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ARTICLES 

How to Extend German 
Developing Countries 
By Prof. Dr. Clodwig Kapferer, Hamburg 

T he compara t ive ly  small share  of German pr iva te  
en terpr i se  in inves tment  in deve lop ing  countr ies  is 

disquiet ing as regards  pr iva te  in i t ia t ive  in this field. 
The Federal  German Government  thin, ks of the p r iva te  
inves tor  as a valuable  par tner  in p romot ing  deve lop-  
ment  and has  cer ta in  hopes  as to the  effect  of his ac- 
tivities. The ques t ion  is therefore  h o w  pr iva te  invest -  
ment  can bes t  be s t imulated and intensif ied.  This pape r  
examines  some aspects  of the problem.  It also sounds  
a warn ing  against  excess ive  expec ta t ions  for a syn-  
chronisat ion of governmenta l  deve lopmen t  pol icy and 
the at t i tude of p r iva te  firms towards  investment .  It 
would be asking too much of pr iva te  en t rep reneurs  to 
expec t  them to pursue  aims cont ra ry  to their  own 
interes ts  or, from thei r  point  of view, de t r imenta l  to 
them. After  all, a pr iva te  en t r ep reneur  is pr imari ly  
mot iva ted  by  self-interest .  

The View of the German Investor 

"Why are German firms holding back from invest ing in 
deve loping  countries~ This ques t ion immedia te ly  
touches upon the issue of pr ivate  in.vestment ini t iat ive 
as a whole.  Genera l ly  their  a t t i tude towards  invest-  
men t  in deve lop ing  countr ies  may  be descr ibed as 
indifference.  There  are a number  of reasons  for this, 
but the first fact is that  the firms" capaci ty  is la rgely  
absorbed by  the problems posed by  the domest ic  and 
by  t radi t ional  foreign markets .  Nei ther  future pro- 
spec ts  nor  exist ing opportuni t ies  ir~ developing coun- 
tr ies are adequa te ly  thought  out or even  taken into 
considerat ion.  The firms are content  wi th  solving the 
problems of the day  and hit t ing t radi t ional  targets  of 
expansion.  It ought  to be kept  in mind that  for Ger- 
man firms p reoccup ied  wi th  their  own problems there  
is no such thing as the altruistic aim of promot ing 
deve lopmen t  th rough  pr ivate  investment .  

The at t i tude of German firms to inves tment  pro jec ts  
in deve loping  count r ies  shows that  pro jec ts  first 
taken up wi th  much enthus iasm and involving re- 
pea ted  and cos t ly  journeys  or l eng thy  and ex- 
t r emely  tough nego t i a t ions  eventua l ly  fail owing to 
the lack of in t e res t  among their  directors  or board  
members  at home. The managers  of a big enterpr ise  
often prefer  to e v a d e  the responsibi l i ty  for an unusual 
inves tment  and do not even  submit projects  to the 
board of directors .  This si tuation can no longer  be 
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descr ibed as mere  restraint .  Rather  does it reflect fear 
of invest ing in developing countries.  It is fear  of the 
overal l  risk involved  and of the manyfold problems 
ar is ing from such investments .  And  it is he igh tened  
by  the remoteness  of most  of the  developing countr ies  
and by repor ts  of difficulties such as arose in the case 
of Mannesmann  in Brazil. Menta l  pre judice  against  
these  inves tments  often outweighs  the capital risk in- 
volved.  German firms display much inertia in this 
respec t  which in turn makes  it difficult to an.list their  
par t ic ipat ion in capital aid. 

Difficulties to Solve 

In pr inciple  German firms fully reali~se the need  for 
pr iva te  inves tmen t  in deve loping  countries.  Their  
counter  argument ,  however ,  is that  they  urgent ly  
need  the  avai lable  funds in their  own country.  
Cer ta in ly  insufficient  capital  resources  of German 
enterpr ises  p lay  some part. But apart  from this  the 
domest ic  marke t  and the countr ies  outside the devel-  
opment  a r e a s - - t h e y  are main ly  European c o u n t r i e s - -  
offer them much safer oppor tuni t ies  for inves tment .  
The firms feel tha t  the Government ' s  incent ives  to 
invest  in developing countr ies  bear  no relat ion to the  
risk incurred.  In any case the  promise  of preferent ia l  
t rea tment  a lone is not enough:  first of all the neces-  
sary  capital must  be avai lable and it must  not  a l ready  
be earmarked  for normal domest ic  operations.  If there  
is no capital, even  preferent ia l  t rea tment  in the form 
of tax exempt ion  will be of no use. 

