
Lindner, Wolf Dieter

Article  —  Digitized Version

Investment climate and private investments

Intereconomics

Suggested Citation: Lindner, Wolf Dieter (1968) : Investment climate and private investments,
Intereconomics, ISSN 0020-5346, Verlag Weltarchiv, Hamburg, Vol. 03, Iss. 4, pp. 116-118,
https://doi.org/10.1007/BF02930241

This Version is available at:
https://hdl.handle.net/10419/137926

Standard-Nutzungsbedingungen:

Die Dokumente auf EconStor dürfen zu eigenen wissenschaftlichen
Zwecken und zum Privatgebrauch gespeichert und kopiert werden.

Sie dürfen die Dokumente nicht für öffentliche oder kommerzielle
Zwecke vervielfältigen, öffentlich ausstellen, öffentlich zugänglich
machen, vertreiben oder anderweitig nutzen.

Sofern die Verfasser die Dokumente unter Open-Content-Lizenzen
(insbesondere CC-Lizenzen) zur Verfügung gestellt haben sollten,
gelten abweichend von diesen Nutzungsbedingungen die in der dort
genannten Lizenz gewährten Nutzungsrechte.

Terms of use:

Documents in EconStor may be saved and copied for your personal
and scholarly purposes.

You are not to copy documents for public or commercial purposes, to
exhibit the documents publicly, to make them publicly available on the
internet, or to distribute or otherwise use the documents in public.

If the documents have been made available under an Open Content
Licence (especially Creative Commons Licences), you may exercise
further usage rights as specified in the indicated licence.

https://www.econstor.eu/
https://www.zbw.eu/
http://www.zbw.eu/
https://doi.org/10.1007/BF02930241%0A
https://hdl.handle.net/10419/137926
https://www.econstor.eu/
https://www.leibniz-gemeinschaft.de/


Moreover ,  t he  l and  t enu re  sys tem mus t  be  such as 
to f avour  agr icu l tu ra l  deve lopment ,  no t  h inde r  it. 
Fa rmers  cu l t iva t ing  land  t hey  do not  ow n  must  be  
g iven  leases  of suff icient  l eng th  to r eap  the  benef i t s  
of the i r  i m p r o v e m e n t  efforts. On the  o the r  hand,  it 
might  be  appropr ia t e  to es tab l i sh  cei l ings  on  ren t  
to be  co l lec ted  b y  the  l andowners ,  espec ia l ly  w h e r e  
t he se  resources  a re  no t  c h a n n e l e d  into p r o d u c t i v e  
inves tment ,  and  to c rea te  ins t i tu t ions  which he lp  
fa rmers  acqu i re  owne r sh ip  of the  l ands  t h e y  are  
farming. Basic to this  is the  ex i s tence  of a v iab le  
l and  reg i s t r a t ion  sys tem in which parce ls  of l and  
are a d e q u a t e l y  def ined  as to shape,  size, locat ion,  
and  ownership .  As  far as farm tools and  equ ipmen t  
a re  concerned ,  p re fe rence  should  be  g iven  in the  
shor t  run  to t he  in t roduc t ion  of s imple  tools  and  the  
modi f ica t ion  of ex is t ing  ones,  r a the r  t han  to the  
p r o c u r e m e n t  of soph is t i ca ted  mechanica l  implements ,  
which a re  e x p e n s i v e  to acqu i re  and  can  be  opera ted  
and  r epa i r ed  on ly  b y  a h igh ly  t r a ined  work  force. 

