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1. There is usually little uncertainty about the advantages of processing a natu-
ral crop pricr to export. Whether this is profitable can be seen by scilting off
the higher value of the export against the cost of the process and the possible
loss of value through the by-products not being utilised or commanding a lower
price than abroad. The only doubts on the social economic benefits may arise if
differential export duties are introducei to give an artificial impetus to

processing.

2o Import substitution industries are more conplicated. They generally sufter
from higher cost production factors than in develcped countries. In fact, the
only real saving that can confidently be expected is in freight, because raw mate-
rials either enter the country in bulk cr are present locally. Even labour may
cost more than in a developed country; while actual rates per man per hour may be
low, the same physical effort may not be achieved and most manufacturing techniques
need some level of skill which is in short supply in developing countries, so that
the labour cost is heavily increased by the highly skilled supervision which is

needed.

3. The solution usually sought is a protective import duty. If the industry is
expected to grow and eventually be able to compete with large-scale producers over-
seas no problem arises, but in many cases there is little prospect of this and Gov-
ernments have to make their decision knowing that the grant of the duty will result
in a quasi-permanent increase in the price to the consum:r and the loss of the
revenue from the goods previously imported. This must be weighed against the
growth of new taxable income, savings of foreign exchange and its use to import

other goods which bhear duty, etc.

4. A mere study of the physical feasibility of an industrial proJject is of

little value. Commercial feasibility must be studied, i.e. proper examination of

fon.
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the market, the cost of all production factors, all problems of management,
staffing, administration, distribution and marketing and all financial require-

ments.* The study is completed by adding up ‘he receipts and expenditures on

capital and current account to show whether the return (if any) on the capital
will be adequate in the circumstances of that particular economy and all the

sources, type and term of the capital invested.

5. Sometimes, even though the result is positive the rate of return may be
insufficient to justify the risk in the sponsors' view. Covernments are some-
times surprised to find the level of return that the sponsors requre; it is for
the sponsors to state their project and their requirements clearly and for the
Covernment to make a proper study of their estimates, so that a bargain can be
struck by both sides with their eyes open. Governments are likely to be more
ready to support sponsors who are permanently resident in the country and are not

aiming simply at quick profit.

6. Naturally the views of (Covernment and entrepreneurs will not always coin-
cide. The latter considers almost exclusively commercial costs and tenefits, but
the Government must also consider social costs and benefits. Sensible sponsors
will point out the advantages and disadvantages of their proposal and assist the
Covernment in arriving at an informed decision. Sometimes, because of the broader
responsibilities of Covernment their decision will be contrary to that indicated

by pure economics.

7. The Covernment's policy also impinges on the investor in the "investment
climate". It is of great importance that Government should give clear under-
takings and observe them both in the letier and in th: spirit regardless of subse-
quent changes of circumstances or of (overnment, ‘The investor on his side must
bear with delays which are sometimes inseparable from the Government's decision-

making processes.

* The most common heads of feasibility studies are contained in the Appendix to
the paper.
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E. It is of prime importance not to create industries in the absence of a suffi-
cient market. The market survey is a first priority =254, 1n leveloping countries
with no previous experience for guidance, a detailed study is indispensable. 4
common pitfall is to take a grcup of products or an import classification and treat
it as if it were related simply tc the ocutput of one factory. Infact, such groups

cover a wide variety of different products, different '"lines"

and different speci-
ficatious, and 2 single import classification probably comes from a large number of
different factories of different kinds and sizes. A practical feasibility study
must isolaie the demand for the specifications and sizes which can be economically
produced in one factory. When the nize of the market has been ascertained, it is
ruinous for a Covernment to licence or encourage manufacturing capacity in excess

of that market, even though thi¢ nay ucan apreein- to a virtual monopoly.

