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Preface


The worldwide appearance of the Covid-19 had a disastrous impact to the economy of many countries and spreading difficulties for companies involved in the international project field. This was such a wake - up call that it would be naive to ignore in any book that has the focus on the foreign project field today.


Being aware and understand the Covid-19 and future of these types of potential health / security hazards when involved in the international project field is a must. How to best deal with them, prepare and plan for the impact? This is a serious question for all foreign projects. Additionally, note particularly the book back cover text and the Chapter 1 with the related discussions.


The book views the foreign project development and planning formulation task as a project of its own needing attention how to accomplish best in each case. This book offers helping material.


Appropriate education, field experience and the subject focused


training of the Responsible Project Manager matters.


Otherwise, this book is about complex Foreign Production Project Planning and development process. It is designed for people in any globally oriented industry, for investment and financing, engineering and management consulting, and personnel in international business development, management, education and training. The text provides a solid base for what is important in international project development, improvement of industrial project planning skills, and helping newcomers planning for a successful career in the field. When a project development is considered as a Complex Foreign- Local Joint Venture it provides a case example for highly qualified project engineering and management skills requirement. From this level scaling down to fit for any kind and size project planning and development to have a successful implementation phase and a long-term operation is within a reach.


A helpful background for those readers who plan to use the techniques presented in the Chapters of this book would be knowledge in management principles and systems engineering.


There are publications that focus on International Management, Multinational Organizations and International Operations Management on petroleum, chemicals, plastics, mining, personnel, health care, computer, telecommunication, automobile, soft drink, and fast food products projects. However, it is difficult to find books that focus specifically in the real-world Foreign Production Opportunity Assessment and Project Planning. The main reason for the situation is lack of access to suitable real life circumstances and the need for substantial reference material to cover this complex field. That all demands contributors experience with direct involvement, objectivity, flexibility, and a tolerant attitude when working under difficult conditions with people from various backgrounds and life values. Hence, in some cases there is a need to treat the subject as a new sub-field in management to blend analytical techniques fit for field application with diversified hands-on international experience. It is equally important to focus more on development management of the pre- and sub-phase project aspects than typically necessary on the home-base projects. The book fills the gap by focusing on the management of international opportunity (project) planning and development. It provides a creative need-based management approach in this most rapidly changing field that offers rewarding experiences and opportunities for those who get actively involved.


Therefore, even with fully understanding the basic management theory, writing about practical international industrial project planning and development process introduces several obstacles for educators. Lets summarize these:


1. Strong hands-on experience in the international arena


2. Access to sufficient number of complex real-life project examples from various developing countries


3. Access to nationally significant project samples involving various levels of governments and other agencies with elements such as:




	 International financing


	 Environmental impact considerations


	 Local and international marketing


	 Technology and know-how transfer


	 Foreign operation management assistance need


	 Foreign equity joint venture considerations





Even for similar industrial projects, under normal situations vary significantly from one developing country to another. This, of course, adds to the difficulty. Even to select a common base (so called standard and prior to Covid-19) for the presentation has been a challenge considering diversity of requirements there can be for projects in the foreign industrial production field.




The new comer Covid-19, the mother of all complications, and similar future disturbing developments with variations in individual countries and impacts that can change rapidly and with little warning creating unforeseen situations.





For the reader it is important to be aware (and as a warning) of the Covid-19 type potential impacts in the international project development, planning and operation undertakings. Underestimate, deny or otherwise downplay significance of concerns of others could turn out to have significant consequences. To add this kind of thinking into the standard project planning approach is a wise decision.


Note example of the Chine’s Government zero-Covid policy in the Covid-19 control with impact to planned projects and foreigners already in the country.


P. K. Kauppi


Vancouver, Canada
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Project Opportunity Assessment


While the project plan assessment and preparation is taking shape it should be noted that the project Questionnaire (1.15) is important. Still, Covid –19 like and other risks and issues in future (1.16) are important to keep in focus for the undertaking and beyond. With all this one should not forget the contingency plan and the fact that things might be changing during the project work. needing adjustments. Observing and causes approach has its benefits.