Marketing the Agricultural Products 

The  o r i en t a t i on  of m o d e r n  agr icu l tu re  is t oward  
commercia l i sa t ion .  To b r ing  about  the  la t te r  satis-  
fac tor i ly  requires ,  bes ide  expand ing  u r b a n  markets ,  
the  ex i s tence  of a ma te r i a l  in f ra - s t ruc ture  gea red  
to the  needs  of agr icul ture .  Al l  too of ten the  qua l i ty  
of fruit  a n d  o the r  agr icu l tu ra l  p roduc t s  de te r io ra te s  
b e c a u s e  of slow traffic movemen t .  Moreover ,  the  

d e v e l o p m e n t  of agr icu l tu re  requi res  the  bu i ld ing  of 
s torage  facilit ies,  the  o rgan i sa t ion  of a n  agr icu l tu ra l  
credi t  system, and  the  fo rmat ion  of coopera t ives .  
The  ex i s tence  of s torage  facil i t ies,  coupled  w i th  
an  ef fec t ive  communica t ions  ne twork ,  migh t  p reven t ,  
or would  at  l eas t  a l levia te ,  t e m p o r a r y  local  food 
shor tages .  Besides, the  c rea t ion  of s to rage  cen te r s  
would  g rea t ly  fac i l i ta te  the  commerc ia l  d i s t r ibu t ion  
of agr icu l tu ra l  p roduc ts  b y  pe rmi t t ing  the  m a r k e t i n g  
of commodi t ies  in  l a rger  quan t i t i e s  and  of g rea t e r  
homogene i ty .  Thus, the  m a r k e t  pos i t ion  of agr icu l tu ra l  
p roducers  would  be  s t r eng thened .  

The modern i sa t ion  of agr icu l tu re  calls  for s izable  
i nves tmen t s  which are b e y o n d  the  f inanc ia l  resources  
of the  a v e r a g e  fa rmer  unless  he  has  access  to a c redi t  
source.  For th is  reason,  agr icu l tura l  credi t  i n s t i tu t ions  
are a v i t a l  e l emen t  in economic  deve lopment .  How- 
ever,  in order  to avoid  was tage  of scarce  resources  and  
a too h e a v y  indeb tednes s  of the  farmers,  c red i t  
shou ld  be  ex t ended  on ly  for ope ra t ions  which can  
r e a s o n a b l y  be  expec ted  to be  prof i table .  This m a k e s  
close coope ra t i on  b e t w e e n  credi t  ins t i tu t ions  and  
the  agr icu l tura l  adv i so ry  agenc ies  a necess i ty .  Co- 
ope ra t ion  among  the  var ious  p roducer s  is also needed .  
W h e t h e r  the  conce rn  is wi th  p roduc t ion  equipment ,  
hydrau l i c  projects ,  an ima l  husbandry ,  marke t ing ,  or 
credit,  the  o rgan i sa t ion  of coopera t ives  and  o the r  
assoc ia t ions  can  be  of t r e m e n d o u s  benef i t  to the  
pa r t i c ipa t ing  peasan ts .  

I N D U S T R I A L I S A T I O N  

Investment Climate and Private Investments 
by Dr Wolf Dieter Lindner, Cologne 

O ECD sta t is t ics  abou t  the  W e s t e r n  indus t r ia l  na-  
t ions '  l ong- t e rm con t r ibu t ions  in  f avour  of de-  

ve lop ing  count r ies  subd iv ide  the  sum tota l  of $ 9 to 
10 bi l l ion y e a r l y  also b y  publ ic  and  p r i va t e  con- 
t r ibut ions .  The co r re spond ing  ra t io  was  cons i s t en t ly  
abou t  60 to 40 pe r  cent  dur ing  the  las t  years .  P r iva te  
con t r ibu t ions  to d e v e l o p m e n t  aid show the  fol lowing 
composition: 

Direct Investments approx. 60 per cent 
Portfolio investments approx. 20 per cent 
Expor t  credi ts  approx.  20 pe r  cent  

Thus more  than  th r ee  quar te r s  of p r iva t e  funds do 
not  flow to deve lop ing  count r ies  in the  shape  of com- 
merc ia l  credi ts  bu t  in  a form tha t  migh t  be  cal led 
an  i n v e s t m e n t  commitment .  This h igh  sha re  of inves t -  
men t s  is so v e r y  impor t an t  because  it is k n o w n  b y  
expe r i ence  tha t  p r iva te  i nves tmen t s  m a k e  the  prompt-  
es t  and  most  endu r ing  con t r ibu t ion  to the  deve lop-  
ing count r ies '  economic  rehabi l i ta t ion .  

