether a programme shouid be approved or not.

The second occasion for decisions on investments takes place ia
Lz process of preparation and carrying out of separate investment projecis
whlch form a programme, Every separate investment project ought to be cal-
“.isiel with respect to its efficiency. In prospective plan the frame -

vor Ior those decisions is given.

sut, only by help of decisions on every single project a pros-
#E2C%zve plan can be put into effect,

Main indicators for outlining investment decisions regarded to

single projects can be

i= 5etiing-up oi technological and economical objectives, that means:

=
-ils

W

ded additional capaciiy capable to cover expected output,
cimsg ror improvement technique and assortment,

raximal initial exwpenditures,

- gxpected ievel of technology,

2 1evel of labour productivity, prime cost and profit,

e Seiving=up Uime objeciives (i.e. the date) for finishing.
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II. The process of preparation and carrying out of investments.

In the range of this outline the process of preparation and carry-

ing-out of investments takes place.

It is in this process that decisions have to be taken on the
best variant to implement the prospective plan. Technicians and economists

have to find out appropriate technological solutions under economizing all

resources.

Let me give a survey concerning the economical main problems which

tied ©to the process of preparing and carryini~out. of investments. I'll

(9]
b
™

to introduce this process ana its probleis by a scheme. (Page 6 & 7)

ck
b |

€

In the scheme the process is subdivided in a preparzation period

g 1

anc in a period of carrying-oui of investuenis, Doth of these periods are

subdiviced in two fractions. As a resulv we have to discuss four stages:

1= Setting-up of technological and econonical objectives;
2- elzboration of and decision on the outline oi a project;
3~ elaburation of a specified project.

L= Carrying-ocut of a project.

“he scheme introduces all pacrtners which are in touch with the
suor. Jurtaernore, it is meantioned what happens in every stage and

wnich have to be the main results.

Tne process of preparation and carrying-out of investments in-
cludes plencvy of economical problems, beside technological probleus. Lt
may happen that losses will arise comiag {rom [alse or incomplete prepa-
raigion of projects or Irom uncontinuously carrvying-out of investments.
rioreover, quality of prepar.ng and carryla; out of an investment will effect

upon the time of its finishing as well as upon its efliciency.
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Usually, investment problems are.considered only,from the point.of
view which benefit or efficiency will be realized after going into operation,
International publications deal on first place with problems of criferia for
investment decisions. I'11l not underestimate this question, but, without
a good achievement in preparing and carrying-out of an investment, the effi-
ciency calculated before can not be reached in current production. This is
a very vital problem in a national economy going to industrializatior ».d,
even in a developed economy, too. Therefore, we have to consider the in-
vestment process from the very beginning. The process of preparation and
carrying-out of investments includes many reserves and it is closely con-

nezted with prospective planning.

In accordance with experiences in socialist countries in last
iecade I'11l try to give a survey about the problems which are relevant in
this concern. If we follow the subdivision in the scheme introduced above
we'll get a systematization of the problems in accordance with the stages

of invesiment process.

III. Setting-up of technological and economical objectives

Let me begin with the period of getting—up of technological and

ecoromical objectives. This is a coordination process of objectives. All

bodies representing different levels and responsibilities in planning
chovld have been approved of the investment required. After coordination
the project is allowed to be registered in the prospective plan.

The plan has to contain at least
- capacity of output in main assortments ,
- expected market and location,
- manpoyer and supply situation,

- direction of technology, if possible,

(%3 CamScanner
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It is to decide on priorities of projects which are included in

the investment plane. Targets have to be sel up as orientalion indicators

Tor drawing-up projects.
In this first stage some cconomical problems arise.

1- The state authorities have to follow up that concentration takes place
upon such projects which are included in prospceclive plan, adequate to
their priority., It is an experience that often enterprises start in-
vestments without coordination to the plan, declared as "repairs"., Thal
requires additional demands for equipments and capital out of the balan-
ces. In a planned economy the input and expected output of all invest-
ment vrojects must be balanced with respect to those branches which are

interlaced to a project.

Divergences from the plan create disproportions and will lead to unfi-
nished investments.

An important experience is that splitiing-up of investment funds should

be prevented. That can be reached by setting-up of relatively short cons-
iruction periods in order to prevent a distribution of capital into too

rmuch projects being in realization simultaneously.

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 general organizations or
leading bodies for a branch (decentralized investments).