9. Manufacturers of plant and consultants have special qualifications for making
estimates of production feasibility, but they can rarely bring first—class commer-
cia) manufacturing experience to bear on the problem of commercial feusibility of
the project. Their work needs to be supylemented by a concern with direct commer-
cial and operational experience in the field., The ideal consortium for studying
feasibility is perhaps a manufacturer in a developed country who knows how to make
the required product, and a frirm established in the developing country who is
deeply acquainted with the country, its auministration, customs, laws and markets,
both these interests being responsible for = substantial share of the financial

investment and perhaps employing a consultant or machinery supplier as an expert,

10, If Government wishes to involve its finance in a manufacturing enterprise, it
may either take 100} ownerenip of the project, in which case private enterprise
will be concerned with the project only as potential competitors, or a partial .
share of the capital. Many entrepreneurs are reluctant to agree to the latter
because they fear that the (overnment may seek to introduce non-commercial consid-
erations into the decisions affecting the project, and they point out that the tax
revenue from the project gives the (overnment an infinitely high rate of return
wi*h no risk. However, realistic partnerships between (overnment and private

enterprise ere not unconmon,

[eoos
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11. It should in conclusion be remembered that a sponsor's estimates can be no
moTre accurate than the facts or forecasts on which they are based, that an intelli-
gent feasibility study is no substitute for good commercial common sense and that

the success of a project will always be very dependent on influence of circum-
g tances.
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1. This Paper will be concerned, for the most part, vith secondary
industry vhether in respect of the proocessing of naturel crops for expord
or of import substitution. Tertiary industry, that is the provision of
services, distribution, and the like, will not be referred to except
insofar as it may have an sffect on the distribution problems of secondary
industry.

Grep processing indusiries

2 There is generelly little question about the economic advantages
for a developing country of processing a matural orcp before export. The
higher value of the processed export has to be set off against the
esconomic oosts of the process, and the possible loss of walue of by-
products whioch remain in the developing country and cannot be used there;
or, if they oan be used, may fetch a lower price than abroad, In the
ordinary wvay, if a comuercial venture is undertaken and the msamfacturer
oan export the proocessed product to some other country and show a profit,
that is the end of the matter, and the social economic benefit can be
clearly seen. However, vhers a developing country, for the purpors of
engeureging such _wwy, applies an export duty to an unprocessed
product at a rate than for the processed product this may give an
artificial impetus to local processing, and in such cirocumstances it i»
not alvays possible to identify or prove the social economic benefite of

the industry even where thers is an apparent improvemsnt in the balance
of payments or the terms of trede.

dmpart Substitutdon

3. Turning to import substitution industries, with vhich sesondary
industry in developing countries is mainly concerned, we find fundamentally
different oonsiderations. There are, in fuct, fev real eccnomic

‘advantages. If the standard of living or the per capita matioml inoome

18 lower in the developing ccuntry than elsevhere, it is wnally sssumed
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that as a consequence labour is cheap. The assumption is unwarranted.
Unskilled labour may be cheaper than in developed territories, simply
measured as physical effort over time. Even this can be questioned
bearing in mind climatic conditions, standards of nutrition,and the like.
But most manufacturing techniques nced or lmply some level of skill,and
skilled workmanship is in short supply, by any standards, in the
developing countries. The consequence is that highly skilled supervision
and management from expatriate sources is often necessary and this has to
be added to the cost of labour whether unskilled or skilied, so thav the
total salary and wages bill in recpect of productive factory effort is
frequently higher, and sometimes markedly higher, than in the developed

countries.

be Indecd, most factors of production are dearer in the developing
country. For example, the cost of building; the cost of access roads;
the cost of plant end equipment; the cost of electricity, fuel and water;
the cost of rew materials; all these generally cost more in the
developing country. The only real economic savii; that can nearly always
be found in "iocal" manufacture as opposed to importation is in freight
savings. The bulk import of raw materials orten costs less in freight
that the "freight intensive" import of the finished product with its
packaging. Of course, where a local raw material is available this 1s &
real economic advantage and may oe regarded as a freight saving. The best
examples of this are to be found in the cement industry, where local
limestone provides most of the rav material; and in brewing, where water
is the main constituent by volume.

