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INT JDUCTT N

1. The Interregional Cymposium on Indusiriat Freject Ev lunri n sjonss el vy tre
United Nations, in co-operation witn the JoverLmert of the Clvernucl wvae Deciallot
Republic, actirg as *le host, wes held in the Valdste 'n telace in braygue from

11 to 29 October 1U65. I4 was the first internstionsl gatrering excluslvely le-
voted tc the consideration of issues ard protlems in lcdusiiial project evaluatlion.

-, The formulation of scund projects is of yreat importarce in lrdustrinl devel-
cpment under any econcmic system. Carefu. and systomatic scer tApv of proposed
projects tased un a thorough ‘nvestigaticn of tr~ir ceopomic ard techiical feasi-
bility is indispensable in selectiryg viatle profjects, and i cormitting financinl
and technical cesources to therm. Industrial project evaluation is particularly
important in developing countries tecayse of the need (0 use thie (imjted resources
available to maximum effect in acrelerating ‘ndustrial development This Sympocium
therefore constituted the firct stage of a sustained programme of regearch. training
and technical assistance in the field of industrial project evaluation initinted by
the Tmited Nations Centre for Industrial Development (CID) and forus un indispe. sarle
and important part of the ncutinuing effort of the CID to rssist developing coure-
tries in promoting and accelerating industrial jevelopment Tre recommendations

of the Symposium for this programme are cutlined in chejter I.

3.  participants from thirty dcveloping countries in Africa, Asis, Eurcpe, Latin
America and the Middle East attended the Symposium on ¢ fellowship basis under the
sponsorship of the United Nations Bureau of Technical Assistance (perstions. They
were senior officials who have been actually involved in the task of icdustrisl
project analysis or industrial programmicg in their respective national goveinments
or inetitutions. In addition, there was sutstantial represertacioun of ~ther coun-
tries as well as of regional organjzations, national firarcial corporations and
planning organizations. Msny cpecialists in the field of industrial prcjeci eval-
uation also attended the Symposium ac olservers. The Symposium was serviced by
officials of the United Nations Secretariat end five United Nations consultants.
The total attendance was 10l. A 1list of all rarticipents isg given in snmex V.

L. The sgenda of the Symposium vas divided into the fcllowing four main items,
each of which is discussed in a separa’.e chapter in this report:

A. Preliminary steps in setting up industrial projects;

B. Considerations in evaluation of industrial projects

C. Follow-up and supervision of industrial projec:s snd

D. Survey of country experience
The four mein items were subdivided into tnirceen sut-items as listed in annex I.

5. The Symposium examined all relevant aspects of industrial project evaluatlon.
The relation of the proposed project to the general strategy of industrisl devel-
opment, essential elements in the preraration of a project, daca and sther
information requ'red for, ard institutional aspects of, indusirisl project eval-
wation vere dealt with under item A. The examinatiuc »f 1tem ¥ wuich rerresented
the core of the discussion included the issues ond protlems connecced witi cormer-
cial profitability and nationsl economic profitability, irnter-industry 'iuzases,




manageri:l and technical skills, ecc., survey of current practices and theories in
tne field of ipdustrial project evaluat ion, prieing problems with special reference
to tovelign exchange and foreign trade considerations and financial plaoning aud its
apyraisal. The varicus procedures aud tools required for the follow-up and super=-
vision of approved projects were surveyed under item C. The account of the criteria
apd methods of irdustrial project evaiuation followed in developing countries, case
studies .llustrsiing them and the protlems encountered in the evaluation of 1iL lus-
trial projects were highlighted in the course of the discussion of item L. This
discussion helped to clarify the scope of improving existing evaluatiou procedures
apd practices in the developing countries and to formulate the programme of research,
training and technical assistance recommended, including also guidelines for the
future vork of the Centre of Industrial Development .

