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or o the rwise  of a firm is deter-  
mined by  a whole  r ange  of factors, 
all of which con ta in  most  different  
e lements .  

Some progress  can be  made, 
however ,  by  cons ider ing  wha t  
s ingle  factors  inf luenced the  de-  
cision by  an  inves to r  to inves t  in 
Africa.  Past  expe r i ence  here  can  
open up pe r spec t ives  for the  future,  
W e  can  exp la in  the  obs tac les  and  
incen t ives  and  h o w - - b y  over-  
coming or explo i t ing  these-- - invest -  
men t  ac t iv i ty  can he  s t imula ted  
and s teered.  

A g o v e r n m e n t  decides  its inves t -  
men t  pol icy  on  the  basis  of poli t ico- 
economic  concepts ,  economic  pri- 
ori t ies  or social  economic  con- 
s iderat ions.  The p r iva t e  investor ,  
however ,  acts  in  a di f ferent  way.  
The on ly  dec i s ive  factor  for him 
is w h e t h e r  a n  i n v e s t m e n t  will be  
prof i table .  Such prof i tab i l i ty  th ink-  
ing is character is t ic  of p r iva t e  
inves tments .  An  e n t r e p r e n e u r  who  
is accus tomed  to opera te  in a f ree  
economy acts  on the  bas is  of eco- 
nomic  pr inc ip le  and  accord ing  to 
the  profi t  outlook. There fore  he  

also expec ts  to make  a prof i t  from 
his  ove r seas  inves tmen t s  because  
"business  w i thou t  profi t  is mad-  
n e s s ' .  The p r iva te  i nves to r  will, 
therefore ,  cons ider  w h e t h e r  his 
investment in capital ,  technical  
know-how a n d  en t r ep reneu r i a l  ini- 
t i a t ive  is l ike ly  to be  more  success-  
ful in Europe, or in deve lop ing  
count r ies  such as the  Afr ican  states.  
His dec is ion  to inves t  will depend  
essen t i a l ly  upon  his es t imate  of 
the  r isks to be run  and  the  chances 
of profit. In order  to assess  these  

factors, he  must  h a v e  a prec ise  

knowledge  of the par t i cu la r  de- 

ve lop ing  count ry ' s  economic  situ- 

ation. Much will depend  upon  the  

j udgmen t  of his local  pa r tne r  who 

will no rma l ly  be  more  famil iar  

wi th  the  marke t  t han  any  foreign 

inves to r :  of ten this  pa r t ne r  has  

p rev ious ly  acted as his expor t  

agent .  It is abso lu te ly  essent ia l  to 

se rv ice  and p repa re  the  m a r k e t  and 

es t imate  cor rec t ly  the  quan t i t a t ive  

and  qua l i t a t ive  r equ i r emen t s  of 

the  market .  Marke t  size is of 

par t i cu la r  impor tance  because  it 

de te rmines  p roduc t ion  capaci ty .  

It is also of the  u tmos t  impor-  
tance  for the  i nves to r  to be  well-  
informed about  the  i n v e s t m e n t  
c l imate  in any  par t i cu la r  country.  
It must  be  apprec ia t ed  in advance  
t ha t  p rac t i ca l ly  all deve lop ing  
count r ies  are compet ing  aga ins t  
each o ther  to a t t rac t  p r i va t e  capi ta l  
and in order  to do so they  must  
offer f avourab le  condit ions.  Po- 
l i t ical s tabi l i ty ,  economic  secur i ty  
and  a s tab le  cu r r ency  are  of car- 
d inal  impor t ance  here.  The  W e s t  
G e r m a n  Gove rnmen t ,  it is true,  
offers the  G e r m a n  inves to r  a cer- 
ta in  amoun t  of a ss i s t ance  by  con- 
c luding capi ta l  p romot ion  contracts ,  
special  deprec ia t ion  a l lowances  
and gua ran t ee s  for insur ing  aga ins t  
the  so-cal led "poli t ical  r i s k s ' ;  bu t  
exper i ence  has  shown  tha t  such 
ass i s tance  a lone  is i n a d e q u a t e  to 
p romote  p r i va t e  inves tment .  Na- 
t ional isa t ion,  or the  t h rea t  of this, 
i nva r i ab ly  s tops the  influx of 
p r iva te  capital .  By contras t ,  the  
g rea te r  the  secur i ty  of economic  
and poli t ical  condi t ions  in a coun- 
try, the  more  tha t  coun t ry  can  
count  upon  a t t r ac t ing  p r iva t e  cap- 