The first,fraction;will-cdnsistlfrom relatively few projects, covering
most; of financial mears in every year. The gecond fraction will probabdly
consist from the majority of projects, but, those projects will require
only a small part of means,

In the second fraction there is really a splitting-up of means caused
by the great number-oi' projests. It is necessary that every general
organization and every enterprise is in the position having decentra-

lized investment. funds for the purpose of carrying out of small projects,

CamScanner
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aimed to realize innovations and improvements in technology and organi-

zation. This is a question of elasticity in a planned economy.

The remarks against splitting-up of investment funds are directed to the

majority of means, concentrated on the big projects.

The problems of centralized and decentralized investments in a planned
- economy should be.devotéd to .a spacial discussion .under considerat.un of
the experiences in socialist countries. But, in this context it isn't

the place to do so.

The planning bodies have to set up targets which are in accordance with
the prospective plan. That is necessary in order to implement the ten-

aency or line of prospective plan with every single project,

Katurally, it is not a problem to éet up targets for a new plant if the
prospective plan outlines this development. The difficulties. arise

from the decision on the level of technology and:economical achjevement
whiéh is appropriate to push ahead national economy, and especially the

industry in question,

If targets are fixed in quantity and quality it is necessary to check on
whether investments are the only solution to cover the demands. It may
be that targets can be naaabed by u51ng capacities more intensively,
without investments., In a national economy you can not pay attention
enough to this experience. Saving investments by better use of existing
capacities is the shortest and cheapest way for increase national incone.
Opportunities for increase pfodgctive~capacity by better management are
unllmlted in principle. But, it depends on quantity of additional dee
mands, whether they can be satisfied only by better use of capacities or,
in which extent investments are required in order to cover the output

expected,
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4~ Another point to be considered is the repercussion on payments ba-
lance caused by investments, In a country like UAR it is necessary
to consider investments from the very beginning under this point of
view. A great part ol capital funds, especially equipments, has to
be imported., Current production may require additional imports for
raw-materials,fittings and spare parts permanently and, on the other
hand, the share of export market will aftect payments balance. The
influence of every investment project should be calculated in this
way. To sum up, it is recommendable to subdivide these calculations
in currency blocs. In general, we can state, investments strengthen
interdependence and may create new dependence. ‘'herefore, it is up

to the policy-makers to outline the direction of investment policy.

5- A last icea in this context is that investuments have to be balanced
with the capacity of construciion industry. We can take it as given
that most of investments are carried out with the help of national
constiruction indusiry. Thererore investments depend largely on ca-

racity or construcwion incdusiry and of builaing material industry,too.

IV, £laboration of and decision on the outline of a project

The second. stage is the elaboration of and the decision on the outline

of a project.

The core of this process is the project appraisal. First, the inves-
tor invites tenders. The suppliers which are interested in a contract
can make a tender or an offer, that means, foreign suppliers as well as
national suppliers are invited for making tenders. In practice there
will take place a division ox labour in such a way that most of equipments
‘'will be offered by foreign companies and that offers for construction will
be expected from home companies, A competition in field of equipments is

impossible without having a national engineering and tool industry.

A commission headed by thc investor has to select the best out of the
_variantsvaVailable. A second commission, headed by the General Organiza=-
‘tion for Industrialization is usually in charge of the decision on whether .

CamScanner
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the best variant should be carried out. All bodies, included in the

scheme mentioned above, have to contribute to this decision.

With the acceptance of a variant} that means with a tender
or offer the supplier is ordered to deliver.an outline of the project.
It is up to the supplier to -contract a projecting agency in order to
prepare the project outline, but, the supplier is responsible for this
outline, The project outline has to be approved by the investor ana,
ne has to decide on variants for details of its carrying-out. The most

important economic problems in the stage of project appraisal are:

1~ The several variants received as offers or tenders are the basis for
the chdéice of the most favourable solution. An experience is, that
especially foreign suppliers offer only the data for the main project
and consequently such an offer looks better than another one that is
complete., As a result, all variants taken into consideration have to be

comparable and last but not least, feasible.

2= For the purpose of project appraisal it is necessary to follow up the
data contained in the offers in comparison with standards and norms. To
know whether a project is efficient or not, it is necessary to have cri-
teria suitable for a given national economy. In this context problems
concerned with the selection of appropriate criteria are excluded. The
question of criferia is so important that a separate chapter will be de-
voted to this problem,

Let me add that there is a need for criteria in a threefold connection:

- appraisal of the tenders and offers (variants);
~ appraisal of the best variant and
- appraisal of the project outline.