6. ‘The participants had st their disposcl substantial documentation consisting of
117 rapers dealing with the various {tems of the agenda. There were forty-nine
[ipers dealing vith country experiences and case studies providing information on
e«iating prictices and procedures of ipdustrial project evaluation in developing
countries. The rest of the papers dealt with various aspects of industrial project
evaluatfon prepered by individual experts, regional and national organizations and
the United Nations. The documentation dezlt with simple cs vell as highly sophis-
ticated techniques of industrial projeci evaluation suitabl: for countries at
different stages of development and with different economic systeus, indicating
the leeway to be made up by the developing countries in this field. The documerta-
tion thus represents an important source of ‘nformetion and knowledge and 1is
expected to be directly and immediately useful to all persous engaged in evaluatiom
of industrial projects. 1/

7. The participants had useful discussions with the representatives of the State
Commission for lnvestments, State Planning Commission and the State Designing
orgamizations of Czechoslovekia. These discussions gsve the participants the
opportunity to acquaint themselves with the practices and procedures of industrial
project evalustion followed 1o Czechoslovakia.

8. ‘The orgapizaticn of the Symposium consisted of the over-all Chairman, chairmen
for the major agenda items and elever panels tor guiding the discussion of the
agenda sub-items. The names of the officers are given in annex II. In addition,
Wited Kations staff memhers zerved as the Director, the Administrative and
Pinsocial Officer, the Secretary and the Rapporteur of the Symposium. There vere
also five United Natioms comsultents.

5. The Sywposium vas inesugurated by Mr. Jan Piller, Deputy Prime Minister wd
President of the State Comwission for Investment of the Czechoslovak Socialist

Re ublic. His address was folloved by the statement of the Director of the
Symposium. Messzges were read from the United Natioms Commissioner for Inductrisal
Development and the Uni*ted Nations Comissioner fo. Tecnnical Assistance. This

e —

1 The list of reference documentation is given in annex X.
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vas followed by the election of officers, adoption of the zgendn nnd the ocpening
address by the Chairman. 2/ A11 the proceedings of the [ymposium werc conducted

in plenzry sessions.

10. The technical facilities for the Symposium were managed in a2 very efficierct
manner by the Organizing Committee of the Governme.ut of the Czechoslovek SCocialist
Republic. 2/ The untiring efforts of the staff Of the Organizing Committee were a
major factor in the cuccessful completion of tne work of the Symposium.

2/ The texts of the opening addresses are giver in annexes V - IX.

2/ The 1ist of the members of the Organizing Committee of the Govermment of the
Czechoslovak Socialist Republic is given in annex IIT.
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IT. CONCLUSIONS /NC RECCMMENDATICNS

11. Farticipants exem’ned the various items of the agenda against the background
of the specific gcal of developing countries to accelerate their industrial devel-
cpment . Understarding of the proper criteria and techniques of project evaluation
was considered vital to the realization of this otjective. In this context, the
Symposium made a comprehensive review of the state of the art, and, in rarticular,
the experience of develoring countries in industrial project evaluation, including
a survey of the organizational framework available for prcject evaluation and an
account of different criteria used and the techniques adopted in their application.
In the course of the deliterations, several issues and problems were highlighted
and general conclusions and specific recomnendations were arrived at.

12. The considerations applied in evaluation of industrial projects in different
developing countries varied in accordance with the availability and quality of
data and other information, skills of the personnel and computing facilities,
which were largely a reflection of the different stages of their development. It
was agreed that there was a wide scope and an urgert necessity for improving existing
practices and procedures of industrial project evaluation in all developing coun-
tries. It was also evident that there was no single, uniform set of criteria and
techniques that can be applied in all developing countries. Criteria adopted in
developing countries would depend on the development goals and relative weights
attached to them, while techniques of their application would depend mainly on
data, skills, computing facilities, etc. on the one hand, and eccnomic systems
and the forms »f planting and stages of development on the other. It was against
this tackground that the conclusions and recommendations were formulated. _1]

A. Qeneral conclusions

13. An industrial project should re evaluated within the framework of the general
strategy of industrial development which, in essence, means the formulation of
industrial priorities for a given period of time. These priorities should take
into account potentials for import substitution as well as export promotion. Indus-
trisl sectoral programmes should be elatorated ocn the basis of these priorities.
Internal consistency is of vital importance in formulating and co-ordinating the
sectoral programme. In examining the relation of the proposed proJject to other
projects, two types of relationship, i e. competitive and complementary should be
distinguished and carefully appraised.

