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1. INVESTMENT PROGRAMMING

1.1 Introduction

Over the last few years ILPES has received various requests
from a mumber of countries in latin America and the Caribbean to
undertake technical assistance programmes aimed at the
preparation and fornulation of public investment programmes. This
subject area, which is normally associated with the idea of
investment projects and is often limited in its theoretical and
practical development, to the component of the econamic and
social evaluation of projects, has not exhibited in the recent
past an integrally structured methodological framework.

In the first place, the area of planning, policies and
projects has, to a certain extent, developed autonomously and has
been at the centre of the debate on the technical and political .
viability of the plamning process. From a strictly methodological
perspective it has been argued that development plans need
projects and policies for their implementation, just as the
latter need dbjectives and an overall strategy to guide them.

Within the context of public sector planning, projects
should be the concrete manifestation of a programme of
investments that seeks to achieve some of the development
objectives proposed in the plan. In this sense, the public sector
is required to develop the technical and operational capacity
necessary to prepare an adequate number of well-thought-out
projects, elther of investment or of a social nature, which, by
constituting a significant portion of its budget for investment
and/or social expenditure, and even under its oanrrent
expenditure head, effectively fulfil the proposed development
quidelines.

From a political perspective, however, in Latin America
there are various levels of State participation in the process of
investment, which range from States with cenmtral plaming in
vhich all national investment is programmed by the State, to
régimes in which the participation of the State is less
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significant and in which the scale of public investment depends
on its size amd its level of participation in the econcwmy.

If the State is restricted to a secondary one role, its
action will bhe directed towards sustaining the process of
accumulation by the private sector, and very likely a large part
of its projects will be directed towards investment in support
infrastructure for production and subsidies to entetprises, and
social expenditure together with subsidies to families, aimed at
meeting the most urgent needs of the commmity.

If, on the other hamd, it is felt that the State should
participate more actively in the running of the economy, it will
probably participate directly in the production of goods amd
services, thus establishing a significant autonomous base of
capital accumilation, investing directly in the productive
sectors and in those sectors which are oconsidered strategically
important to develop. In this case, the process of investment
programeing may acquire more relevance im-so-far as the State
participates to a significant degree in the expansion of the
country’s productive capacity and, consequently, in determining
the growth of the national econcmy.

Whichever the case, the process of project plamning designed
to ootribate to the decision-making process and to the
preparation of investment programmes is important in both options
and, depending on the scale of the investments, what is likely to
vary most significantly are the depth and characteristics of the
studies, which in the so-called preinvestment phase, the public
sector should undertake in order to decide whether or not to
carry through with its investments.

Secondly, and also from the point of view of methodology,
the aspect of finances and the public budget, generally speaking,
has not been properly integrated into plans, projects and
policies, a situation which would tend to render incomplete the
very process of investment programming. In-so~far as the
provisions for public expenditure (investment, social and
current) included in the budget, and the financing of such
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expenditure are co-ordinated with the elaboration of investment
programmes, one may be assmred, on the ane hand, of the
ratiomality of the budgeting eercise as an effective instrument
of the State, not anly for contingent policy reasons but also for
the abjective of development and, on the other hand, of the
financing of approved investment projects that are geared
towards this cbjective. .

However this may be, the planning that may be involved in
the preparation of a public sector investment programme, rather
than a programme for the economy as a whole, generally requires
that a series of element be defined whose degree of detail will
be in direct relation to the perceived significance of its impact
on the country’s development.

Sane of these key elements will be the preparation of
macmeocemicforecaststhatamcapableofprwidmgaframrk-
of reference for decision-making, including scenarios of likely
patterns of growth and feasible levels of inwvestment to be
achieved anmually. It will also be necessary to determine, cposso
modo, the need for public investment in individual sectors by
determining the degree of consistency throughout the sectoral
programmes. |

Generally speaking, in light of the objectives being sought
and of the anrent prospects, it will be useful to make certain
forecasts on the evolution of certain fundamental macroeconamic
variables such as product, domestic and extemal savings,
govermment revermes, public expenditure, exports, imports, the
flow of capital from and into the country, in order to establish
different scenarios which show the probable options for the
growth of investment and the limitations imposed on those options
by the level of rescurces available.

Having established what investments will be necessary, and
particularly what investments the public sector will be required
to make, it will then be important to identify and design the
investment projects which could effectiwvely achieve the proposed
investment objectives in the various sectors.
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These investments could be effectively made without undue
delay and excessive studies only if the political will exists to
carry them through. In practice, this will is often lacking, in
which case resources could be camitted without achieving the
desired results. Or, adopting a more rational approach, a
mwethodology of project selection may bas proposed which, by
following certain pre-established steps, leads to a more
docaumented decision and to a more efficient allocation of public
investment resources,

While acknowledging that many investment decisions may be
adopted using the first approach, even in this case, the
development of a system of follow-up to public imvestment could
contribute to a better exacution of such inmvestment.