ital. Dr Herbert Mitteadorff, Cologne 

The Role of the European Development Fund 

The las t  ana lys i s  of the  pos i t ion  
of d e v e l o p m e n t  aid pub l i shed  b y  
OECD shows,  on the  whole,  a 
def in i te  r ise in p r i va t e  inves t -  
ment .  This is bo rne  out  b y  the  
table nex t  page.  

W h a t  is r e m a r k a b l e  in this  devel -  
opment,  whe re  1965 was par t icu-  
la r ly  encouraging ,  is the  r ise in 
inves tment .  This  is due, in the  first 
place, to an  increase  in new inves t -  
ment .  It seems p rema tu re  at  this  
s tage to deduce  from this  increase  
any  las t ing or even  r is ing trend.  
Future  d e v e l o p m e n t  is diff icult  to 
forecast ,  s ince  the  scan ty  mate r ia l  
at  our  d isposa l  permi ts  no rea l ly  
sound prognosis .  

The influx of p r iva te  capi ta l  

from EEC count r ies  to the  18 as- 

socia ted Afr ican  s ta tes  and Mada-  

gascar  p robab ly  a m o u n t e d  be- 

tween  1960 and  1965 to about  
$ 10O mil l ion a n n u a l l y - - e x a c t  
s ta t is t ics  are no t  avai lable .  This 
means  tha t  these  s ta tes  rece ived  
about  one  s even th  of the  p r iva te  
capi ta l  which f lowed from EEC 
count r ies  into deve lop ing  countr ies .  
Of this, r a the r  more  t han  half  was 
der ived  from re inves t ed  profits. 
A n u m b e r  of ind ica t ions  lead us to 
expec t  this  r is ing t rend  to con- 

t inue.  

Differential Investment Incentives 

One  of the  main  obstac les  to 
G e r m a n  p r iva te  i n v e s t m e n t  in the  
assoc ia ted  Afr ican  s ta tes  is prob-  
ab ly  the  smal l  size of the  m a r k e t s - -  
apar t  from o ther  p roblems  men-  
t ioned above.  In spi te  of local  
customs unions,  Af r ican  marke t s  
are far too cut  up b y  poli t ical  
front iers .  Dis t r ibut ion costs  are  

also high, because  of sca t t e red  and  
weak  concen t r a t i ons  of purchas ing  
power.  The c rea t ion  of p roduc t ion  
uni ts  capab le  of r ep lac ing  imports  
is also hand icapped :  concen t r a t i ons  
of demand  and  purchas ing power  
occur  mos t ly  near  the  coasts  and  
can qui te  eas i ly  be  sat isf ied from 
overseas  at  low sea  t r anspor t  costs. 
Addi t iona l ly ,  the  exchange  ra te  for 
CFA francs  is a d v a n t a g e o u s  for 
the  impor t  of indus t r ia l  goods and  
domest ic  p roduc t ion  finds it diffi- 
cult  to compete  wi th  these.  The 
th resho ld  of prof i tab i l i ty  for new 

domest ic  p roduc t ion  uni ts  is, the re -  

fore, c o m p a r a t i v e l y  high.  Marke t s  

in the  assoc ia ted  s ta tes  are  of ten 

too marg ina l  to s t imula te  in te res t  

amongs t  European  or A m e r i c a n  

manufac tu r e r s  and encou rage  them 

to shif t  the i r  p roduc t ion  capac i t i es  

to Africa.  