Expressed in abso lu te  f igures d i rec t  i nves tmen t s  
amoun ted  to $ 2.4 bi l l ion in 1955. In the  pas t  years ,  
too, p r i va t e  inves to r s  from all over  the  wor ld  in- 

ves ted  d i rec t ly  abou t  the  same amount  in develop-  
ing count r ies - - i . e ,  w i th  the  in t en t ion  to exerc i se  di- 
rec t  inf luence  on  the  opera t ions  of en te rp r i ses  rece iv-  
ing capital .  As aga ins t  th is  the  inves tors '  in te res t  in  
so-cal led portfol io i nves tmen t s  is no t  an  en t re -  
p reneur i a l  one. It concen t r a t e s  exc lus ive ly  on r e tu rns  
and  securi ty.  This should,  however ,  no t  lead to the  
conclus ion  tha t  the  p r iva t e  en t r ep reneu r s '  cons idera-  
t ions r ega rd ing  secur i ty  and  re tu rns  recede  into the  
background  in the  case  of d i rec t  inves tments .  These  
aspects  are  r a the r  on  an  equa l i ty  wi th  the  in te res t s  
tha t  are be ing  pursued  wi th  an  en t r ep reneu r i a l  d i rec t  
inves tment .  

German Investments Abroad 

The German share in the total of about $ 2.5 billion 
that at present are annually invested directly in de- 
veloping countries by all Western enterprises is quite 
moderate. Although it has a rising trend, in 1966 
German direct investments did not amount to more 
than $106 million or $155 million, respectively, in- 
cluding the reinvestment of profits. All told, com- 
pared with the foreign investments (not only in de- 
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veloping  countries) of the United States to the  amount 
of $ 45 bil l ion and of Britain to the tune of $15  bil- 
lion, the bringing-in va lue  of German capital  assets 
totals but $ 2.6 billion. This amount does not  include 
re invested yields, therefore the current  va lue  of Ger- 
man capital  assets is to be assessed at a consider-  
ably higher  level.  Never the less  German pr ivate  in- 
vestments  abroad are minor as compared with Ger- 
many 's  position in the world economy.  

The reasons for Germany 's  small investments  abroad 
are mainly  to be found in the fact that  1950 the Ger- 
man economy had to begin all over  again and dur- 
ing its rehabil i tat ion period had a great  home de- 
mand for capital and labour. In addition there  are the 
cautious restraint  due to the bit ter exper iences  in 
the past  of a twice  repeated loss of German assets 
abroad and the frequent ly not v e r y  invi t ing invest-  
ment climate. 

Besides, many regions in the world are---part ly ow- 
ing to the former colonial powers '  still dominating 
pos i t ion- - la rge ly  unknown to the German entrepre-  
neurs so that for this reason the risk of investments  
appears to be  too high to them. Tradi t ional ly  good 
trade relat ions since the t ime before the war,  e.g. 
with Latin America,  on the one hand, and insufficient 
familiari ty with former colonies, on the other, even  

today are reflected by the regional  distribution of 
direct investments  in developing  countries. 

The following table shows the regional  distribution 
of German pr ivate  investments  and the developing 
countries '  share in them (approx. 30 per  cent). 

Private Capital Investments Abroad 
(cumulative from 1951 on, in million DM) 

t t 

J Volume on Volume on ~ Volume on Region P Dec. 31, 1965 Dec. 31, 1966 I Dec. 31, 1967 

Europe 4,473 5,710 5,890 
EEC 2,107 2,870 2,969 
EFTA 1,910 2,249 2,294 
Developing 
Countries 396 523 555 

Africa 481 597 666 
Developing 
Countries 396 490 557 

America 2,928 3,172 3,328 
USA 534 578 588 
Canada 815 858 954 
Latin America 1,579 1,736 1,787 