Notwithstanding, it would be ideal if the execution of the
projects which will concretize the development aims elaborated at
the highest level coould be carried out in accordance with
certain pre-established methodological procedures, and it is
theseprocadumsmimarebrmﬂyexamﬁmdinthisdoumm

hsiswell—]am the State, tlm:ghtl-neadninistratimof
the govermment, undertakes a series of substantive activities
which consist of the production of goods and/or provision of
services aimed at satisfying the needs of the cammnity.

This involves the use of scarce resources which are diverted
from altermative uses, either within the public sector itself or
in other areas of production. Gbviously, in times of crisis, the
allocation of resources should be as efficient as possible, which
means that the organizational methods and procedures adopted to
carry out such activities should be perfectly structured in order
to improve the capacity to manage the national investment.
Indeed, the expansion or 1limited decline in a country’s
productive capacity is clearly a direct function of the level and
quality of investment, which in twrn deperds on the capacity of
the country to generate or attract damestic and esttermal savings.
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In the cnxrent ciramstances of severe restrictions an the
use of extermal resources, it is essential to make a greater
effort to augment domestic financing, in addition to enhancing
the efficiency of the process of allocating the most scarce
resources. In other words, it is a question of ensuring that with
a given supply of resources production is significantly
increased, in conditions of pexmanent stability.

In this context, ﬂjenmaganmtofmblicexperﬂimre
(specially investments) is particularly important, since in many
countries public investment now oonstitutes a significant
proportion of total investment, and by its nature, it is the
expenditure whose contribution may be essential to the attaimment
of the adbjectives of distribution of the benefits of growth,

To ensure the proper management of this experditure, the
administrative and political authorities which make decisions on
the allocation of investments should have available to them a
broad base of altermatives, in order to conduct an efficient
process of selection in accordance with the proposed objectives.

In order to achieve this result it has been felt that,
thanks to the rapid development of coamputer technology in recent
times, the development of National Project Inventories, or
Project Banks, may become a very useful tool for rationalizing
and ensuring the operational effectiveness of the process of
public investment.

The ocmpilation, in a National Plamning Office, of a
camputerized national project inventory, whose ocamponents are
identified, formulated and evaluated by Sectoral and Regional
Planning Offices, and whose attributes are known to all such
offices, constitutes an excellent basis for making the process of
public investment programming cperational.

The preparation of these inventories is based on the premise
that public investment may be likened to a productive process in
the sense that it reguires inputs of resources and yields
products as its result. It may therefore be said that public
investment inputs or requires financial, human and material
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resources and produces goods and services aimed at satisfying
certain predetermined needs.

Rublic investment in general, and more strictly speaking,
public expenditure, may be divided into various components which
corprise the phases through which a project passes and which
constitute the contimmm that likens it to the different phases
of the above-mentioned productive process. These are

= 1l or social investment, and current or
o xpend ,hhidlarebasicallythesmelmts
that daf:lne the life cycle of projects, whether these are
investment projects, that is to say where there are counterpart
assets, or a social project, in which current or capital
resoarces are transferred to the commmnity. In short, national
project inventories compile in a dynamic manner the information
on projects vhich may be in one or other of the phases that are
described briefly below:

i) z > hase refers to all the activities
aasociated with the identification, preparation, formulation
and evaluation of projects. The continuous changes in
investment ideas requires the use of resources which keep on
adding value to these ideas as they pass from this phase to
the subsequent phases of profile, prefeasibility and
feasibility. The technical and economic studies which are
urdertaken in this phase feed the process of decision-
making. |

The projects developed and studied in this phase should
be those which will constitute new investment in future
- udgetary periods,

The product of the preinvestment phase, which are the
technical/economic studies, require as their principal
irnputs, methodologies for the formulation and evaluation of
projects, shadow prices for the econamic and social
evaluation of projects, persannel qualified in the use of
these methodologies, as well as financial resources.




i) estne)y Ja
investment in project eoaaaltim in general terms, uses
resources and delivers as its product completed works. These
works, in turn, become part of the rescurces available for
the development of other public sector activities and
programes. An intermeadiate product at any point in time
will be those works which are being executed and which
represent comitted expenditure or, as it is also called,
carry over investment.

The procesgs of expenditure or social investment
includes those activities or programes to which resources
are assigned and whose objectives are to improve health
care, social security, the security and educational level of
the population, as well as activities aimed at the physical
or social rehabilitation of those requiring such
rehabilitation. Its output, which augments the pool of
resources, is the physical and intellectual develcrment of
the human resources available to the country.

iii) The Operational phase refers to those experditures
which the public sector is required to make in order to
operate over a period of time and which do not lead to the
gross acoumilation of capital, whether public or private.
Oonce the projects become operational, they will place
pressure on the current expenditure of the budget, which
should bhave been taken into acocount during the phase of
studies. Similarly, it is important to analyse current
expenditure during the preinvestment phase since,
particularly with social projects, a large quantity of
resources is earmarked for the developwment and
implementation of programmes that are considered current
within the budget.
The identification of all these actions, which form part of
the process of public investment, may thus be developed into a
Project Information System (PIS), throuwgh which the complete
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cycle may be covered through their pre-investment, investment and
operational phases.