256 INTERECONOMICS, No. 10, 1967 



On the other hand, to build up 

export production ,aimed at the 

established industrial countries may 

become quite profitable in certain 

instances. This is particularly so 
for exports of certain mineral and 
vegetable raw materials. Indeed, 
between 1960 and 1965, more than 
half of all private investment in 
the associated territories seems to 
have been connected with open- 

ing up mineral deposits (oil}. 

It must be admitted that this type 

of investment sometimes encounters 
psychological resistance on the 
part of African governments: this 
is for historical reasons. They still 
have memories--however unjusti- 
fied-of the  t rad i t iona l  p lan  for a 
d iv i s ion  of l abour  and  wor ld  t r ade  
(the colonia l  pact),  wi th  i ts un-  
des i rab le  effects on the  social  and  
economic  d e v e l o p m e n t  of develop-  
ing countr ies .  

Real Competitive Disadvantages, In spite 
of Legal Equality 

The p r iva te  inves to r  res iden t  in 
EEC m e m b e r  s ta tes  which had  no 
p rev ious  t rad i t iona l  re la t ions  wi th  
Af r i can  count r ies  is l ike ly  to mee t  
wi th  pa r t i cu la r  problems.  As we 
know, the  G e r m a n  "colonial"  epoch 
in Afr ica  was  a shor t  one and  oc- 
curred  a long t ime ago. For m a n y  
years ,  therefore ,  Ge rmans  had  v e r y  
l imited oppor tun i t ies  to inves t  
capi ta l  in Afr ica;  in the  former  
French terr i tor ies ,  such oppor tuni -  
t ies were  p rac t i ca l ly  non-exis ten t .  
Such cons idera t ions  apart ,  G e r m a n  
firms are, in  general ,  more  inc l ined  
to expor t  to Afr ica  than  to inves t  
there .  This a t t i tude  still  su rv ives  
and  m a y  h a v e  been  ins t rumenta l  in 
res t r ic t ing  G e r m a n  i n v e s t m e n t  in 
the  assoc ia ted  s ta tes  (1960-1965) to 

a mere  3 per  cent  of the  total  
fore ign inves tment .  

The  prac t ica l  diff icult ies which 

G e r m a n  inves to r s  h a v e  to face, 
e v e n  nowadays ,  are  obvious.  
W h e r e a s  the  Yaound~ A g r e e m e n t  
es tab l i shed  the  legal  equa l i t y  of 
all sub jec t s  of EEC m e m b e r  coun- 
tries, it could still  no t  abol ish  
immedia te ly  all the  rea l  com- 
pe t i t ive  d i s advan t ages  which h a v e  
accrued  from decades  of h is tor ica l  
deve lopment .  If, for ins tance ,  a 
German  bus ine s sman  wished  to 
switch from impor t ing  to local 
p roduc t ion  for impor t  subst i tu t ion ,  
his lad< of knowledge  of local  
marke t  condi t ions  would  cons t i tu te  
a cons iderab le  r isk for him. To set  
up manufac tu r ing  uni ts  for expor t  
he would  need  to h a v e  deta i led  
knowledge  of local  condi t ions  in 
the  coun t ry  in quest ion.  His com- 
pe t i tors  from o the r  European  coun- 
t r ies  wi th  t rad i t iona l  connec t ions  
wi th  associa ted  s ta tes  e n j o y  un- 
doubted  and  cons iderab le  com- 
pe t i t ive  advantages .  They  not  on ly  
know the  coun t ry  and  its people,  
but  also h a v e  m a n y  informal  con- 
tacts  in g o v e r n m e n t  and  bus iness  
circles. And  na tura l ly ,  t hey  also 

prof i t  from the  fact  tha t  all mode rn  
deve lopmen t s  in the  legislat ion,  
admin i s t ra t ion  and  often the  en t i re  
economic  s t ruc tu re  of an  assoc ia ted  
s ta te  t end  to der ive  from the  
spir i t  of the  mo the r  count ry ;  they  
are  thus  famil iar  wi th  this  s truc-  
ture,  even  t h o u g h  the re  may  be 
s l ight  differences.  Gene ra l l y  speak-  
ing, t hey  are so c losely  assoc ia ted  
wi th  exis t ing s t ruc tures  tha t  t hey  
m a y  eas i ly  be  t empted  to ba r  all 
access  to undes i rab le  competi tors .  
This  is a v e r y  rea l  damage,  a l levi-  

a ted  to some ex ten t  b y  a genera l  
wi l l ingness  to co-opera te  in Euro- 
pean  circles. 