1.1 Summary


The Chapter 1 has focus on the international production project field, its opportunities, complexities, risks and rewards, where regional stability plays a key role. History has a lot to teach about financial and political crises and reasons behind them. The financial crisis can divert a project at any stage of the development or implementation. For that reason the topic coverage is rather extensive. The presentation in this Chapter follows the approach of the book - how the international project opportunities are viewed with focus on the foreign-controlled equity joint ventures, and more specifically, on the opportunity assessment as the first pre-phase of the development under consideration. Conditions for international projects vary from one country to another, creating a challenge for the international manager responsible for the development. The sooner the manager is prepared to recognize the extremely complex nature and special requirements of the field, the better he will be prepared to focus on the opportunities to bring efficiency into the development. Special attention must be devoted to understanding where to start when there is no specific project plans to focus on, or any kind of commitment for involvement, but perhaps only a sketchy expression of need and definition, including a statement of desired outcome. As stated, attention in this Chapter is focused on the opportunity assessment process ending with the recommendation to undertake, or reject, a specific opportunity for development. The Chapter ends in the form of Figure 1.9 statement about the importance of the development phase in the international opportunity field.


1.2 The Process


The opportunity assessment can be (subject and situation depended) the first pre-phase of an international development followed by the planning phase. The process (including the comparative analysis - see Section 1.7) is executed for all alternatives under consideration as the case may be. The process is summarized in Figure 1.1.


Once the suitable opportunity alternatives have been realized in a region or a country of interest, the need and the desired outcome statement already prepared in step 1 (Figure 1.1), then steps 2 and 3 are to proceed. The material presented in this Chapter will help to focus on those issues and topics that are a vital part of the process, and ends with a recommendation (or a rejection) of the opportunity for a more detailed development that is the focus of the forthcoming Chapters.


Figure 1.1


Opportunity Assessment Process -


A Development Pre-Phase



[image: ]



A wise first glance opportunity assessment is based on the awareness of


the past, knowledge of the present and analytical prediction of the future.




1.3 Financial Crises and International Project


The international financing crisis can impact development implementation and operation of any foreign-participated ventures in the developing countries to a high degree and when the crisis starts, it typically lasts for several years. Large foreign-participated industrial investment opportunities take a long time to develop and implement in the developing countries. Needless to say, timing could mean everything for successful implementation financing. For these reasons we address the financial crisis development in length and in historical context. The history has much to teach and the material is very valid today.


According to Dr. J. Becker:


"Financial crises are the most perceivable sign of deeply rooted economic and political structural difficulties. This applies at the national and international level. The world economic crisis that has persisted since 1980 and which has been portrayed as the Developing Countries Debt Crisis is only the monetary expression of the structural conflict between the North and the South. Its chief characteristic is the unbalanced process of development that widens the gap between the metropolis and the periphery. In this respect financial policy can be allotted only a limited place in the theoretical development of conflict solution strategies oriented towards the interests of the developing countries. Yet for projects initiated by state development agencies of the industrialized nations such policy considerations become a decisive operation factor.


"The Debt Crisis" means the difficulties that underdeveloped nations have experienced in repaying the loans they received, for example, from Western industrialized countries during the period 1975-1985. This phenomenon, in contrast to earlier periods, is not just limited to state or interstate financial transactions. Throughout the 1970s a large number of private banks entered into loan agreements with developing countries. At that time these arrangements seemed to present no repayment problems. The principal recipients of such loans were the emerging and oil-rich countries such as Brazil, Venezuela, South Korea and Taiwan.


"These heavily populated countries with strong export sectors and large absorption capacity experienced loan repayment difficulties because, since 1979, there has been a rapid decline in the demand for their products, and the price of raw materials has also fallen steeply. By mid 1979, the four oil producing and emerging countries of Latin America, Brazil, Mexico, Venezuela and Argentina owed $35.7, 25.9, 16.6 and 10.6 billion respectively. The combined debt of these four countries comes to $88.8 billion or 40.1% of all outstanding debts owed to private creditors by developing countries.


"From 1976 to 1981, and including state credit institutions, the developing countries have managed to accumulate a debt mountain of $630 billion, $140 billion of which was in the form of short term credits with a term of less than one year. Yet in 1976 debtor countries owed only $251 billion. The high interest levels, produced above all by the financial policies of the Federal Reserve Bank and by President Reagan's economic policies, worsened the situation, as did the balance of payment deficit, and was responsible for the lowering of currency reserves.