The process of pre-investment is described in greater detail
in the following chapter, while the structuring of the project
banks is examined in chapter III of this document.

programme of public investmants and, if this exercise and its
procesg is to have any real sense, the investment that is
actually made should reflect, in some measure, the investment
that was programmed, that is to say, it should tend to narrow the
gap between the proposed and actual investment.

To achieve this, the system should, in formlating the
possible investment scenarios or programmes, cover the various
areas of analysis which should feed the process and thus enable
it to produce an efficient and effective investment programme.

The main areas to be ocovered are the block of macroeconamic
projections, a system of budgetary follow-up and control, the
technical/economic studies, public expenditure policies, the
allocation of cnrrent expenditure and, lastly, the allocation of
social expenditure.

The block of macroecorxmic projections should produce the
scenarios which, thm.lgh the main macroeconomic variables, show
the futwre sociceconomic situation. This, together with the
process of budgetary follow-up and control, will permit, on the
basis of estimates of incame and expenditure of the public
sector, a determination to be made of the financial ceilings for
the investment programme.

The system of bhudgetary follow-up and control permits
information to be received on the implementation of the current
budget and of social programmes, as well as on the physical and
financial progress of studies and projects. Hence the importance
for this system to produce, in conjunction with the macroeconamic
block, "realistic" financial ceilings.
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Once these references have been established, it is
important, particularly in the case of large projects, to
incorporate the technical/economic studies which are the ones
that will in fact determine the economic and social advisability
of executing the various projects that camprise the investment
programme,

On the other hand, it is important to incorporate public
expenditure policies, particularly those relating to subsidies,
subventions, investment, wages and salaries policies, as well as
the set of econcmic policy measures which may affect or help to
promote a given expenditure policy.

Finally, the programing of social experditure and its
priorities should be evaluated and incorporated, as well as the
allocation of current expenditure, its likely evolution and
orientations in relation to future allocations, which should be
caplementary to the programmed investment expenditure and its
orientation.

lastly, it should be mentioned that an assesswent mist be
made of the dynamic impact of the resulting investment programme
on the economy as a whole at the national, regional and sectoral
levels. This is very important on account of the feedback effect
of the system, which will make it possible to see new potential
or unforeseen ocbstacles.

In the cases of the specific experiments which the Institute
has conducted in this field, it should be noted that these areas
tend to be anly partially covered and, consequently, the process
of investwent programming, from this perspective, usually remains

In the case of the Daminican Republic, for example, the
system of investment programing is not institutionally
integrated and macroeconomic forecasting is not co-ordinated with
budgetary follow-up activities and the elaboration of investment
programes. In this case, it may be said that what is currently
being done with the system that has been develaped is a follow-up
activity to those projects that are in the phase of execution.
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Despite this, however, using as a support the system of
project information, a wversion of the 1987-1990 public
irvestments programme was produced that included aspects such as
the general orientation of public imvestment, its sectoral
distribution, the sources of financing and an analysis of the
macroecononic iwmpact of the programme, reflected in variables
such as employment, value added, foreign exchange and ocertain
specific sectoral variables.l/

A similar situation is to be found in Guatemala, where there

is need to prepare periodically anmial operational programmes

which contain the investment expenditures that the public sector

will make during the forthooming budgetary period. This exercise,
which has recently been taken over by the Office of the Vice-

President of the Republic, is undertaken by drawing together the ‘

programmes which the various public sector agencies submit. The
process, however, exhibits no uniformity of criteria in the sense
of determining which ocomponents it should contain and the
requirements that should be met by the investment projects that
are identified in the various areas.

Moreover, the ewercise is undertaken as an independent
activity at a certain period of the year, and is not viewed as an
ongoing activity of generation and follow-up of projects which
follow a predetermined path, with its possibilities being
periodically compared and contrasted with the objectives which
the government proposes to fulfil.

The technical oo-cperation agreed upon between SHGEPLAN,
IIPES and the IDB is aimed at developing a system of investment
programming which may be an effective tool for the follow-up and
monitoring of public investment during its various phases, thus
seeking to optimize the allocation of these resources.

In Belize, the assistance of ILPES over the last two years
has centred aromnd the establistment of a project bank for

1/ See TIPES document "E1 sistema nacional de proyectos
de Repiblica Dominicana: una herramienta para la programacién de
inversiones piblicas", 1988.
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projects of both a public apd private nature. Based on the
guidelines of the "Five-year Macroeconomic Plan 1985-1989", the
different sectors have begqun to systematize the preparation of
project profiles. Apart from helping to determine criteria for
the establistment of a priority of projects in the discussions on
the Investment Programme, such tasks have helped to facilitate
the presentation and negotiation of projects with the financing
agencies.

2.1

Ne Procesg of Frelnvestient

Preinmvestment, as a process aimed at reducing the
uncertainty regarding decisions about investment, is basically
ocaposed of the phases of idea, profile, pre-feasibility and
feasibility. During each one of these phases and to different
degrees of detail, preinvestment studies must be carried out
consisting in the preparation, formlation and evaluation of
projects. ‘These are the same studies that are required to
ensure an efficient allocation of public investment resources.

The origin of preinvestment activities in latin America and
the Caribbean goes back to the 19508 being motivated mainly by
the need to provide technical and documentary assistance to the
process of wmaking decisions concerning the allocation of
resources.