5. The advantage usually sought, in these ciroumstances, for local
industry in a developing country is the protection of an import duty.

By fox"cing up the cost of the imported article this enabies the local
industry to compete on even terms. The protective tariff makes up for
the shortage of skills and higher costs in other fields. It is often
argued that the reason why proteotion is neoedsary is that the industry
is an iufant which cannot oompete with the iarge-scele methods of
produotion adopted overseas. This, of course, is true. It is also true
that the size of the locai market is the determining factor, aud if no
grovth is foreseen in this there is little hope of the infant growing up.
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Indeed, even vhere the infant industry does grow up, it is often the cade
that overseas industries have grown at the same rate or even faster in
such a way that they are relatively xore competitive with the local
industry than they were before. In these circumstances the infant
industry argutent has no long term application, and the developing country
has to assess the social economic benefits obtainable in return for a
quasi permanent rise in the price to the consumer. In mking this
assessment Government takes into account apparent foreign exchange savings
and other latent benefits. Govermments realise only too well thut to the
extent that a tariff is protective it is not revenue producing; the
encouregement of a new industry by means of tariff protection therefore
becomes & budgetary decision.

6. In assessing social economic benefits Governments take into
account the nevw incomes generated, and especially the new character of

the incomes 80 generated; new sources of Government revenue (Company Tax,
Inoome Tax, etc., ); the utilisation of any savings in foreign exchange
for the purpose of paying for imports of a different nmature, vhich in

their tum can be subjected to import duty and thus yield an indirect
revenue to Government which may partially offset the direct loss of revemue
brought about by local manufacture.

Ihe scope and cutcome of o fessihility study

7. Feasibility studies of industrial ventures in developing
ocountries should, of ocourse, consider not simply the physical feasibility
of an operation but commercial feasibility in the light of ocurremt

foreseen economic, and indeed scmetimes politiocal, condit ions. A study

of physioal feasidility which falls short of considering marketing,
distribution, financing, and management, is not a study of feasibility;

it 1s merely a production study. The full feasibility study,should examine
A1l coste, all factors of production, all fimancial requirements, all
problems of management, staffing, administration, distribution and

marketing. There is no short out to determining vhether an industry will
pay. At the end of thd study all the positives and negatives, that is the

I—

!

The most comon headings for such studies are listed in the Appendix.
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receipts and expenditure both on current and capital acoount, should be
added together to show whether a positive profit is yielded giving a
return on capital which, in the circumstances of that pe- .icular economy,
and having in mind the sourcze, type and term of the financial ocapital,.is
regarded as adequate over a long enough period to justify the risks
involved, both economic and non-economic.

8. It frequently happens in practice that the feasibility examina-
tion ylelds a negative result: sometimes because the minimm conditions
for profitable operation cannot be met. The demand for a standardised
product must reach a minimum figure before an industrial unit of the
minimum sise can be made to pay. This minimum demand cannot be created
ad hoct it is a question of spending power.

9 Sometimes the result ir negative not in the sense that no
profit at all can be foreseen, but that the profit is not high enough, in
relation to the capital at risk, vo justify the risk. This is a matter
which is frequently misunderstood in developing territories. Countries,
where interest rates of 15% a month on money-lending do not cause the
raising of an eyebrow, mmetimes look askance at estimatad yields of 20%
or 30% per annum on industrial projects. What the Government of a
developing country conceives as a reasonable return on capital has real
importance when after examination the sponsors of a project declare the
oporation as non-feasible. Where the developing country positively
encourages the operation, the sponsor necessariiy has to state the
circumstances in which he is prepared to begin, This statement might very
well include a request for protection by way of import duty on the finisbed
product, or exemption from impert duty on the rav materials. In these
circumstances Government 1s bound to considur whether the estimates of the
sponsor are reliable and, if so, wvhether the level of profit foresesn or
or hoped for is reasonable. There is ample scope for argument on this
plane. Governments of developing countries will naturally seek to pay
the lowest price they can for the economic sdvantages of & new industry;
and sponsors will bargain for the highest price that they reasomnably oan
for their effort. It is in this context that the permanency of the
sponsor's position in the developing country 1s of paramount importance.
In the long run, the sponsor who is permanently resident there and is not