"The balance of payments deficit of all the oil-importing nations of the Third World reached $21 billion in 1979 and $56 billion by 1981. The combination of sinking exports revenue and high debt servicing was responsible for this disastrous situation. According to statistics issued by the International Monetary Fund (IMF) in April 1982, more than 50% of all these countries had balance of payment deficits of 12% or more of their Gross National Product (GNP) in 1981. Already in 1978 17% of their export earnings was being used to service external debts. By 1980 this portion had, on average, reached 20%.


"Between 1976 and 1981 the debt rate rose by 20% per annum, which was way above the growth rate of their respective GNP, their industrial and agricultural production and their exports.


"Significant for the developing countries in the period from 1970 to 1979 is the large increase in imports as against the previous decade, with a parallel decrease in the rate of exports; in the previous decade it was the reverse. Thus the faster growth rate of the BSP and of the per capita BSP of the developing countries compared with the industrialized countries in the previous decade must have come about through, among other things, debts, as their agricultural and industrial production grew at a slower rate than before. And finally, a not-well-thought-out, "wild" transfer of technology must also have contributed to the debt crisis in the developing countries. A PROGNOS report for the German Ministry for Economic Cooperation (MBZ) of 1979 correctly warns against any non-selective transfer of technology. As United Nations Conference on Trade and Development (UNCTAD) estimates have shown, the expenditure of the developing countries for the technology imported from the North increases two-and-a-half times as fast as their indigenous industrial production.


"As the Second Report of the North-South Commission demonstrates, the export growth rate of the disadvantaged, underdeveloped countries with a small income (i.e., those countries termed Least Developed Countries (LLDC) or Most Seriously Affected Countries (MSAC), thus not emerging or oil-exporting countries), decreased drastically in the 1970s compared with the period before that; from 5.3% to 4.2%. Their export increase in the 1970s was only $3 billion. Compared with $118 billion in the emerging countries and $105 billion in the oilexporting Third World countries, this was disturbingly little.


"Western publicity concentrated mainly on the large debtor countries such as Mexico, Argentina, South Korea, Venezuela and Brazil; those countries which, along with Israel, Indonesia, India, Algeria and Egypt are responsible for more than half of the debt load of the Third World. A national bankruptcy or a moratorium on loan repayments - although politically highly unlikely - could in effect ruin the Western banking and financial system. It is the least developed debtors who are hardest hit, however. These countries, with their relatively small GNP and comparatively insignificant export sectors, feel the internal effects of such situations much more strongly.


"When one compares the situation of the principal debtor nations with other selected countries of the Third World, the following becomes evident:




	 In regard to the volume of debt the twenty Third World countries selected for review with the exception of Egypt and Morocco were far behind the five largest debtor countries.


	 With the exception of Gabon, the per capita debt of these countries was less than that of the main debtor nations. The five largest debtor nations; Brazil, Mexico, Argentina, South Korea and Venezuela, had on average a much higher per capita debt than these twenty countries, most of which were the LLDC or MSAC categories.


	 Because indigenous industry in developing nations is particularly burdened by debt and interest repayments, special attention must be given to the relationship between debt servicing and exports. The accumulation of high foreign debts does not necessarily mean that a country is in trouble, as long as the debts do not exceed the point where repayments use up most or all of the export earnings or where vital capital goods, semi-manufactured products, raw materials or consumer goods cannot be paid for.





"Mexico, Brazil, Argentina and Venezuela were also in this situation. Yet these relatively developed countries had sufficient food for their populations, relatively high standards of living, and possessed reasonably highly developed industrial sectors. Thus, for them such a situation, which invariably produced economic contraction and social distress, had not the same overall consequences as it had for LLDC countries such as Malawi or North Yemen. It must be borne in mind that the statistics for the above mentioned twenty countries are from the year 1980. Since then, despite the imposition of some import restrictions on goods from industrially developed nations, the situation has become even more critical due to the rapid fall in the price of raw materials on the world market and to the drop in demand for Third World products.