The various specific reasons which led to its development
include the need to assist planning systems in harmonizing -the
selection of projects with the set of national policy objectives
put forward in the plan and thus, to pramote greater coherence
between priorities and resowces. At the same time, the
possibility of having a set of projects available in advance will
lead to a reduction in the extent of dispersion and improvisation
in the allocation of resources. In addition, the preparation of
project portfolice could provide adequate bases for negotiation
with intermational financing agencies and, lastly, an integrated
effort of intra- and intersectoral co-ordination was being
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prancted based on macroeconomic programming, national accounts
and the budget.

In thse context of the foregoing cbjectives, most of the
countries in the region were successful in establishing and
institutionalizing preinvestment funds which contimed to be
devoted mainly to the task of identifying investment ideas,
preparing project profiles following the gquidelines of national
development strategies, and financing feasibility studies. In
most cases such tasks constitute significant contributions to the
ratiomalization of public expenditure and to the systematization
of the phases prior to the irwestment phase within a strict
context of scarcity and priority.

out same of the cbetacles which may impede the achievement of the

vesults expected of the preinmvestment phase or which have

preverted it from having a more significant impact. These

obstacles include the following:
i) Preinvestment, 1like plaming, requires a minimm of
decentralization, participation and management from the
bottom up, from the regions to the central authority and
from the intermediate levels of decisionmaking to the
higher decision-making bodies. However, the achievements of
the different approaches and styles of indicative and
policy-setting planning have been very limited. It is only
in recent years that action has begun to be taken to correct
this style. If this phenarenon can be said to have
characterized plamning over the last few decades, the
process of preinvestment has undergone a similar experience.
Its activities have been characterized by a tendency towards
centralization, discontimious management, an approach that
is unrelated to the needs of the commmity in the phase of
identification, and an orientation that is not co-ordinated
with the institutions respnsible for the preparation,
formilation and evaluation of the project.
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ii) A basic task is related to the preparation of a Project
Inventory and, more particularly, to the generation of jdeas
and the preparation of profiles. This phase is crucial in-
so-far as problems are identified, solutions proposed, the
costs and benefits outlined and institutional
responsibilities determined. These tasks presage the
subsequent activities in terms of possible optiohs for
subsequent evaluations. Despite its importance, the system
has not been conceived as a dynamic process which needs to
be contimuously fed by the broad participation of sectors
and institutions. For reasans of oo-ordination or
systematization, the ideas for projects are scarce and, from
the inception, the basis of the process does not have the

elements that are necessary for analysing alternatives with

a minimm of participation or sectoral and regional
coverage,

iii) one crucial point, which is directly connected to the
development of preinvestment, has to do with the generation,
handling and distribution of information. When a
considerable number of projects is involved the
preinvestment phases require a coherent and dynamic system
of analysis and evaluation. Once the process is started, the
information that is rquired and processed increases in
volune and rigour but, despite this, there has been no
accompanying development of ocamputerized systems which
handle information and facilitate decision-making in a
corprehensible and timely manner. This is one of the reasons
why preinvestment has not became a fundamental routine
function. In this case we are referring to the tasks of
selecting priorities and to the reconciliation of the
resources available with national, regional and sectoral
abjectives.

iv) In light of the regiomal experience, preinvestment
plans have usually tended to ignore the capacity of the
comunity to identify its needs and to suggest solutions,



14

frequently overlooking the institutional context and poorly
reflecting the characteristics of the beneficiaries.

Preinvestment has thus been based on a warked "supply

side approach" under which the fate of each phase depends on
that phase itself and the only requirement is for an
adaquate supply of resources to be made available. It would
seem that behind the preinvestment phase there are no actors
or specific interests and that the latter have nothirg to do
with the concrete dynamic and determinants of a process
which is essentially of a social, economic and, to a large
extent political nature.
v} As regards the agpects of an institutional nature, the
cycle of a project requires consultation and co-ordination
between various institutions of an inter- and intra-sectoral
nature which becames difficult to monitor and direct in the
case of a large mmber of projects.

This situation becames even more difficult when there

are no effective and operational nomms and procedures within
the public administration. Moreover, in view of situations
of a lack of institutional co-ordination, the progress of a
project through its variocus phases becomes more difficult
when proposals of a miltisectoral or miltipurpose nature are
being considered.
vi) Fron the point of view of methodology, despite greater
information on the methods of evaluation of costs and
benefits, the application of these methods has encountered
serious operational difficulties in econanic and social
projects imvolving a low level of investment and usually
with domestic financing.

In this case, it is a question of a subset of projects
with a high percentage of Total Public Investment which
presents difficulties for individual technical analysis on
account of the lack of adequate information or because of
cost/benefit elements that are difficult to quantify. In
conclusion, the result has been that it is difficult to
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generalize techniques for the formulation and evaluation of
all public sector projects.

vii) Although this may appear unusual, in the area of human
resourcves and training, countries, and particularly plamning
offices and preirvestment funds, do not have suitable staff
for decentralizing and systematizing national preinvestment
plans. This limitation is mich more severe at the sectoral
and regional levels, where lman rescurces are scarcer and
less qualified.