The  impor t ance  of this  c lose  l ink 
wi th  formal  and  informal  contac ts  

Development Aid by DAC Countries 
(expressed in million of US $)*  

Year 
Total 
Funds 

Private Funds 
Public 

Export Funds 
Total Investments Credits 

1962 8,600 
1963 8,500 
1964 9,100 
1965 10,200 
1966 9,900 

* Souroe: OECD, Efforts 

2,500 1,800 700 6,100 
2,409 1,800 600 6,100 
3,200 2,300 000 5,900 
3,900 3,200 ?00 6,300 
3,400 6,500 

et poliUques d'aide au d~veloppement, Examen t966, p. 168-196. 

becomes  pa r t i cu la r ly  c lear  w h e n  

we cons ider  t ha t  in mos t  associa ted  
Afr ican  states,  i nves tmen t s  a re  
channel led,  if no t  ac tua l ly  regulated.  
Af r ican  gove rnmen t s  p romote  cer- 
ta in  def in i te  i n v e s t m e n t  s e c t o r s - -  
usua l ly  on the  bas is  of exis t ing 
d e v e l o p m e n t  p l a n s - - w h i l s t  neglect -  
•ng o ther  spheres.  Thus, for m a n y  
inves to r s  it is an  essent ia l  e l emen t  
of compet i t ion  to obta in  in fo rmat ion  
speedi ly  about  g o v e r n m e n t  de-  
c i s i o n s - o r  even  to a t t empt  to 
inf luence  such decis ions.  This  is 
f r equen t ly  done  v ia  contac ts  wi th  
research organisat. ions and the  
indus t r ia l  advisers  to the  govern-  
men t s  in quest ion.  

Promotion of Investment through Ihe 
European Development Fund 

The European  Deve lopment  Fund  
(EDF) p lays  a cons iderab le  role in  
fac i l i ta t ing i n v e s t m e n t  in  the  asso- 
c ia ted states.  This  Fund is ad- 
min is te red  b y  the  EEC Commiss ion  
and is fed from cont r ibu t ions  made  
by  m e m b e r  states.  The first  fund 
ran from 1958 to 1963 and  d isposed  
of 580 mil l ion account ing  uni t s  
(l uni t  = US $ 1). The  second  fund, 
which covers  the  per iod  1964 to 
1969, has  funds  ava i l ab le  to the  
amount  of 684 mil l ion account ing  
units.  W h e r e a s  the  first fund con- 
cen t ra t ed  'almost exc lus ive ly  on 
in f ras t ruc ture  projects ,  the  second 
fund shows a t e n d e n c y  to p lace  
increas ing  emphas i s  on  d i rec t ly  
p roduc t ive  inves tment .  I t  mus t  be  
admit ted,  however ,  tha t  the  pro- 
por t ion  of in f ras t ruc tu re  inves t -  
merits is still  r u n n i n g  at  abou t  
50 pe r  cent.  It is also t rue  t ha t  
in f ras t ruc ture  p ro jec t s  cons t i tu te  
a cons iderab le  bu rden  for develop-  
ing countr ies  because  of the  neces-  
sa ry  fol low-up inves tment .  But a 
ce r ta in  min imum inf ras t ruc ture  is 

a necess i ty  in order  to be  able  to 
deploy  p roduc t ive  e n e r g y  in such 

countr ies .  In m a n y  assoc ia ted  

states,  th is  basis  still  does not  exis t  

and it is the re fore  one of EDF's 

most  impor tan t  tasks  to fill th is  
gap. 