German firms are short  of suitable personnel ,  and 
this means not only of technicians. Such first-class ex- 
per ts  as are ava i l ab le - -and  only  these can carry out 
inves tment  projects  in deve lop ing  c o u n t r i e s - - a r e  
needed  at home. If occasional ly  they  can be spared 
for some weeks '  work overseas  it is not suff icient  to 
get  an operat ional  unit going and to solve the mani-  
fold problems of the initial period.  

W h e r e  there  are par tnership  agreements ,  German 
firms are not the only ones who demand capital-  
major i ty  for themselves.  This condit ion makes  it dif- 
f i c u l t - a n d  in a n,umber of developing countr ies  the 
laws on industr ial  deve lopment  even  forbid i t - - to  find 
par tners  there.  And there are a l ready  enough exam- 
ples  of difficulties arising for management  from the 
appor t ionment  of holdings. One way  out might  be 
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to d iv ide  the  hold ings  into th ree  par ts  (one th i rd  Ger-  
man investment; one third partnership quota; the 
balance being placed on the free capital market 

through the sale of shares or the participation of third 

parties). It should be avoided, however, that a single 
partn,er in the developing country acquires the ma- 
jority of the capital. And to prevent the use of men 
of straw for this purpose caution is also required 

when dividing a partnership into three parts. 

German firms are, on the whole, inadequately informed 
about the general conditions, legislation and jurisdic- 

tion in developing countries; they know, for instance, 
little about the way tax laws are applied in practice. 

This explains why they often drop even well-advanced 
projects as soon as they get to hear about somebody's 
had experience. Only a clear explanation of current 

practices, and not only those which are legally and 

judicially established, can correct this. 

In small and medium-sized firms control lies in hands 

of one or of a very few persons. Their manifold re- 
sponsibilities make these people particularly versatile 

entrepreneurs. But in view of their many obligations 

they have little time left to tackle new unusual tasks. 

In addition, the shortage of capital and personnel is, 
of course, even more pronounced in small and me- 
dium-sized firms. To realise chances which they often 

detect much more quickly than large enterprises do, 

therefore becomes much harder if not impossible. The 
high cost of travelling to a distant developing country 

--for instance in Latin America--may alone be pro- 
hibitive. Last but not least it should not be overlooked 
that the failure of a comparatively important invest- 

ment made by a small or medium-sized enterprise may 
seal the firm's fate altogether. The question, therefore 

arises what should be the minimum size of a firm that 
can he regarded as capable of investing in developing 
countries. 

Possible Measures of Promotion 

The ways  and  means  of p romot ion  out l ined  be low 
m a y  help  to br ing  abou t  an  a t t i tude  among  German  
p r i v a t e  e n t r e p r e n e u r s  which is des i rab le  in the  in te res t  
of our  i n v e s t m e n t  po l icy  and  for the  purpose  of in ten-  
s i fying p r i va t e  i n v e s t m e n t  in deve lop ing  countr ies :  

[ ]  A d j u s t i n g  measures  of p romot ion  to the  pr inc ip les  
of p rof i t ab i l i ty  of p r i v a t e  ini t ia t ive.  

To p r i va t e  inves to r s  f rom indust r ia l  count r ies  the  
long- t e rm prospec t s  of p rof i tab i l i ty  must  appea r  fa- 
vourab le .  O t h e r w i s e  t h e y  would  not  feel inc l ined  to 
take  r isks and m a k e  inves tmen t s .  The most  impor tan t  
i n c e n t i v e s  for i nves t ing  in deve lop ing  count r ies  are 
the  expec ta t ion  of prof i t  and  safeguards  aga ins t  ex- 
propr ia t ion ,  t r ans fe r  stops,  etc. The pr iva te  inves tors '  
r ead iness  to accep t  r i sks  should  not  be over ra ted .  
The re fo re  mere  appea ls  to p r i va t e  firms to inves t  in 
deve lop ing  count r ies  would  not  suffice. 