aiming simply at a quick profit will claim and ultimately obtain the best
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support from Qoverrment.
latdonal Economic Henefits
10. There must inevitably be some oases vhers the views of sponsors

or entreprensurs and Govermments will not coincide, especially when the
true goonomic benefita are being assessed. A sensible sponsor will

take the trouble to point out to Government in support of his claim not
only the economic advantages that he proposes to afford the developing
territory but also the economic or financial disadvantages. In this wvay
the Government is asaisted in making pp its mind as to whether the social
and indirect benefits of the industry equal or exceed the net advantages
of the scheme as put forward by the sponsor. There are bound to be cases
vhere Govermments for broad social reasons follow a course flying in the
face of the facts put forwvard by the sponsor. When the cotton textile
industry of Egypt wvas in its infancy, the Government insisted on
providing some of the finest quality ootton in the world grown in Egypt
for the purpose of making relatively low-grade cloth; and this against the
advice of independent consuitants who insisted that they would do better
by exporting their high-grade cotton and importing cheaper coarser cotton
for the purpose of the cheaper cloth. Similarly, it is common experience
in African territories that they will encourege the growth of industries
for spinning, weaving and printing cotton goods for local disposal even
though it can be shown indisputably to be far cheaper to buy unbleached
cloth of Far Eastern origin and print it in the deweloping country concerned.
In taking decisions such as these Govermments have in mind broader issues
than the pure economics of the situstion. Indeed, one highly placed
official, vhen discussing just such & matter as this, was heard to say
that if developing countries based their decisions on industrialisation
on pure economic or commercial principles they would never start any
industries

dnvestnent olimate

1. There are other fields in vhich Govermment and priwate enter-
prise may not at firet see eye to eye. The spomsor of a fessidility

study must, of course, bear these in mind and made his decision accordingly.
For example, great play is frequently made of the nesd to oreate the right
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climate for investment. So far as the sponsor or investor 1is concerned,
one of the most important meteorological observations when studying this
climate is the extent to which Govermments are prepared to commit themsel-
ves in writing,and to carry out their commitments not only to the lettex
but in the spirit. It sometimes happens that a Govermment promises
certain conditions to encourage a new industry and then, because of same
change in the economic situation, finds itself embarrassed in carrying
out its obligations. IiIn theae circumstances, whilst sympathising with
the Government's embarraisment, the sponsor has every right to expect
Govsrnment to carry out its obligations; and this applies even where the
Government changes, and even in the kinowledge that no Government need
necessarily be bound by a previous Government on a policy decision. So
far the Governments of most developing countries have displayed an acute
avareness of this problem, more particularly because they understend that
their actions today create the investment climate of tomarrow. If in case
of difficulty Government appears to take an unconscionable time to
implement its guarantees, this is something that the sponsor or investor
must tolerate with forbearance, especially as he no doubt took it into
account when first making his proposition. In this context it is worth
noting that long familiarity with a country and its peoples oan convert
time-consuming frustration into the exercise of tact and patience, which
of course 1s reciproocal.

Study of demand

12. It is no use recommending in a feasibility study the setting

up of a new industry to make goods that cannot be sold. The first step
in project work, whether it is in respect of extractive, secondary or evea
tertiary industries, whether for export or import substitution, is to
survey the demand and to follow that survey by a study of how to meet that
demand. Manufacturers with centuries of experience in the U.X. ocan
sometimes give an off-the-cuff opinion as to the price at which they can
manufacture and market a product in a given area of the U.K. or evem on
the Continent. Such rule-of-thumb methods cannot be relied upon in

renote developing territories. A long experience of manufacture in the
highly industrial countries of the world will give very little clue to the
costs of mamufacture in a developing country. All costs must be examined
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in the greatest detail. And if the sponsor has no means of estimating
comparable costs in the developing territory, he must necessarily go to
somebody who can impart the necessary information.