In connec t ion  wi th  the  p romot ion  

of p r iva t e  i n v e s t m e n t  via  EDF's 

in f ras t ruc ture  inves tment ,  we 

should  do wel l  to d i s t inguish  ini- 
t ia l ly b e t w e e n  "genera l"  and  , spe-  
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cific" inves tment .  In the  case  of 
genera l  inves tment ,  p r i va t e  inves t -  
men t  is p romoted  on ly  insofar  as 
this  coincides  wi th  the  publ ic  
interest .  Ini t ial ly,  measu res  t a k e n  
b y  the  Fund are  a lways  conce rned  
wi th  the  overa l l  economic  develop-  
men t  of a pa r t i cu la r  assoc ia te  s ta te  
or  group of states.  The  adminis-  
t r a t ion  of the  Fund qui te  prag-  
m~tical ly  suppor ts  those  pro jec ts  
which promise  the  g rea tes t  eco- 
nomic  and  poli t ical  advan tage .  

On the  o ther  hand,  p r iva te  
en te rp r i se  disposes,  perhaps ,  of the  
most  impor t an t  i n s t rumen t  for pro- 
mot ing  p r iva t e  i n v e s t m e n t  in  the  
EDF's f inanc ing  the  p l anned  infra- 
s t ruc tu re  projects .  T he  deve lop-  
men t  of p r iva t e  en te rp r i se  in 
Afr ica  is of ten inh ib i ted  b y  the  
need  .for i n v e s t m e n t  in  infra-  
s t ruc tu re  which would not  be  
n e c e s s a r y  in indus t r ia l ly  deve loped  
count r ies  s ince  such s t ruc tu res  a re  
a l r eady  in  ex i s t ence  there .  The re  
are  seve ra l  in s t ances  of such spe- 
cific in f ras t ruc tu re  i n v e s t m e n t s : t h e  
Fund  has  u n d e r t a k e n  the  f inancing  
of the  Koudougou (Upper Volta) 
wa te r  supp ly  pro jec t ;  th is  then  
enab led  a text i le  fac tory  to be 
es tabl i shed,  which is suppor ted  by  
p r iva t e  groups.  It  has  made  avai l -  
able  funds  for the  cons t ruc t ion  
of a power  s ta t ion  in Garoua  
(Cameroon}, and thus  made  it 

poss ible  to es tab l i sh  a n o t h e r  pri-  

va t e  text i le  factory.  The  f inancing  

of t r anspor t  sys tems  (railroads,  

ha rbour s  and  roads} also falls into  
this  ca tegory ;  these  are  indispens-  
ab le  for the  e s t a b l i s h m e n t  of p r iva te  
en te rp r i se  in the  r aw mater ia l  
sector,  such as the  ex t r ac t ion  of 
minera l  deposi ts ,  the  es tabl ish-  
men t  of f i sh-process ing indust r ies  
or the  exp lo i t a t ion  of r emote  for- 
ests. The  n u m b e r  of specif ic  infra-  
s t ruc tu re  p ro jec t s  is not  ye t  par-  
t icu lar ly  high,  bu t  is inc reas ing  
steadily.  

There  is a close l ink b e t w e e n  
this  type  of en te rp r i se  ~ud ce r t a in  
p roduc t ive  i nves tmen t s  made  b y  
the  Fund in agr icu l tu re  or the  
publ ic  services ,  which p recede  or 
follow on upon p r iva t e  foundat ions .  
This inc ludes  measures  to in- 
c rease  p roduc t ion  of agr icu l tu ra l  
p roduce  to a leve l  whe re  i t  is 
poss ib le  to set  up p r iva t e  pro- 
cess ing plants .  The bui ld ing  of 
s l augh te r  houses  is l inked  wi th  
measures  to p romote  ca t t le  breed-  

ing and  de l ive ry  of ca t t le  {by 

deve lop ing  t r anspor t  facili t ies);  

th is  c rea tes  a bas is  for the  foun- 

da t ion  of s econda ry  indus t r ies  (like 

cann ing  fac tor ies  or tanner ies) .  