[ ]  Asse s s ing  w h e t h e r  t h e  promot ion  of a G e r m a n  pro- 
j ec t  is wor th -whi l e  in t h e  l ight  of its impact  on the  
b a l a n c e  of p a y m e n t s  of the  deve lop ing  country.  

In p r epa r ing  plans  for p ro j ec t s  tha t  are to be f inanced 
p r e f e r e n c e  should  be  g i v e n  to pro jec t s  which help to 

improve the balance of payments of the receiving 

country. Hitherto mainly large firms have participated 
in investment. But in most developing countries there 

is a shortage of investors in medium-sized or small 

enterprises which make export goods from domestic 
raw material~ and thus earn foreign exchange. Sud~ 

export-orientated projects capable of attracting in- 

vestment by small and medium-sized firms should be 
prepared after a proper product-study. This shows 

potential in~.~estors where to start, marketing prospects 
and all the production and sales problems which have 

to be considered. It thus serves to reduce the invest- 

ment risk. There seems to be a vast scope for pro- 
moting so-called "joint projects" (in which the Fed- 
eral Government is interested) where for a larger- 
scale project the plans and measures of several in- 

vestors are co-ordinated. In .this way the difficulties 

arising from the inclusion of smaller and medium-sized 
firms in the investment- and development process 

could be overcome. 

[~ Poli t ical  r i sk  
Full cove rage  aga in s t  pol i t ical  r isk is essent ia l ,  so the  
i nves to r  does  no t  h a v e  to ca r ry  his  p ropor t ion  of 
c redi t  r isks.  

Inc reased  tax  a l lowances ;  

[] safeguard of transfers; 

[~] abolition of double taxation. 

Agreements should be speeded up for protecting Ger- 
man investors in developing cour~tries against being 

subjected to double taxation. 

[] The inclusion of operating assets in the Govern- 

ment's capital aid. 

The preferential treatment of capital assets which are 

subject to depreciation should be extended to oper- 
ating assets, especially to stockpiles or their expan- 
sion. Practical and administrative difficulties arising 
from the inclusion of stock in the preferential treat- 
ment can he overcome. But perhaps the granting of such 

treatment should he made dependent on an individ- 
ual examination of the impact on the country's devel- 
opment in each case. Industrial and commercial firms 

in developing countries depend on being able to 
finance their operating capacity. Deficient and time- 
consuming delivery of raw materials, semi-finished 
goods, accessories, etc., force manufacturing enterprises 

in developing countries to keep larger stocks than 
usual under more normal conditions, i.e. in industrial 
countries. The same applies to keeping larger stocks 

of spares, parts for assembling machines, packaging 
or filling and bottling materials. Commercial firms 
preparing and processing export products depend on 

considerable operating funds, since in comparison 
with earlier years improved technical methods--e.g. 
in the sorting and processing of raw materials--have 

to be used. 

Finance Institutes for Special Countries 

If necessary, the establishment of joint institutes for 
the promotion of capital investment on a bilateral 

basis should be considered or existing bodies should 

be entrusted with this task. 
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Government- and Private Investments 

Assuming  tha t  G o v e r n m e n t  capital  aid and p r iva t e  
i n v e s t m e n t  coun te r -ba l ance  each other ,  we should  
examine  w h e t h e r  and to wha t  ex ten t  it is p re fe rab le  
to promote  deve lopmen t  aid b y  p r iva te  r a the r  than  
G o v e r n m e n t  inves tment .  This should  be  done b y  in- 
ves t iga t ing  countr ies  wi th  opposing i n v e s t m e n t  s truc-  
tures,  i.e. count r ies  w h e r e  p r iva te  i n v e s t m e n t  p reva i l s  
and publ ic  i nves tmen t  is v e r y  l imited (e.g. Brazil) and 
those  w h e r e  the  r eve r s e  is the  case (e.g. India).  If t he  
impor tance  of p r iva te  i n v e s t m e n t  can be  es tabl ished,  
it should  be  cons ide rab ly  intensif ied b y  evo lv ing  cor- 
r esponding  g o v e r n m e n t  measu re s  of promot ion.  