There are two consequences of this situation. On the
one hand, there is no comtimious flow of ideas, with the
result being that preinvestment activities are biased
towards the analysis of technical aspects to the detriment

of generating suggestions, identifying possibilities and
preparing background data.

On the other hand, the preinvestment phases are not
co-ordinated with the subsequent phases of generation of
options or maintenance of a stock of projects to replace
those that have been shelved, abandoned or initiated.

Armtsuﬂybymyimmiesfarbasicﬁwtsof
the preinvestment process. These are: methodologies for the
evaluation of projects, social prices, qualified personnel and
financial resources. It may be useful to make a few practical and
brief caments on some of these inputs.

i) Methodologies of Evalua ! ces. Economic
literahlrecontahsthraemjorapmadwstoﬂlismbject That
of UNIDO, that of the OECD and World Bank (IBRD), and the Chicago
or Arnold Harberger approach.

In genexal, the first two approaches favour the integration
of the criteria for project evaluation with the national
development objectives on the basis of a set of paramsters or

2/ IIPES: “Bases metodoldgicas y operativas para 1la
administracidn de la inversién piblica®. Santiago, mayo 1988.
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shadow prices which seek to reflect not only the economic value
of certain key resources but also value judgements on aspects of
a redistributive nature. Independently of the unit of account
which is used (consumption or foreign exchange) the approaches of
UNIDO and the OBECD/World Bark comprise three stages:

i) a financial evaluation at market prices for products

and inputs; ‘

ii) an analysis of efficiency at shadow prices amd

iii) a social analysis to determine the impact of the

projects on redistribution.

The Harberger approach advocates the traditional
neoclassical assunptions to maximize social well-being according
to which, in the absence of extermalities, demand and supply
prices will reflect the marginal benefits and marginal oosts
rvegpectively. In these terms the net effect of a project for the
society would amount to the sum of benefits and costs without
taking into account the redistributive effects on the receivers.
In light of these general references the immediate question is:
what type of projects should be submitted to cost-benefit
analysis? This question may be answered by saying that
preference should be given to those projects that are of greater
cost, scale or importance for the country. Such a criterion
would, however, appear arbitrary in that the application of the
methodology would depend in each country on the quality of
information, the availability of human resources, the
institutional framework, the level of disaggregation or
sophistication that is adopted with the preinvestment and,
lastly, on the mamer in which the budget is allocated.

There are countries which make greater use of cost-benefit
analyses and others which have to some degree systematized the
concepts from the first phase of the project cycle. The great
majority, however, use this approach only in the case of large-
scale projects which are almost always financed fram external
rescurces. The usual approach is to make preinvestment a formal
filtering procedure to rationalize the irnvestment plan with a
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high weighting of subjective ani political criteria at the
regional and sectoral levels.

The cost-benefit analysis is normally applicable to larger-
scale projects which require and often dispose of greater
information, are normally capital intensive and its economic
benefits are easy to quantify. This head would cover the large
projects for production and infrastructural projects such as
highways, dams, bridges, and airports.

At the other extrems, however, are small and scattered
investments, which are generally labour intensive and clearly
social in character, some of which take the form of rural
agueducts, health outposts, primary schools, supply centres, and
low-cost housing.

For this type of project it is essential to develop
appropriate methodologies which would contribute to  eaxly
decision-making as regards the allocation of resources, thus
significantly shortening -its 1life cycle. In these cases,
evaluation at the profile level, using methodologies such as cost
effectiveness, would be highly recommendable,

It is important that the investment plan should not be a
reflection of the initial bias which may be present in the
preimvestment stage, in the sense of leading to an overinvestment
in sectors which, on account of their capacity to formulate and
evaluate projects (energy sector for example), pramote actions
that go beyond what could be the dbjective needs of the country.
In this sense there is a frequent tendency to underinvest in
social sectors in which conventional methods are more difficult
to apply and the scarcity of personnel trained to identify and
formilate projects is usually more acute.

This problem, however, should be resolved at the very start
of the process vhich is when, at the highest level, a preliminary
idea ought to have been reached as to how the public expenditure
will be divided between productive investment and social
investment since, even if it were possible, there would be no
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sense in oomparing, through evaluation, projects from the two
sectors.

Generally speaking, the calculation of national parameters
or national shadow prices, independently of the methodology
used, may be a very useful empirical exercise when the aim is to
ensure that the public sector acts according to criteria that are
oconsonant with econamic efficiency. m, in practice, the use
of such parameters has been rather limited and a significantly
high percemtage of public investment still does not go through
any previous phase of evaluation in a rigorous or systematic
manner. Thus, preinvestient, has generally not became a basic
camponent of the System of Public Investments.