13. When working out thepotential demand, it is not enough to

consult the import figures and show that a certain group of products is
sufficiently large to justify the minimum industrial unit. A group

of products recorded in the import statistics may, in fact, cover a

wide variety of different products, and invariably covers a wide variety

of different "lines" of products or different specifications, or simply
different sizes. The wide variety of goods included in the group of
products in the import statistics is supplied usually from a number of
different sources, ana from a number of different factories of different
kinds and sizes. What nas vo be examined is the market demand for the
particular specifications and sizes of products which can be econamically
produced from an industrial unit of the minimum size or of the size con-
templated in the project. There have been cases where important decisions
have been based on feasibility studies submitted by those who are unfamiliar
with the actual trade in the goods to be producedy studies in which aov
only was the market measured by reference to the volume of goods imported
as recorded ir the trade returns, but where the potential selling price

was computed by reference tc the average c.i.f. price per unit calculated
by dividing the value by the volume mentiored in the offl cial trade
returna for an entire group of products.

14. in passing it is interesting to note that although monopoliy

or near monopoly conditions in a local market are undesirable from

almost any standpoint, the fact is that as soon as the market demand in
a developing country is just sufficient to justify one industirial unit

of minimum size in that c ountry, monopoly or near monopoly conditions of
manufacture must be accepted. By definition, to put two competing
industrial units of minimum sise in a developing country in order to supply
a market demand which is sufficient to kee) only one indutrial unit in
profitable production implies encouragement to commercial suicide. Until
the naighbouring countries accept, with the developing country concerned,
- the notion of & common market area, the problems arising from the placing
of two competing industrial units in the developing territory, in the




ID/CONF,1/G bk

English
Page 10

circumstancer mentioned, cannot be solved by exporting excess oapacity
at a profitab’~ price.

¥he should make the feasibility studr 1

15, A larg> part of the exports from the U.K. consist of exports ot'
manufacturing plant. The manufacturers of the plant, and even the agents
employed to sell the plant, may be expert in their imowledge of how the
plant operates; indeed, it would be remarkable if they were not. But
manufacturers or sellers of plant are not necessarily experienced in
operating factories or businesses in developing territories in vhich
their plant is to be installed. Except’in special cases, they are not
usually familiar with local conditions, with the factory and commercial
organisation required, with staffing, pricing, marketing, and distribution
problems. Experience in this field can only be gained from mamufacturers
of the products themselves; and, what is more, successful manufacturers
at thav,

16. Consultants fall into a different field. Whereas the
manufacturer of plant has an international reputation to maintain for his
plant, the consultant has a professional reputation at stake. Consultante
may be broadly of three kinds -~ management consultants, engineering
consultants, and all-round consultants capable of doing a full-scale
feasibility study. Uenerally speaking, none of these professional bodies
can bring broad first-hand cammercial experience to bear on a problem;

and re-gly dothey back a project with investment capital. Therefore,
while a positive recommendation in a feasibility study made by consultaste
is, perhaps, the best hallmark for affirmative action, any investor who
ventured & large sum of money in a developing territory on the basis of '
such a feasibility study would be running the risk of overlooking some

important element in the commercialisation of the veature. The drive

of the investor and the skill of the consultant need to be supplemented

by commercial and operational experience in the field; this is likely

to be found only in a fully operetional and successful commercial

undertaking.

-

17. In some respects the idesl comsortiwm for studying fesshbility
consists of tvo or perhaps three partuere:
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& A manufacturer in the U.K. vho knowshow to make
the required product, and preferably has a brand
name already known in the overseas country where
the industry is to be situated.