These three steps form the process of project appraisal as a whole,
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This is shown by the followiny schemei

rocess of project rals
Offers and tenders The best variant Project out.ine
as general variants decided on rolated to Lhe
best variant, va-
> riants for details
> | of implementation
included
decision on which decision on effi- decision on variants
.variant is most ciency of the best for details of imple-
favourable on the variant on the ba- mentation and follow-
basis of given cri- sis of given crite- ing~up whether project
teria ria and acceptance outline is in accor-
2 of this variant or dance with criteria
not - decided previously;

Criteria can be both, technological and economical ones.

3~ The appraisal of a project outline can be qualified by organizing its
public defence, in accordance with experiences in socialist countries.

That means, a commission formed by all bodies which take part in project
appraisal, headed by the investor or the General Organization of Indust-
rialization, could order such a public defence. The bank responsible for
financing the investment should take part in the defence in order to follow
up the>» invesiment process iIrom the very peginning,
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The project outline should include variants showing different ways or va-
riants for its carrying-out in order to reveal the most efficient solu~-
tion in detail.

4~ A main problem in the process of project appraisal is to ensure an op-
timun level of labour productivity in the period of using the investmenis,

There is N0 need of world standard level in all cases, bui,
labour productivity of new projects must be higher than the level ac =zved
nitherto. It would be a loss for a national economy if invesimenis would

conservate obsoleted methods of production.

V. Blaboration of a specified project.

Now we turn to the period of carrying out of invesimenis, The

next stage we have to discuss is the elaboration of a specified project.

The process that happens in this stage is very simple. The in-
vester contracts a supplier to deliver an investment., The first result
that has to be delivered is the specified project in the framework of a
rroject outline which is approved before. Because, the supplier is not
able to draw upthe project by himself in every case, he has to contract

a projecting agency which prepares the project.

In the GDR. exist about 100 projecting agencies in public ssctor.
organized on the branch principle. In every branch we can find a special
public enterprise which is specified in delivering.project outlines ana
specified projects for public investments. furthermore, there are plenty

of departments for drawing-up projects subordinated to leading enterprise:.

In practice of developing countries, however, the matter is a
little different,

Capacities for drawing-up projects are very limited and, project
outlines and projects are in most of cases included in deliveries of equip
ments by foreign exporters, Caused by technology the supplier and the pro-
jecting agency must work hand in hand, because the items of a project
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depend on the different kinds, types and t(rade marks of equipments,
Therefore, I'm not able to recommend the development of national project-

ing agencies for a branch earlier than the relevant indugtries wnich are

competent for supply, have been developed.

On the other hand, projecting capacities should be developed,
as soon as possible, for preparation and carrying-out such investments
vhich can be covered by national industry (for instance construction in-

dusiry).

+ae investor's expenditure for purchase of project outlines and pro-

jects arethe first expenditure in an Investmenl process. In the balance

it has to be considered as asseis and is to finance by planned sour-

sheet it

ces, kept ready for investment financing.
Economical problems concernad with this stage are:

l1- The investor should follow up the »nroject whether it is complete and

gualified in order to shorten expeaditure: and time.

2~ The main point must be following-up the technological and economical
data and normatives in comparison with the project outline.
Experiences have shown that projecting agencies often change some items
oi the project under the headline of improvements. In practice it may
happen that data of projects have been changed and targets have been
decreased, The following-up of th» identity of a project with the rele-
vent project outline will prevent losses in time of carrying out and

use of investments.

The question aviges which staff is available to implement the follow-up.
In the GDR. in every general organization managing a branch and in

every great enterprise you can find departments considering the scientifi-
cal and technological progress with economical and technological staff.
Headed by the department on branch level data in field of technique and
economical data become collected permanently.
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The different investment programmes are based on this experiences,

r

On the other hand, there exists an office for project appraisal subordi-
nated to the State Planning Commission, This office operates with

a staff of 200 to 300 engineers and economists, subdivided in branch-
teems. The office acts in the process of project appraisal comparable
to the activity of the Egyptian General Organization for Industriali-a-
tion (but only as an advisor without responsibility for investments).
In this body data become collected, too. As a result, projects which
are under appraisal can be compared to these data. In the course of
years a treasure of experiences is available in order to ensure a great
benefit of investments. The policy-makers which have to decide om in-
vestments, in general, can consolidate their decisions upon these data

prepared by the experts.