While acknowledging the usefulness of having information
on prices of efficiency and social prices, the scant use that has
been made of such information is perhaps due both to the
difficulty in obtaining the basic information on which the
calculation is based and to the low percentage of technical
persomel who, despite their involvement in the process of
investment, are familiar with these concepts.

ii) Hume sources. The quality and mmbers of technical
staff and the dagree of institutionalization of the preinvestment
process will, to a large extent, determine the level of
efficiency with which the allocation of resources is managed.
However, the regional balance in terms of preinvestment
experiences suggests that, apart from the National Planning
Offices or the preinvestment funds, in the regions, ministries,
State and local bodies, the human resource capable of formilating
and evaluating projects is scarce, lacks the necessary training,
or is simply non-existent. This is one of the principal
obstacles that have prevented preinvestment from becoming a
widely used tool within the public sector.

Finally, it should be pointed out that what is required is a
thorough review of the prevailing institutional framework within
vwhich the preinvestment process takes place, in order to ensure
better co-ordination within the cemtral goverrment, a more wide
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ranging decentralization to include mmicipal, regional and
sectoral levels of participation and an operational framework
that permits the system to be fed and to receive feedback in a
continous and expanding manner.

3. FROJECT BANES
3.1 Ohbjectives and Structure - :

The elaboration of investment programmes involves a long and
tediocus process of campilation and analysis of information. Also,
the information recquired is frequently not available and where it
is, it must be campleted and standardized. On the other hand,
vhen preinvestment is carried out in a consistent manner for all
public sector projects, it generates a wealth of information
which may become urmanageable.

The complexity of the task which planners face in seeking to
achieve an optimal allocation of available rescuarces has led to
the development of a series of methodologies and information
tools intended to facilitate that task. One of the wmain
supportive tools whose use has already spread to various latin
American and Caribbean countries are project banks.

The aim of these banks is to facilitate, standardize and
co-ordinate the follow-up and monitoring of investment projects
and basic preinvestment studies, as well as to support the
execution and plamning of preinvestment, irnvestment programing
and the carrying out of ex-post project evaluations.3/

The project bank was introduced as an information system on
public investment projects, whose cbjective was to organize and
standardize information relevant to monitoring activities and to
decision-making. Subsequently, with the advent of
cagputerization, and in view of the large volume of information
to be handled, computerized systems were developed to expedite
the management of available information. At the same time, since

3/ See ILPES document, "Bases metodoldgicas y operativas
para la administracién de la inversién piblica". Santiago, mayo
1988, _
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the quality of the results always deperxis on the quality of
inputs, the project banks were strengthened by preinvestment
suppart measures so as to obtain more and better information for
plaming.

The logical structure of project banks is based mainly on
the project cycle. The basic element for its functioning is the
project. The system records the most important information about
each project in each one of the phases of its life cycle. As the
project moves from one phase to ancther, the project bank
records all the information generated during each phase.4/ A
cawplete and updated "life record" of each project is thus
maintained, which makes it possible to adopt timely measures for
the sucoess of the project and to learn from the errors and
successes of abandoned or campleted projects. |

The quantity of information increases as the project
progresses through its life cycle. In the phases of idea,
profile, prefeasibility, feasibility and design, the information
recorded will be basically that which concerns the main
characteristics of the project, indicators for the establishment
of its priority, and decisions concerning the subsequent phases,
In the phase of execution, on the other hand, the information
recorded will cover information relating to the physical and
financial monitoring of the progress of work. Usually, the volume
of this information will be significantly greater than that
correspanding to the previous phases. Moreover, the intervals at
which such information must be received are also more freguent.

This structure based on the project cycle confers on project
banks one of their main advantages. In fact, the project cycle
usually cuts across various government institutions. Plaming
offices, ministries of finance, preinvestment funds and sectoral
executing agencies, are imvolved in one or more phases of the

4/ For an example of this see ILPES document, “Guatemala:
una propuesta de organizacién y funcionamiento del sistema
nacional de programacién de inversiones piblicas". Convenio de
Oooperacién Técnica BID/SEGEFIAN/ILPES, July 1988.
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life cycle of a project. This situation is further camplicated by
the existence of decentralized institutions (regional,
departmental or mmnicipal) amd of different sources of
financing. Where there is no instrument to set standards for and
facilitate the management of information on projects, the
co—ordination, programming and plamning of public investmmt may
be practically impossible.

Aprojectbamcslmldmtbeseanasanhwmtoryof
projects but rather as a methodological approach for the
programming and monitoring of public investment. The project bank
has a dynamic character in the sense that the information it
contains is constantly changing. Moreover, mmerous other
elements beyond data bases, programmes and computers are part of
the concept of the project hank.

The establishment of a project bank requires the development -

of methodologies to identify, formilate and evaluate projects,
the determination of social prices, the establishment of
frameworks and norms for the physical and financial follow-up of
projects, the design of procedures for the delivery and updating
of information and the widespread training of public sector
personmnel in the use of the methodologies, norms and procedures.
The development of a project bank naturally requires that efforts
be made to increase preinvestment and improve investment
monitoring.

The methodologies are necessary in order to obtain
standardized, adequate and reliable information on the various
investment initiatives. Only in this way will it be possible to
compare and establish a hierarchy of projects, at least at the
sectoral level, basaed on a similar framework of measurement.