Lb\ A firm established in the developing country who
knowe the country, its administration, its custonms,
lavs and markets. Preferably this firm should be
one who is already agent for, or associated with,
the manufacturing firm vhose products are to be
manufactured in the deve}oping country, This
firm, in an established relationship with the U.K.
manufacturer, can provide the inestimable service
of translating all U.K. ccats intc local ierms;
can give advice on financing, administration,
accountancy and legal matters; canset up a
commercial organisation and distributive network;
anc can, if necessary, second management to the
operation. This iast point is probably the most
important.

In this ideal partnership the U.K. manufacturer and the fimm already
established in the developing territory would each become responsible for
a subscantial share of the financial investment. Together -these two ocan
emplay -

(6> The third partaer, that is the consultants and/or
suppliers of machinery, who would be fully engaged
in the operstion but not necessarily to the sxtent
of providing equity finance. The mamufucturers
of plant and the consultants stake their reputations
m.mnumtwumuuaﬂmnmm

of this kind.
Mhera_favarzment sniers Andeatcy
18. It has so far in this Paper been assumed that the ospital B¢
mmmmummmauwe»muuwmm
eaterprise. n-omwmmnnmuuw
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finance in industrial projects. Sponsors from the private sector in the
U.K. of industries in developing countries are not concerned with
industries which are wholly owned by Government, except to the extent
that they might meet competition from them. There have been examples
vhere private enterprise has quite deliberately declined an opportunity
to invest knowing that to do so would being them face to face competitively
with a Government sponsored operation. Even where private enterprise
feels that it can emerge frcm such a conflict with profit it may hesitate
to range itself against the Government enterprise, for reasons which
need no explanation. It can be even,more embarrassing when private
enterprise sets up a successful industry and Government then sponsors

and finances an industry in competition. The risk of this, of course, is
all part of the investment climatve.

19. There are some sponsors in the U.K. who prefer to set up industry
in concert with Govermment in a developing country. There are many
examples of successful undertakings of this kind where Government has
supplied part of the money, private enterprise has supplied know-how and
the rest of the money; and both Government and private enterprise have
received their respective proper shares of the profit. Other U.K.
investors are discouraged by the prospect of having & Government partner.
They are apt to argue that Government already has a share of the profits
in the form of Company Tax without putting in investment at all; for what
it is worth they point out that every extra pound the Government invests
in the operation lowers the yield on the Government capital invested.

(The tax r->turn on nil investment represents an infinitely high yield on
capital). They are apt to wonder if Government do not really want a
substantinl holding for the purpose of imposing some unwelcome form of
control over the operation, or control outside the general legal fremework,
possibly in the form of persuasion to do things which commerciaslly the
sponsors would prefer not to do. Investors in the U.K. wvho share this
opinion prefer the extremes of either 100% private enterprise or 100%
Government investment. However, some U.K. investors, while privately
holding this view, are prepared to face realitiés; and it is these
pragmatists who usually manags to develop a good working relationship
with Government in those ocases vhere Govermment is joining in the finance
of the project.
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Commercisl commonsense
20, All the foregoing consideration have to be taken into account

in any successful feasibility study. The sponsor has to bear in mind
that his estimates and prognostications are no better than the facts or.
forecasts on which they are based; that an intelligent feasibility study
is no substitute for good commercial comnonsense; and that even with an
excellent feasibility study combined with commercial commonsense the
ultimete success of the venture will depend, not only on the physical
projection of the venture on the ground, but also on a concatenation of
circumstances both favourable and unfavourable, which in the net result
yleld a profit., A thoroughly worked ocut feasibility study can often
afford an interesting glimpse into the social function of profit-making.
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ACPENRIX

When studying the feasibility of a possible industrial

development, experienced U.K. Companies will make extended investigations
under a mumber cf broad headings of which the following are the most

commons

1. ZThe Markett The first essential is a realistic assessment of the
mrket., If the potential to justify manufacture does nct exist there is
no point in carrying out other werk.

(e

@)

The study will cover & number of past years of the consumption
of the product and of similay and competing products, so as
to determine the actual trend of growth. This might or might
not prove to be a useful guide to the future rate of growth
but it will show whether the market petential is growing
steadily or is subject to setbacks. The study will also
include the sise and growth rate of any local production;
population, its distribution between different classes of
consumer and its expected growth; the national inocome and
its growth trend; national imports and exports; the whole
pattern of price levels and existing methods of distributiom
and merchandising, including sales promotion.