In case of drawing-up projects by national projecting agencies the pos-
<ibilities to develop type~projects and repetition of projects should

be used.

VI. Carrying-out of investments.

The proper process of carrying-out of investments takes place as

the fourth stage. The investor is .contracted to the suppliers in order

to

In

carry out the investment in question,

accordance with experiences in the GDR we can point out the following

problems regarded to realization of investments:

l-

A crucial point is the responsibility of suppliers. Extent and validity
of responsibility depend on the contract and can be fixed in different
wayse. _

First model: The .investor contract a so-called general supplier

which is responsible for delivering a constructed or reconstructed plart

ready for operation.

Second model: .Phe investor contracted plenty of suppliers.each of them
responsible - for a. limited field or realization. In this case the

CamScanner
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investor needs a staff settled on the building ground, which is in

charge of coordination and follow-up the processs

In general it will be more efficient .%o implement the first model.

In the GDR. there exist special companies for construction plants
completely. &Bxamples are the Organization for Open-Cast Mining Equip-
ment, Crave and Conveyor Plant Works, the Organization for Chemical
gquipments, the Organization for Construction of Power Stations, seve-
ral organizations in construction industry and, in the field of equip~-
ment-esports y the INEX-Company. In the engineering branches it 1is
usuel that ome “wf -~ the . suppliers acis as general supplier and, con-

sequently, as the partner of the investor.

The advantage of the first model is that there will be ensured a clear

division of responsibility between current production and investment
P

ihe second model will lead to a situation-that the investor gets the

main place in managing the carrying out of an investment.In this case,the
danger ‘could . arise that he is completely engaged in coordination the
suppliers of capital goods and, therefore,pe‘could have not enough power
fior managing current production. Experiences have shown that in case

of the second model the total expenditures are higher than in the first
one, 1f a special organization for delivering investments is in charge
of them permanently, this organization is able to accumulate experiences
and to rationalize the copstruction. An accordance with these experien-
ces nowadays ‘Phe': GDR-economy is going with the first model.

The developing countries are recommended to modify the first model.
These countries are bound to use foreign aid in an important extend in
order, to push ahead in their industrialization. It is necessary to
save foreign currency by carrying-out of investment programmes partly
by natién#l”tnib#rcéi, The capacity of pational construction industry

' canlbe:gggd,.;gj:;g“gglpégsihle. in order to save forelgn currency.
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In addition it 1is possible to contribute to by-processes (secondary o

procésses) based on national industry.

As a result, it is impossible to order only one general supplier in
most of cases. The investor has to contract a main supplier for cons-
truction and perhaps, one or several main suppliers for equipments
(i.e. foreign companies). As far as possible, the investor should
contract several home suppliers for additional deliveries which m

the investment complete, in accordance with home resources. In fact,
the investor is bound to have a staff for coordination and, conse-
quently, the danger for high initial expenditure is apparent. The
additional staff and the problems tied to the coordination are the
“inpul™ necessary for getting the "output™ in shape of saved foreign

currencye.

We saw that the carrying -out of investments includes some difficulties.
On the other hand there are reserves which should be exploited for

the benefit of national economy.

A fundamental experience is that quality in preparation invéstments
effects the observance of planned initial expenditure and the time

necessary for finishing,

If the preparation is achieved not thoroughly, data will change in
carrying out of projects,and drawing=-up of improved projects becomes
necessary. As a result, construction must stop and even finished
segments must be pulled down again. In these cases it may happen
that imported equipments are not suitable for the carrying-out of the
improved project. Naturally, all these changes take time and money
and will hinder a speedy development of national\ecohomy. Let me add
that a thorough preparation and supervision of carrying -out of in-
vestments is an important precondition for the ebservance of propor-
tions in prospective plan, It is relatively clear that finishing in-
vestments later than planned will load'to disproportions caused by

fhe outpuf that is mot achieved in time; On the other hand, concep-
tional changes of specified projects meanwhile their carrying-out
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will also lead to disproportlons., The same activities which are con-
sidered as investments ifrom the viewpoint of the investor are delive-
ries based on the output of construction and engineering indusiries,
Consequently, changes in a specified project meanwhile 1ts earrying-
out will require changes in quantity and assortment of current pro-
duction in supplying industries. But, these industries are preparing
current production in accordance with the output laid down in prospec-
tive plan, That will appear especially regarded to0 national const-
ruction industry, which covers the first period of carrying-out of

an investment, Because, equipments must be imported in a great rangz,
Lisrreportions as a result of changes in carrylng-out of invesiments
wi.l be transfered to the supplier's national economy, In the interest
of a successful business, changes in this field should be prevenied
and igst but not least, the investor can save additional expenditure
which are caused by desires outoif the contract with the supplier.