Better Market information 

In Africa,  l ike e v e r y w h e r e  else, 

exact  knowledge  of local  develop-  

men t  condi t ions  is ind i spensab le  

for successful  inves tment .  This 

appl ies  to g o v e r n m e n t  agenc ies  as 

well  as to p r iva t e  enterpr ise .  The 

regional  s tudies  f inanced b y  the  

European  Deve lopmen t  Fund  and 
its p ro jec t  s tudies  f r equen t ly  g ive  
va luab le  in format ion  on the  situ- 
at ion in a pa r t i cu la r  marke t ,  
t r anspor t  condi t ions,  ,availabil i ty 
of raw mater ia ls ,  fiscal legislat ion,  
etc. The p r iva te  inves to r  can  thus 
ob ta in  ind ica t ions  about  i n v e s t m e n t  
oppor tun i t i e s  and  somet imes  e v e n  
deta i ls  a b o u t  the  successful  oper-  
a t ion  of ind iv idua l  projects .  A 
c o m p r e h e n s i v e  ana lys i s  of indus- 
t r ia l i sa t ion  oppor tun i t i e s  in all 
assoc ia ted  Afr ican  count r ies  has  
been  in i t ia ted  and  f inanced by  the  
Fund .and will  shor t ly  become  
ava i l ab le  to all i n t e re s t ed  par t ies ;  
this  will  s e rve  d i rec t ly  the  pro- 
mot ion  of p r i va t e  inves tment .  It 
points  up real  i n v e s t m e n t  oppor-  
tuni t ies  which it  is hoped  will  be  
of in te res t  to bus inessmen,  includ- 
ing those  European  inves to r s  who 
h a v e  h i the r to  fel t  t ha t  these  
marke t s  were  closed to them. It 
will be  pa r t i cu la r ly  useful  because  
it suppl ies  in format ion  of a k ind 
tha t  h a d  been  h i the r to  unob ta in -  
able  or incomplete .  

Training Management Personnel 

The ava i l ab i l i t y  of qual i f ied 
local m a n a g e r s  and  ski l led  l abour  
is of ten one  of the  essent ia l  
e lements  in the  success  of foreign 
inves tment .  In the  ini t ia l  s tages  of 
a project ,  perhaps ,  the  European  
inves to r  in Afr ica  can  afford to 
employ  h igh ly  pa id  European  per-  
sonnel ,  but  ce r t a in ly  not  in the  
long term because  the  p a y m e n t  of 
- - a p a r t  from the  top m a n a g e m e n t - -  
such h igh  sa lar ies  would  ra ise  the  
prof i tab i l i ty  t h re sho ld  to the  ex- 
t en t  w h e r e  the  whole  u n d e r t a k i n g  
would become  unprof i table ,  so 
tha t  the  European  e n t r e p r e n e u r  
would lose in te res t  in such an  
inves tment .  

This is whe re  the  European  De- 
ve lopmen t  Fund ' s  oppor tun i t i e s  
occur;  for its own  gran t -a ided  
t ra in ing  courses  i t  can select  
suff ic ient  cand ida tes  who  may  
la te r  p rove  t hemse lves  as manage r s  
in indust ry .  It  m a y  be  said t ha t  the  
essence  of EEC's g ran t -a ided  t ra in-  
ing courses  l ies  not  so much in 
the  p r epa ra t i on  of cand ida tes  for 
future  admin i s t r a t i ve  work  as in 
the  s tudy  of agr icul ture ,  indus t r ia l  
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know-how and  technical  proce-  
dures. W h e t h e r  this  sys t em will 
rea l ly  achieve the  in tended  rein-  
forcement  of the  pe r sonne l  infra- 
s t ruc tu re  for p r iva t e  indus t ry  is a 
p rob lem la rge ly  b e y o n d  the  in- 
f luence of the  Commission.  The  
dange r  here - - th ,a t  the hos t  of 
somewha t  unp roduc t ive  whi t e  col- 
lar  worker s  m a y  be  i n c r e a s e d - -  
must  be  accepted.  