Asia 296 351 360 
Developing 
Countries 242 287 295 

Australia 139 165 169 

Total 8,317 1O0 ~ 9,995 100 ~ 10,413 t00 eh 
Including Develop- 

ing Countries 2,613 31.4 % 3,036 30.4 % 3,194 30.7 % 
Increase +252 +423 + 158 

In order to ease  somewhat  the German investors '  
cautious reserve  and to make al lowance for their  
part icular  susceptibil i ty to risks, the Federal  Govern-  
ment  gradual ly  has taken a series of promotional  
measures. This in the meant ime increasingly com- 
pleted set of instruments serving investments  in de- 
veloping countries is designed to a l levia te  the po- 
li t ical and economic risks. A part icular  importance is 

to be at tr ibuted in this connect ion to the Develop-  
ment  Aid Tax Law, the guarantees  l inked with the 
bi lateral  agreements  on the protect ion of creditors,  
the credit  facilit ies of the ERP-programme and partic- 
ipation chances of the German Development  Com- 
pany. 

Investment Chances and Risks 

However ,  the incent ives  g iven  by the German Gov- 
ernment  can only make the investor ' s  decision to in- 
vest  easier  or expedi te  it, respect ively.  At  long last 
the entrepreneuria l  plans are decisive.  With  most of 
the ex tens ive  investments  such a decision is to be 
taken by managers,  who in general  work  with "out- 
side" funds belonging to shareholders  and therefore 
have  a special  responsibili ty.  Since, however ,  busi- 
nessmen do not invest  on the basis of del iberat ions 
taking the overa l l  economy and deve lopment  pol icy 
into consideration, but rather  intend to make  prof- 
its in the long run, the host  country 's  inves tment  
cl imate is decis ive for them. Determining factors for 
the select ion of the country, where  the inves tor  de- 
cides to engage himself, are therefore the chances 
offered and the risks exis t ing there. In this invest-  
ment decision the pr iva te  ent repreneur  lets himself  
be la rge ly  guided by  his assessment of the present  
investment  cl imate and how he judges  its future de- 
velopment.  He wil l  not  invest  his capital in a coun- 
try where  his free disposal of it is limited. It is one 
of the basic conditions that the ent repreneur  is able 
to operate  his business according to the rules of pri- 
vate  enterprise  and that  his scope for entrepreneuria l  
decisions is not  so much l imited that  the operat ion 
of his enterprise is impeded or even  made impossible. 

The investment  cl imate is also influenced for instance 
by  limitations of part icipat ion quotas in joint  enter-  
prises as well  as by  discriminating measures.  Here  
the complete  legal and social  f ramework is r e l evan t  
within which the economic process is taking place. 
In this connection considerable practical  importance 
is to be attributed to regulat ions pertaining to labour 
legislation, stipulations that  in many  countries fre- 
quent ly  render  a f lexible operat ion of an enterprise 
more difficult. Natura l ly  the supply of production 
with foreign commodities and auxi l iary mater ial  as 
well  as spare parts, e tc . , - -which due to the shortage 
of foreign exchange is often problematic  in less de- 
ve loped count r ies - -p lays  also a major  part. But an 
a t t ract ive  investment  cl imate requires even  more. The 
foreign investor  must be offered incent ives  that are  
suited to counter-balance the risks which are  higher  
than at home. 