The compilation of information in a timely manher requires
that the procedures for the delivery and analysis of such
information be defined. It also means defining the roles to be
played by the various institutions concerned with public
investment, in the context of the project bank. This ensures that
the information handled by the system is sufficiently up~to-date
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as to constitute a reliable basis for the adoption of monitoring
mechanisms or for the plamning of future activities.

Finally, it is necessary to consider the training of
persomnel in the use of the methodologies and procedures of the
system.5/ This aspect is essential to ensure the smooth operation
of a project bank and the quality of the information processed.

With respect to the architecture of the system, there are
basically three approaches which have been adopted in accordance
with the particular characteristics of each project bank.

A first option is to develop a centrally operated and
managed computerized system. Under this approach, the institution
responsible for the project bank has a coamputer which contains
the data bases, establishes all the noxms and procedures of the

system, and ensures that these are adbserved. It is also

responsible for the quality and currency of the information on
projects. The various institutions that participate in the
investment process are linked to the project bank through forms
for the delivery of information and through reports and lists
vhich they receive fram the system, or throwgh terminals
installed in each one of them.§/

A second option is to establish a system which is physically
centralized but wvhose operations are decemtralized. This approach
provides for a comuter to be located in the institution
responsible for the managewent of the project bank and terminals
in each decentralized institution. In this case, however, unlike
the preceding approach, it is the decentralized institution which
is responsible for ensuring that the procedures (standardized at
a central level) are applied and for the information (regional or
sectoral) contained in the system.

5/ For an example of a document prepared within the
framework of a project bank and aimed at the training of
persomnel irmvolved in its functioning, see: ILPES/Ministry of
Econcmic Development, "Project Bank: Mamual for the Appraisal and
Monitoring of Projects", Belize, April 1988.

6/ The Integrated Project Bank of Chile, BIP, in operation
since 1978, uses this approach.
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Lastly, there is the possibility of developing a project
bank using an approach of dispersed bases. Following this
approach, the establistment of norme to govern the operation of
the system contimes to be the responsibility of the central
authority. However, each institution participating in the network
will have its own equipment and data base, facilitating exchanges
of information between the various bases in accordance with
pre-established procedures.?/ The last mentioned approach has
received a boost with the advent of microcomputers and the
development of better commmnications programmes and networks.

The systems developed so far are generally biased towards
preimvestment or towards investment. There are few systems in
which these two aspects (information for the plamning of
preinvestment and investment programming versus the physical and
financial monitoring and follow-up of projects under way) have
attained a comparable level of development. This has been due in
large measure to the fact that these two functions are usually
the responsibility of different institutions (finances, plarmirxg)
while the project banks have been set up in only one of the
institutions imvolved (usually the planning institution). This
leads to resistance to the delivery of information on the part of
the institution which does not physically possess the system.
3.2 Qupent State of Development

In view of the importance of project banks as a modem tool
of support for planning, the Area of Advisory Service Programmes
established as its principal working cbjective support for the
setting up of project banks in countries of the region and the

contimed development of this instrument, particularly those of
its aspects related to planning.

2/ ‘The project bank of Bolivia, known as SISIN, is a good
example of this type of system. The Goverrment Project Bank of
Colambia is being developed with this structure. The first
phase of its development may be analysed in the ILPES document,
"Colanbja: Mamual del Sistema (versién preliminar)", Project
DNP/OAS/ILPES, August 1988.
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In keepingy with this dbjective, the Institute has
participataiinthedevelqmentofala:genmberoftheproject
banks existing today in the region.

The oldest of the project banks is that of Chile, which has
been fully operational for four years now. It was developed in a
mainframe computer with terminals distributed in the regional
and sectoral capitals. In this experience, particularly
noteworthy is the major training effort that has been undertaken,
under which more than 3 500 public sector personnel have already
been trained. Considerable work has also been done on the
development of methodologies for the evaluation of projects at
the profile stage.

In order to make use of and disseminate the knowledge and

lessons cbtained from this experience and from other planning

activities, ILPES has concluded an agreement with the Plamning
Office of the Goverrment of Chile (ODEPLIAN), which provides for
co-cperation and the exchange of experiences.

One case which is completely the reverse, in terws of size
and complexity of the system, is that of Belize. There ILPES
designed and installed, in oconjunction of the Ministry of
Fconomic Dewvelopment and with the financial support of UNDP, a
small and simple project bank, which is nevertheless capable of
satisfying the information recuirements of the govermment.g8/ The
system is operated through a microcomputer, and information is
sent out by the various ministries through specially designed
forms. The output of the system, in the form of lists, is
supplied by the Ministry of Economic Development to the Cabinet,
the Parliament and to the Office of the Prime Minister.

In the Dominican Republic, ILPES, through an agreement with
the National Planning Office (ONAPLAN) and with financing from
the IDB, acted as the executing agency in the development of the

See doament ILFPES/Ministry of Economic Development of
Belize, Project Bank,"User’s Mamual", Belmopan, April 1988,
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project bank.9/ In this case the system was installed in ONAPLAN
in a minicomputer. The information is supplied from the other
ministries through fiches which are designed to store
information on the different aspects and phases of a project.
ONAPLAN processes this information and provides lists and reports
to the National Development Oouncil and to the Office of the
President. :

In the case of the Dominican Republic, the Institute has
played a pioneering role in ensuring greater integration of the
macro and microeconamic aspects through the use of the project
bank.10/ This type of application is one of the most important
which may be given to project banks. From the point of view of
planning it is of fundamental importance since it makes the

relationship between the macroeconomic programme and projects

operational.