"It is in no way accidental that there is a considerable difference between the effects of the debt crisis on the emerging countries and on the LLDC countries. This reflects the inner logic of contemporary global economic relations. Between 1974 and 1979 the Third World's debt volume to western private banks trebled in size while at the same time the volume of the debt burden arising from inter-governmental credit agreements with western nations declined. This process had resulted in, among other things, the initiation of a tendency towards concentration and consolidation within those sectors of the banking community with Third World debt exposure. According to Business Week, of the 1,000 banks having current credit agreements with Third World countries and in a position to deal with this financial risk, only 100 were expected to be operating within this sector in a few years' time. The few larger banks that achieve this consolidation could perhaps utilize their world-wide control capacity as follows: the poorer Third World countries, because of the dependence of their national economies on exports, will produce the finance and the goods these banks will in turn invest in the rapidly growing industries of the emerging countries. In his statement: "We want to control the borrowing countries' access to markets," a Canadian banker focused attention on the fact that in this way it may be possible for some western banks to even benefit from the Third World's enormous debt.


"Given these circumstances, particularly in the LLDC countries, if industries are to be established without increasing dependency on credit, most of the following conditions must be met:




	 Commitment to fight unemployment in the least qualified segment of the population through suitable job creation programmers.


	 Import substitution that would contribute to the stabilization of the relations between production capacity and balance of payments, while at the same time minimizing the incidences of external control.


	 Creation of forward and backward linkages within indigenous industrial structures that can be integrated into and beneficially affect the national economy.


	 Accumulation of foreign exchange through those exports that do not distort the internal economic balance.


	 Education and promotion of indigenous expertise.


	 Expansion of Least Developed Countries (LLC).


	
o Elimination of deficit production. Production strategies should aim at attaining sufficient profits to ensure that no recourse to outside help is needed


	 Dismantling of protectionist measures by industrialized countries.


	 Access to markets in industrialized countries for products from the Third World that are particularly work-intensive.





"The current policies of the IMF do not seem to be oriented towards enlarging the trading possibilities of Third World countries, which in the long term could be a disadvantage for industrialized countries. If the extensive internal markets of the Third World were developed to meet the needs of their national economic self-reliance, then in the long term trade with the West could be more rewarding for both partners than it is today.


"Summary: In the present situation the Third World can scarcely finance even the most necessary exports. The poorest of the underdeveloped countries must struggle to maintain what small achievements they have managed to attain. New credits must be entered into in order to finance interest on and repayment of old debts. This in turn gives a dangerous social and political dimension to unemployment and malnutrition. All these factors taken into account, there remains very little financial scope to create new industries, particularly where they are either capital intensive or dependent on delivery of semi-manufactured goods from the industrialized countries. The development of industries can be of real benefit to the Third World only if they are set up using the least possible amount of technology, energy or raw materials."




Source: Dr. Jorge Becker. Deutsches Zentrum fur Entwicklungstechonologien-GATE and Department 32 - Communications in: Deutsche Gesellschaft fur Techniche Zusammenarbeit (GTZ) GmbH, Eschborn 1988. Paper Technology and the Third World. Published by Friedr. Vieweg & Sohn Verlagsgelleschaft mbH, Braunschweig. Reprinted with permission. Prof. Dr. Becker is with KomTech-Institut, Solingen, Germany.





In more recent years the number of projects initiated and operated by the private sector has increased rapidly, particularly in Southeast Asia, China, India and even in Russia. The more recent economic troubles, currency depreciation and economic downturn started from Thailand in 1997 and quickly spread to Malaysia, Indonesia, South Korea, Japan, Hong Kong, Philippines and Singapore. Even several years after the Asian economic crisis started, the trouble sources for Thailand, India and Indonesia are recognized when a large number of unproductive bank loans remained. This whole crisis situation provides an excellent sample of how unpredictable the international economic conditions can be when Asia, the leading growth region in the world, is hit so hard with disastrous results. China avoided the crisis by not devaluing its currency, a positive sign for anyone planning to do business in China. For those who have continued to do business in China this was also a sort of reward for their forward-oriented long-range approach. The Chinese and Japanese economics may be considered as locomotive economics in the region, and India is expected to join the club in the coming years. In today's increasingly expanding open market economy, financial troubles in one region of the world can have serious impact in other regions. According to some Asia specialists, it is becoming apparent that international investors may bear a share of responsibility for the latest economic turmoil in Asia, which could have led to dangerous infections in the West. The question, pondered many financial specialists and governments, is how to restore stability to investment flows within the philosophy of uninterrupted liberation of the international market. It is challenging but a necessary task for an international manager to stay in tune with the events in the international market and economy, as such developments will have an impact on the projects under consideration for foreign investments.
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