Priorities of Investment Policy 

Different orders of priorit ies may  be set up for cap- 
ital investments  of a German enterprise.  To begin 
with those investments  of one's  own enterprise  have  
first priority, that  serve  the s trengthening and secur- 
ing of competitiver~-~s, In this context  it has to be 
pointed out that  the German industry 's  basic capital  
resources are re la t ive ly  small as compared with its 
competi tors and that therefore  the expansion of an 
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en te rpr i se ' s  basis  of ex i s tence  has  precedence .  In the  
second p lace  would  t hen  come the  compara t i ve ly  
r iskless  capi ta l  i nves tmen t s  in the  Federa l  Republic,  
e.g. in ano the r  branch  in order  to expand  one 's  own  
produc t ion  programme.  W i t h  the  founda t ion  of the  
European  Economic Communi ty  p r i va t e  en t r ep reneu r s '  
i nves tmen t s  in o ther  m e m b e r  s ta tes  of the  EEC ac- 
qui red  th i rd  pr ior i ty .  The Common Marke t ' s  cus toms 
un ion  will  be  comple ted  b y  mid-1968 and  the  fu r ther  
deve lopmen t  of EEC to an  economic  un ion  s imilar  
to a domes t ic  m a r k e t  is the  nex t  target .  I n v e s t m e n t s  
in EFTA-countr ies  hold  fourth  p lace  for the  G e r m a n  
inves to r - -e .g ,  in order  to br idge  the  European  "tariff- 
d i t ch" - - and  the  same appl ies  to inves tmen t s  in o ther  
count r ies  outs ide  EEC. 

In the  fifth place  f ina l ly  come inves tmen t s  in de-  
ve lop ing  countr ies .  A l though  he re  the  specia l  po- 
l i t ical  and  economic  r isks h a v e  impeding  effects, t hey  
can  pa r t l y  be neu t r a l i s ed  b y  the  Federa l  Govern-  
ment ' s  a l r eady  men t ioned  promot ion  measures .  Wi th -  

in this  fifth category,  on the  o ther  hand,  the  Ger-  
man  inves to r  will  se lect  those  count r ies  wi th  which 
he  a l r eady  main ta ins  t rade  re la t ions  and  whose  in- 
ve s tmen t  c l imate  appea ls  to him. 

It is qui te  obvious  how much is depend ing  on the  in- 
v e s t m e n t  c l imate in a coun t ry  tha t  wan t s  to a t t rac t  
p r iva te  capi ta l  of German  en t rep reneurs .  It is there-  
fore all the  more  i ncomprehens ib l e  tha t  some devel -  
oping n a t i o n s - - w h i c h  accord ing  to the i r  economic  po- 
s i t ion and also accord ing  to the  s t a t emen t s  of the i r  
leading pol i t ic ians  a re  u rgen t ly  requ i r ing  p r iva t e  
cap i t a l - - r e fuse  a s su rances  in respec t  of the  t r ea tmen t  
of fore ign  proper ty .  Bi la teral  and  mul t i l a te ra l  agree-  
ments  might  c rea te  more  securi ty .  The  re fe rence  to 
the  prac t ice  of m a n y  years '  s t and ing  and  to the  coun- 
t ry ' s  cons t i tu t ion  is no t  a lways  conv inc ing  complete-  
ly. A favourab le  i n v e s t m e n t  c l imate  does  also con- 
t r ibu te  qui te  cons iderab ly  to keep ing  capi ta l  in the  
coun t ry  and to enab l ing  its use  for the  acce le ra t ion  
of the  domest ic  deve lopmen t  process.  

D E V E L O P M E N T  P L A N N I N G  

Aid Management in India 
by M. S. Dabke, Bombay 

I mprov ing  the  aid c l imate  is a special  objec t ive ,  
bo th  a long- te rm and  a shor t - t e rm one. W h i l e  the  

long- te rm ob jec t ive  is to assess  the  prospec ts  of for- 
e ign ass i s t ance  to India  dur ing  fu ture  years ,  t he  im- 
med ia te  task  is to dispel  misg iv ings  ab road  over  
India ' s  ach ievements  and  future  po ten t i a l  of growth.  
Conf ident  dec la ra t ions  tha t  India  would  be  able  to 
d i spense  wi th  fore ign aid af ter  10 to 12 yea r s  wi th-  
out  j eopard i s ing  its prospec ts  for fu ture  growth,  are  
mean t  to a l lay  publ ic  fears in  o ther  countr ies .  Al-  
though  India  has  comple ted  t h r ee  f ive -year  plans,  
its g rowth  ra te  has  no t  been  sat isfactory.  The  hope  
of a t t a in ing  a take-off  s tage is still  e lud ing  it. Par t ic-  
u la r ly  in the  sixties,  the  Ind ian  economy found it- 
self e n m e s h e d  in g rea t  difficulties. The  Ch inese  ag- 
gress ion in Oc tober  1962, was  no  doub t  of a shor t  
durat ion.  However ,  it has  s ince  kep t  India ' s  no r the rn  
front iers  t ense  and  defence  expend i tu re  mount ing.  The  
f lare-up wi th  Pak i s t an  in Oc tober  1965 was  a ca lami ty  
tha t  ran  concur ren t  to a s eve re  drought .  Crops  fai led 
again  in 1966 and  the  de spe ra t e  deva lua t ion  of the  
Ind ian  rupee  in J u n e  1966, did not  improve  the  bal-  
ance  of p a y m e n t s  posi t ion.  