In Guatemala, the General Secretariat of Planning (SEGEPLAN)
entrusted ILPES with the task of developing a project bank, also
in this case with IDB financing. Setting the standards for and
operating the system are the responsibility of SPGEPLAN, assisted
by the Office of the Vice-President. The latter office is one of
the main users of information from the system since it uses such
information for the formulation of the Anmial Operational
Programwes (AOP) which are part of the investment programme. From
the point of view of computer equipment, this project bank is
distinguished by the fact that it operates on the basis of a
network of microcomputers.

In Bolivia, the Ministry of Co-ordination and Planning is
currently in the process of expanding the project bank, known as
the System of Information on Inwvestments, or SISIN, to cover all

9/ See IIFFS doouments, "Sistema de Informaciin e
Inventario de Proyectos", volumes 1, 2 and 3. Cowenio de
Cooperacién Técnica BID/ONAPLAN/ILPES, March 1988.

10/ See ILPES document, "El sistema nacional de proyectos
de Repuiblica Daminicana: una herramienta para la programacién de
las inversiones piblicas (Informe final del Proyecto)". Corwvenio
BID/ONAPLAN/ILPES, May 1988.
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corporations and ministries. The system, whose structure is that
of a dispersed data base, is basically designed to support the
planning of preinvestment and the elaboration of investment
progranmes. The collaboration of the Institute has been requested
in order to epand the system to the stage of the
physical/financial follow-up of projects and to develop
methodologies to establish a hierarchy of projects. '

In Colambia, work is proceeding apace on the establishment
of the Goverrment Project Bank since this is a key element in
ensuring the success of the process of decentralization which the
Govermment has embarked upon. This process requires a significant
transfer of resources and responsibilities to the mmnicipalities,
since it is necessary to have a system which would assist mayors
to assume their new responsibilities in the field of public
investment. The system should also assist Departmental Planning
Offices in oo-ordinating the work of mmicipalities with the
efforts of institutions at the departmental or national level. In
this case, ILFES has comtributed to the development of the first
phase of the data base and of the methodologies for establishing
a hierarchy of projects.

3.3 FEutare Developments _

Even though the concept of project banks is no longer new
since its premises are known and have been applied for several
years now, there has been a certain stagnation in the development
of this important instrument of support for the management of
public investment. In view of this situation, the Area of
Advisory Sexrvice Programmes of ILFES has sought to assume the
leadership role in the development of project banks. It has thus
embark upon a significant task of research and the establistment,
of project banks, through which it hopes to transform project
banks into planning instruments that are even more complete and
useful. Some examples of the areas in which work is being done or
will have to be done are given hereunder.

Both for the elaboration of investment programmes and for
the passage of projects from one phase to ancther in project
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banks, mﬂmdsofselectimmﬂofestablistﬁ:gahiexardnyof
projects are needed.

In view of this, the Area of Advisory Service Programmes has
allocated resources for the development of methodologies to
establish a hierarchy of projects, which are compatible with
project banks. These methodologies are designed to use the large
quantity of information available through project banks to
facilitate and introduce more scientific methods into the process
of elaborating investment programmes.)l/

At the same time, there is need for work to be done on the
development of methodologies for the ex—post evaluation of
projects. Ex-post evaluation can provide useful information on
the quality of preinvestment and investment processes, suggesting
which aspects should be improved in order to enhance their
efficiency. The development of ex-post evaluation methodologies
within the ocontext of project banks would probably require
modifications to the traditional structure of such banks so that
they would effectively support this task.

Ancther aspect which can revolutionize the capacity of
project banks and radically affect their current structure is the
development of coamumications software and hardware and of
increasingly sophisticated networks. The development of
microcomputers has made it possible to develop systems which
range from those that are large, costly and centralized to those
that operate on mltiple data bases and which exchange
information. By extrapolating this technology, it is possible to
envisage extensive networks of microcomputers exchanging
information in an automatic and instantaneous marner among all
the institutions involved in the process of public investment.

In view of the successes achieved in investment programming
and the monitoring and follow-up of public projects through the
establishment of project banks, great interest has developed in

11/ An example of this kind of work may be found in the
ILPES document, "Metodologia para la priorizacién de proyectos
mmnicipales". Project INP/OAS/ILPES, Colambia, Angust 1988.
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applying the same oconcept to other areas of public sector
management. Having regard to the large quantity of resources
which same coumtries of the region receive in the form of
technical co-operation, the Institute has taken steps to apply
the methodology of project banks to the design of a system of
support for the management of technical co-operation.l2/ It is
hoped in this way to develop parallel and interrelated. system
which would facilitate the integral management of ocarrent

12/ See ILPES document, "Bases metodoldgicas y conceptuales
para el desarrollo de un sistema de apoyo a la administracién de
la cocperacién técnica". Santiago, July 1988.