% .g o take into consideration that the supplier and its sub-sup-

ri.crc have 10 prepare their output in time (design and technology),

especially in case of individual production.

Another fundamental experience is concerned with the preparation or
current production, The start of current production requires some

preparations such as:

~ mzking ready electric power,

- construction of solid roads which communicate the factory with the

transport highways,

-~ qualification of manpower in time,

- purchase and preparation of raw materials.

These are preconditions to avoid losses in the first period the new
plants are used, By the way, these are the main sources for making
ready capacity for full use immediately after finishing the new

pl&nt.
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Making ready electric power and roads is a part of investments prog-
ramme that will influence current production on a high degree. We can
call such investments concomitant investments and can include railway

connections into the factory (industrial truck), water and gas supply,

phone and sewage connection,

The preparation of workers is a very important task, indeed. It is
recommended to train the staff meanwhile presence of foreign spec
lists. In this case losses caused by unskilled use of machinery can

be avoided.

As to the preparation of raw materials there is to say that in some bran-
ches special preparations have to take place (for instance timber

must be dary). If fittings. are in need current production of the sup-
pliers must increase or imports must be contracted in accordance with

the plan.

These problems earmark the transition of an investment into curreni pre-
duction. .There is to avoid the situation the investor taking the
transifion problems out of consideration and, that he relies on the
suppliers.Therefore,there is 10 sum-up: carrying-out of invesiments

and preparation of current production based upon new equipments have

to go hand in hand, If these two processes are coordinated together,
annual planning of production can cover the whole capacity from the
very beginning. On the other hand, unsufficient use of capacities
earmarks a bad preparation of investments as well as current produc-

tion.

V1Ii., Conclusions
As a;result'thoro is shown the process of preparation and carrying-

out of investments includes many reserves in a national economy.
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It is not enough that a high benefit is promised wlth the
calculation of efficiency. An efficient achievement depends on both ,

thoroughly preparing and carrying out of investments and, profitable

use of new plants.

Another conclusion is that management of investment processes
should be considered.as a special sectiion of economics and economical
practice. That is caused by the complexity of problems going with this
DI'oCess, (Coordination of téchnological écbnomical and‘political aims;

the different stages and bodies incluced in the process).

¥inally, let me come back t¢ prospective planning, The process
¢l preparation and carrying out of investments has to be outlined by the

~

prospective plan, The main tasks earmarked by the plan are:

1= The fulfilment of targets for increase of output and the aims for

_rcrease of consumption require investments,

Extent and tendency of investment policy is, therefore, outiined by
setting up goals for output in quantity, quality and assortment as

well as for consumption, ¢

More specially speaking we can say that investments may be caused by

- the demands of internal market,
- ihe setting up of targets from an economical and political point
of view,

~ the results of research-work and technological development,

-~ the payments balance in order to save imports,

2~ The preparation of gingle projects has to be in accordance with the
prospective plan that is valid, Therefore, it is recommendable to

register all important projects in prospective plan, The plan should

include for every single project at least:
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- Capacity required,

- marketing,

— initial expenditure and time required for carrying--out,
- conditions for supply of raw materials and fittings,

- location of the project,

- manpower available and, if possible,

- direction of technology which is recommended.

In practice it will be impossible to examine all projects thoroughly
before inclusion in prospective plan. Therefore, the selection of

the best variant takes place in the preparatory period. It is in this
period that priorities may change and some of the projécts will be
substituted by others,- In all these cases the repercussions on natie-

nal economy have to be estimated and balanced,

Another point is the time of finishing investments. It is necessary to

guarantee that input and output of the new plant is included in the

annual plan in time of starting current production. The targets of
prospective plan have to include the increase of production caused by

investments.
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