The Problem of Aid UUlisation 

As aga ins t  this, the  aid pool  in the  wor ld  is shr ink-  
ing. Abou t  a decade  ago, the re  were  on ly  a couple  
of count r ies  wan t ing  foreign ass is tance.  Today,  the  
n u m b e r  of c la imants  for aid is high.  W i t h  the  ex- 
cept ion  of France,  Ind ia ' s  t rad i t iona l  sources  of aid 
in the  W e s t  are  d r y i n g  up fast. The growing  invo lve-  
men t  of the  Uni ted  States  in  the  V i e t n a m  war  has  

made  Amer i can  publ ic  opinion on aid to o ther  coun- 
tr ies r a the r  re luctant .  Br i ta in  and W e s t  Germany ,  
too, are  engul fed  in the i r  own  m o n e t a r y  and  bud-  
ge t a ry  t roubles .  W h i l e  thus  the  p rospec t s  of fu ture  
aid a re  bleak,  the  p rob lem of u t i l i sa t ion  of aid al- 
r eady  sanc t ioned  assumes  a specia l  s ignif icance.  Bet- 
ter  u t i l i sa t ion  of aid on h a n d  is, perhaps ,  the  sures t  
way  of ge t t ing  a max imum out  of the  ass i s tance  
o the r  count r ies  h a v e  been  r ende r ing  to India.  

There  is one more  r eason  w h y  u t i l i sa t ion  of aid mus t  
assume top urgency .  Tha t  r eason  is to be  found in 
India ' s  moun t ing  b u r d e n  of r e p a y m e n t  obl igat ions.  In 
the  ini t ia l  s tage  of p lann ing  in India,  the  vo lume  of 
aid was  modest .  More  than  50 pe r  cen t  of India ' s  
indus t r ies  depends  d i rec t ly  on agricul ture .  The  satis-  
fac tory  crop posi t ion enab led  a r easonab le  increase  
in the  indus t r ia l  p roduc t ion  as wel l  as in exports .  
In the  Brit ish regime, there  was no indus t r ia l i sa t ion  
wor th  the  n a m e  and  the  Ind ian  e c o n o m y  was  a lmost  
virgin.  As a result ,  the  inputs  in te rms of Ind ian  and  
foreign cur renc ies  led to an  upward  p roduc t ion  curve.  
However ,  th is  t rend  p roved  to be  shor t - l ived  and  the  
economy  was again  on the  descend.  In an  a t t empt  
to a r res t  the  fal l ing g rowth  rate,  the  rulers  con t rac ted  
h e a v y  ex te rna l  debts  and  made  huge  i nves tmen t s  in 
the  publ ic  sector.  India ' s  publ ic  sec tor  l ived up to 
the  no to r i e ty  public  sec tor  ven tu re s  h a v e  e a r n e d  else-  
where .  It was  the same s to ry  of mass ive  i nves tmen t s  
and  meagre  or no yields  at  all. On the  one  hand,  
there  was no expor tab le  surplus.  On the  other ,  Ind ian  
goods s ta r ted  ge t t ing  out-pr iced in the  wor ld  marke t s  
due to the i r  h ighe r  costs  of product ion.  

118 INTERECONOMICS, No. 4, 1968 