Tra in ing  problems  and  those  
connec ted  w i th  poss ib le  "whi te  
collar"  r isks a re  na tu r a l l y  less in 
the  case of ski l led labour  t raining.  
In connec t ion  wi th  the  founda t ion  
of a p r iva te  enterpr ise ,  the  Fund 
has  f inanced  the  t ra in ing  of ,a 
core  of specia l is ts  in  su i tab le  in- 
s t i tu tes  and  firms. A special  de-  
cis ion on the  pa r t  of the  EEC 
Counci l  was  n e c e s s a r y  to push  
th rough  the  Commiss ion ' s  v i ew 
tha t  specific t r a in ing  p rogrammes  
which m a y  benef i t  the  p r iva te  
sec tor  should  be  cons idered  equa l ly  
i m p o r t a n t - - i f  not  more  s o - - i n  the  
in teres t  of the  overa l l  economic  
deve lopmen t  t han  the  t ra in ing  of 
pe r sonne l  for g o v e r n m e n t  adminis-  
t ra t ion  work. 

Purposive Promotion of Private Investment 

Apar t  from these  more  or less 
" indirect"  measu re s  for p romot ing  
p r iva te  i nves tmen t s  in assoc ia ted  
Afr ican  states,  the  EDF m ay  also 
u n d e r t a k e  s t ra igh t fo rward  f inanc-  
ing of p r i va t e  inves tmen t .  It can 
do this  b y  g ran t ing  loans  on spe- 
cial  condit ions,  i.e. a t  ex t r eme ly  
low in te res t  ra tes  and  wi th  re- 
paymen t  per iods  of up to 40 yea r s  
(of which a max imum of 10 yea r s  
are  exempt  from .amortis,ation). In 
addit ion,  the  Fund can  g ran t  inter-  
est  subsidies  on loans  from the  
European  I n v e s t m e n t  Bank, so t ha t  
the  in te res t  ra te  m a y  drop to 
abou t  3 per  cent.  

It is except ional ,  however ,  for 
loans  to be  g ran ted  to p r iva t e  
en te rp r i se  on special  condi t ions.  
One  of the  reasons  for this  is tha t  
the  Fund c o n c e n t r a t e s - - a s  has  been  
m e n t i o n e d - - u p o n  overa l l  economic  
deve lopmen t  in the  associa te  states.  
There  is also a no t he r  difficult  

p rob lem:  Do the  specia l  costs  and  

r isks i nvo lved  in an  inves tment ,  

which is to be  encouraged  from 

the  po in t  of v i ew  of d e v e l o p m e n t  

policy, mer i t  the  special  t r e a tmen t  

of a ~soft loan" or  would  this  give 

it an  unfa i r  advan tage?  Should 

this  type  of p r iv i lege  be  accep ted  

because  of the  coun t ry ' s  in te res t  

in a pa r t i cu la r  inves tment ,  s ince  

o the rwise  the inves to r  would not  

accep t  the r isks involved?  This  

l ine of t hough t  leads us to o ther  
aw kw ar d  quest ions ,  l ike the  d a n g e r  
of d i s tor t ions  of compet i t ion  or of 
the  ex is t ing  economic  s t ructure .  It 
is there fore  c lear  t ha t  loans  grant -  
ed to p r iva te  firms on specia l  con- 
di t ions must  b y  subjec t  to restr ic-  
t i ve  rules  of procedure .  The reques t  
for f inance  must  come from the  
g o v e r n m e n t  of the  assoc ia te  state.  
W h a t  is more,  the  members  of the  
Fund  commi t t ee  involved ,  i.e. del- 
ega tes  of the  pa r tne r  countr ies ,  
must  be  unan imous  in the i r  suppor t  
of such a project ,  whe rea s  nor-  
mal ly  a s imple ma jo r i t y  vo te  is 
sufficient.  