Such an  inves t iga t ion  should  examine  to wha t  pro- 
por t ion  G o v e r n m e n t  capi ta l  aid could be  sca led  down 
in the  l ight  of a r ise of p r iva te  i n v e s t m e n t  which has  
been  encouraged  b y  publ ic  measures  of promot ion,  
such as tax  a l lowances .  This would compensa t e  for 
losses in  in t e rna l  t ax  r evenue .  This is a p rob lem of 
wider  impl icat ions  and  is impor tan t  for the  fu ture  
d i rec t ion of our  d e v e l o p m e n t  policy, e.g. wi th  r ega rd  
to poss ib le  ske le ton  a r rangements .  A t  p r e s en t  the  
wes t e rn  indus t r ia l  coun t r i es  are expor t ing  more  pub- 
lic funds than  p r iva t e  capi ta l  to deve lop ing  countr ies .  
Roughly  th ree  quar te r s  of capi ta l  aid to deve lop ing  
count r ies  and  to d e v e l o p m e n t  funds of mul t i l a te ra l  in- 
s t i tu t ions  resu l t  from publ ic  t ransact ions .  The obvi-  
ous ly  much g rea te r  mul t ip ly ing  impact  of p r iva t e  in- 
v e s t m e n t  m a y  be  gauged,  however ,  from the  example  
of Brazil w h e r e  more  t h a n  800 mil l ion G e r m a n  Marks  
h a v e  been  inves t ed  s ince the  middle  of the  fifties. 

Aid by Projects of Blanket Credits 

In principle,  capi ta l  aid b y  the  Federa l  G o v e r n m e n t  
is t ied to specific projec ts .  W e  must  the re fore  also 
examine  w h e t h e r  t he  scope  for p r iva te  i n v e s t m e n t  is 
r educed  if capi ta l  aid to indiv idual  deve lop ing  coun- 
t r ies  t akes  the  form of b l anke t  credits.  Some mis- 
g ivings  abou t  this  p rac t i ce  ar ise  from the  compet i t ive  
a d v a n t a g e  en joyed  by  la rge  firms wi th  good connec-  
tions, b e t t e r  in fo rmat ion  and a s t rong Lobby com- 
pa red  wi th  small  and  middle-sized enterpr ises .  In 
mos t  cases  b l a n k e t  credi ts  do not  p romote  smal l  and  
medium projec ts  which  are  des i rable  for the i r  multi-  
p ly ing  impact  on d e v e l o p m e n t  and which h a v e  a ben-  
eficial effect on the  ba lance  of payments .  On the  
con t r a ry  t hey  lead to the  t radi t ional  type  of ma jo r  
p ro jec t  which has  n o  di rec t  inf luence on deve lopmen t  
and  usua l ly  imposes  a cons iderable  s t ra in  on the 
future  ba l ance  of paymen t s .  

Starting Points for the Use of Promotion Measures 

In  v iew of the  bas i c  a t t i tude  of most  G e r m a n  firms to 
i nves tmen t s  in d e v e l o p i n g  countr ies  measures  of pro- 
mot ion  can ha rd ly  b r ing  tangib le  results  wi thou t  some 
psychologica l  act ion.  Appl ied  psychology can fulfil an 
impor t an t  educa t i ona l  funct ion  in p romot ing  devel-  
opment .  Psychology has  to be  applied to po ten t ia l  in- 
ves to rs  and  a rouse  the i r  unde r s t and ing  of develop-  
men t  problems as a whole .  It must  then  go into the 

dep th  of the  p rob lem of i nves tmen t  in deve lop ing  
countr ies .  Admonit ion.  and reproof  are, even  w h e n  
cons t an t ly  repea ted ,  not  the r ight  way  of mak ing  a 
las t ing  impact  on a f irm's at t i tude.  The  use  of such a 
m e t h o d  wears  out. Much more  s t imula t ing  could be  
examples  of successful  inves tment .  Even the  d isc losure  
of examples  of a f i rm's  unsu i tab le  a t t i tude  could help  
to b r ing  abou t  a change of mind and  lead to the  ac- 
c e p t a n c e  of an  approach f avoured  by  the  Federa l  
Gove rnmen t .  The  impact  of p ropaganda  is based  on  
repet i t ion.  The  impact  of publ ic i ty  rests  on under -  
s tanding.  