From this, forwvard estimates ccvering perhaps 10 years are
drawvn up, every effort being made to ensure that they are
realistic. These include the total market potential and
an estimate of the share that the project oan secure, taking
intc consideraticn likely competiticn. This provides an
estimate of factory output required.

If the market assessment indicates that the share of the
potential market which the project can cbtain is big encugh

to justify local mamufacture, a full-scale study of the succeeding
headings is proceeded with,

2. 1ha Governmsnt and the influsnce it is likely to have upen
iba_pronosed industry

Under this head vwill normally be considered the Govermment's
stability, its attitude to overseas private investaent and to
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private investment in general, the efficiency and flexibility
of its administration; and the enccuragement thut it gives
to industry, such a tax holidays, customs concessions,
protection through import restrictions or protective tariffs.,
trade mark and similar legislation, etc. Conversely, the
vhole range of Government restrictions such as exchange contrel,
price control, import licensing, wage controls or labour

. regulations, regulations regarding the capital structure of
Sompanies, taxes and excise duties. Government policy with
regard to the employment of essential expatriate managers and
technicians is important; and so (for U.K. sponsors) is its
policy on remittance to the UK of dividends, royalties, fees
and proceeds of sales of shares, etc.

b In addition to the local Government's attitude many sponsors
think it necessary to consider trends of political thought
in the whole geographical region because of the inter-action
of policies between one country and another.

3. Awdilebility of the necessary Utilities, such as water, gas, electric

power and telecomuunications.

4« Availability of Raw Materlslp of satisfactory quality, whether they

are obtainable locally and at what delivered price and, if not, whether
they can be imported, and at what cost. Whether the Government will
remit import duties on some materials if this is shown to be essential
for the projects feasibility.,

5. Avallability of 8 guitable Site: In this context the land title

which can be obtained, and the speed at which it is obtainable, may well
be as important as satisfactory soil bearing qualities, adequate
commnications and suitable location in regard to materials and/or markets.

6. Local Labour apd Managsment: It will be important o ascertain

whether an adequate supply of labour will be available; and to obtain
the clearest possible understanding of their efficiency, the work on
vhich they may be satisfactorily employed, the degree of the supervision
necded during the early years and the wage and salary levels that are
likely to be payable; also whether accommodation for staff and labour
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will be required.

7. Local sourced of Finance, both long-term and short-tern, and the terme
on which they will be awailable.

8. Local Pariners in the Project: It will be a matter lor consideration
in each case whether the U.K. sponsor should itself undertake the whole

of the general and technical management or seek to involve locally
established firms in some part of the management, or in the marketing of
the product and/or after-sales service (if any is needed). Some firms
prefer to keep all aspects of management in their own hands on the ground
that split management can never be efficient; others conaider that the
disadvantages of split management are outweighed by the advantages of the
local knowledps and position (and perhaps the established marketing
channels) c¢. . local partner.

9. Greds Reguirements: To 1ssess the working capitai needed, it will be
necessary to ascertain the credit terms normally extended to distributore
and who. vsaiers, the normal payment terms for purchases, the size of
stocks, muterials and finished gzoods that need to be carried, local
experience of debtors, etc.

10. The above headings indicate very briefly the main questions that
have to be studied to decide whether the project is physically practicable.
The answers are rarely obtained quickly; normally it takes a considersble
time, including several visits to the country concerned, before ali the
information i1s reasonably complete. Assuming a satisfactory outcome,

however, the next stage in the feasibility assess.ent is to prepare
marketing forecasts, tc outline the requisite capitai expenditure and
the production plans. From them the sales revenue and operating costs
can pe estimated, ieading to & foracast showing whether the project oan
be expected to be profitable and financially sound and what practioable
capital structure will be most suitable.