Tllere are  other ,  pu re ly  economic,  
reasons :  In the  associa te  countr ies ,  
t ru ly  p roduc t ive  p ro jec t s  are  rare.  
In addit ion,  Fund regu la t ions  de-  
mand  tha t  capi ta l  shou ld  b e  serv-  
iced in t he  cu r r ency  in whid~ the  
loan was or ig inal ly  g ran ted ,  i.e. in 
the  cu r r ency  of one  of the  EEC 
m e m b e r  states.  This c rea tes  an  
addi t iona l  obstacle.  For this  reason,  
the  Fund  can  on ly  cons ider  proj-  
ects  which not  on ly  offer a p rope r  
degree  of p rof i tab i l i ty  bu t  are  to b e  
car r ied  out  in a coun t ry  w h o s e  bal- 
ance -of -payments  s i tua t ion  prom- 
ises t ha t  the  capi ta l  will b e  serv-  
iced in ~he med ium and  long- 
term. Member sh ip  of the  Zone  f ranc 
is not, in itself, l ike ly  to be  con-  
s idered  adequa te  in v iew of the  
var ious  r isks and  uncer ta in t ies .  

Unorthodox Me~h~)ds 

The Commiss ion  has  a t t e m p t e d - -  
wi th  l imited success,  it must  be  
a d m i t t e d - - t o  ex tend  the  r ange  of 
loans  to p r i va t e  inves to r s  b y  un-  
o r thodox  means.  The  EEC Counci l  
has  b e e n  hes i t an t  abou t  going 

a long  wi th  the  Commiss ion ' s  pro- 
posal  to grant ,  in  one  pa r t i cu la r  
case, a loan to ~n  assoc ia te  s ta te  
for t r ans fe r  to a n e w l y  founded 
firm. In this  pa r t i cu la r  case, the  

firm was  a p rof i t ab le  one, bu t  
opera ted  in a coun t ry  wi th  a 
def in i te  ba l ance -o f -paymen t s  def- 
icit. As  a first  step, the  govern -  
m e n t  of the  associa te  s ta te  ob ta ined  
a loan  on  v e r y  favourab le  con-  
d i t i o n s - h a v i n g  rega rd  to the  ad- 
ve r se  ba lance-of -payments  situ- 
at ion;  the  g o v e r n m e n t  t hen  passed  
on  the  loan to a p r iva t e  firm on 
a lmost  normal  bus iness  condi t ions,  
h a v i n g  a r r anged  for bo th  in te res t  
and  capi ta l  to be  se rv iced  in the  
local  cur rency .  The  di f ference 
which thus  accrued to the  govern-  
men t  was  then  to be used for 
fu ture  d e v e l o p m e n t  inside the  
country,  based  on a dec is ion  to b e  
t a k e n  b y  the  Commiss ion  at  a 
l a te r  date.  

P r iva te  i n v e s t m e n t  po ten t i a l s  
inside the  ,associate s ta tes  and  its 
e n c o u r a g e m e n t  wi th in  the  f rame-  
work  of EDF's i n v e s t m e n t  pol icy  
h a v e  not  ye t  been  exhaus ted .  This  
also appl ies  to inves to r s  in m e m b e r  
s ta tes  which h a v e  no par t i cu la r  
t rad i t iona l  t ies wi th  ce r ta in  asso- 
c /a te  countr ies .  In m a n y  cases,  
diff icult ies can  be  ove rcome  th rough  
con tac t  wi th  firms a l r eady  es tab-  
l ished in the  associa te  s t a t e - - a n d  
this  mus t  ce r t a in ly  be  w h a t  is 
mean t  by  European  co-operat ion.  

The ac tua l  mechan ism of asso- 
c ia t ion  could also be  improved.  A 
r enewa l  of the  assoc ia t ion  agree-  
ment ,  which is clue to expi re  on 
31st May, 1969, will  p rov ide  an  
oppor tun i ty  to  make  the  Com- 
mun i ty ' s  provis ions  for g iv ing aid 
more  f lexible  and  versa t i l e ;  it migh t  
be  wor thwh i l e  r econs ide r ing  the  old 
p ro jec t  of a European  credi t  in- 
surance.  The first European  De- 
v e l o p m e n t  Fund was pa r t i cu la r ly  

conce rned  wi th  inf ra-s t ruc tures ;  

the  second p laced  special  emphas i s  

upon  p roduc t ive  i n v e s t m e n t  b y  the  

s ta te ;  a third Fund might  d e v o t e  

i tself  m~inly  to the  p romot ion  of 

p r iva t e  inves tment .  

Heinrich Hendus, Brussels 
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