A p a r t  from repor t s  on  successful  i n v e s t m e n t  p ro jec t s  
in n,ewspapers and  periodicals ,  ef fect ive  publ ic i ty  for 
g r ea t e r  p r iva t e  in i t i a t ive  in deve lop ing  count r ies  can 
be  achieved b y  discuss ion meet ings ,  and b y  the  pre-  
s en ta t ion  of p ic tures  and films which give a v iv id  
impress ion  of successful  projects .  The  aim of pub l i c i ty  
should  be  to g ive  German  firms some prac t ica l  ideas 
of m a r k e t i n g  oppor tuni t ies ;  prospec ts  of prof i tabi l i ty ;  
t ax  allowan, ces; tariff  p ro tec t ion  in the  deve lop ing  
coun t ry ;  the  t r ans fe r  of surplus capaci t ies  and  pos- 
s ibi l i t ies  of de l ive r ies  to cus toms- favoured  free  t rade-  
zones.  But the  f i rms'  a t t en t ion  should  also be  d r a w n  
to successful  G e r m a n  or fore ign competi tors ,  and  
psycholog ica l ly  this  m a y  often be  the  mos t  e f fec t ive  
way .  

Small and Medium-Sized Firms' Chances 

The  specia l  p roblems  of small  and  medium-s ized firms 
as out l ined above,  impede  the  expans ion  of the i r  in- 
v e s t m e n t  in deve lop ing  countr ies .  But the  diff icul t ies  
which a s ingle en te rp r i se  often finds in supe rab le  m a y  
be  r e m o v e d  b y  br ing ing  seve ra l  firms t oge the r  for 
j o in t  i n v e s t m e n t  projects .  This would requ i re  the  
combina t ion  of different  f i r m s - - e v e n  from d i f fe ren t  
t r a d e s - - i n  "l i t t le  consor t ia" .  These  would offer va r ious  
a d v a n t a g e s  to the  par t ic ipa t ing  firms: smal le r  r isks;  
r educ t ion  of cost;  mutua l  support ;  g rea te r  abi l i ty  to 
asse r t  themse lves ;  economy in personnel ;  g r ea t e r  
faci l i t ies  for sales  and anc i l l a ry  supplies.  The individ-  
ual  member  firms of the  consor t ium could, as uni ts  of 
one  jo in t  in~restment project ,  work  in the  same bui ld-  
ing or in the  same terr i tory.  Thus cer ta in  ini t ia l  in- 
v e s t m e n t s  would on ly  have  to be made  once for the  
whole  complex.  Management ,  too would be  more  con- 
cer~t ra ted--apar t  from technical  units.  A n o t h e r  pos-  
sibili ty,  t hough  in a less c losely form of co-operat ion,  
would  be  for seve ra l  small  or middle-,sized suppl ie rs  
to jo in  the  i n v e s t m e n t  p ro jec t  of a large enterpr ise ,  
which would at  the  same time g u a r a n t e e  a ce r t a in  
marke t  for the i r  products.  

The p repa ra t ion  of such *model inves tmen t s~- -e .g ,  b y  
draf t ing  i n v e s t m e n t  pro jec ts  in specific deve lop ing  
count r ies  which are  sui table  for "l i t t le  c o n s o r t i a " - -  
could be  an inspi ra t ion  and a t t r ac t ion  for small  and  
medium-s ized firms. Because of t he i r  size these  f irms 
are  bound  to h a v e  misgiv ings  abou t  inves t ing  in 
deve lop ing  countr ies .  But the  ,,little consor t ia  ~ could 
ove rcome  them and lead to t ang ib le  p r iva t e ly  f inanced  
i n v e s t m e n t  projects .  
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