1. Appraisal of a project as well as its success depends partly on the thorough-
ness and the reliakility of the project preparation which must necessarily include
exhaustive investigation of its technical, economic and financial feasibility. 1In
addition, a project report shcould point out how the proposed project fits in with

:1_/ This section nof the report presents a btrief account of the main general con-
~lusions and specific recommendations. A detailed account of conclusions and
recomrendations will be found in subsequent sections dealing with specific
items of the agenda.
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the broad national ot jectives and the development programme of the country and
should entail various uncertainties and margins of errcr in estimating costs ond
benefits. Although tlueprints and construction schedules are a part of the final
(engineering) project report, the choice of a well-tried and commercially success-
ful process of production and provisions for sound designing of the plant and
scheduling of construction at a minimum cost should te clearly defined in a project
report.

15. A project report should incorporate ccmprehensive data and other information
on private and social costs and benefits, foreign exchange effects, engineering
and financial aspects, availability of technical know-how, availability of, and
arrangement for, training technical managerial personnel, infrastructural require-
ments, inter-induscry effecis, arrangements for the even flow of raw materials,
intermediates, components and spare parts, retooling and servicing facilities etc.
The degree of details and comprehensiveness required may vary with the size and
complexity of the project.

16. The systematic assessuent of the data and other information contained in pro-
ject reports requires a wide range of skills, especially in the fields of
engineering and technology, economics and accountancy and financial planning
specifically conceived for project appraisal. It was recognized that there was

a shortage of those skills in developing countries as well as limited facilities
for imparting such skills.

17. 'The Symposium considered that there were certain issues pertaining to the
functions of evaluating agencies and their organizational set-up which required
further research. These issues are mentioned in the next sub-section of this
chapter.

18. Commercial profitability alone is not a sufficient criterion in developing
countries seeking accelerated indusirial development. National economic profitabi-
lity occupies a central place in various considerations applied in appraising an
industrial projeci in developing countries. This is especially true in conditions
of inflationary pressures, generated by the development process where most of the
proposed projects may appear commercially successful.

15. Three methods, i.e. discounted cash flow method, pay-back or recoupment period
and average return on investment are available for estimating commercial profitabi-
lity. In selecting different methods of estimating commercial profitability in
developing countries, the earning streams at different points of time should be
taken into consideration.

20. The vital importance of national economic profitability erises from three sets
of factors. First, the market mechanism in developing countries (2nd even in
developed countries) does not always reflect relative scarcities and consequently
true social costs of various inputs. Market prices should not, therefore, be relied
upon to allocate resources among various projects. The official exchange rate
represents not infrequently an overvaluation of the currency. The market wage

rate in economies with surplus labour does not reflect accurately social opporiunity
cost of labour. The prevalent rate of interest often does not reflect the relative
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scarcity nf capital - the productivity of capital investment. National economic
profitarility is designed to correct such distortionms in input prices. Secondly,
commercial profitabllity as conceived by a single eutrepreneur, does not necessarily
take into account various development objectives, such as accelerating the rate of
growth, expansion or employment opportunities, reduction of inequality among various
income groups end regions, etc. These objectives are only partially complementary
to one another. It is therefore necessary to attach relative weights to the defined
objectives. Thirdly, the rate of interest in perfectly competitive conditions is
supposed to represent the time preference of the community attaching relative
welghts to present consumption compared with future consumptior. However, perfectly
competitive conditions are not to be found in any country, least of =11 in develop-
ing countries. In addition, in developing countries seeking to accelerate develcpment,
the vital 1ssue of deciding the sccial time preference between present ard future
consumption cannot ve left to the market mechanism.

21. The functions cf attaching relative weights to defined development ot jectives
and attaching relative weights to the contritutions of these objectives belong to

the highest planning and political authorities of the country. The tasks of eval-
uating agencies or departments in this context are two-fold. First, it is necessary
to emphasize to these authorities the importance and imperetive necessity of making
these judgements without which it would te impossitle to measure and assess ade-
quately the national econcmic profitability of the proposed project. Secondly, the
evaluating agencies should formulate alternative values of these weights in the

light of the troad policy obtjec*ives and should spell out their ecomomic consequernces.

22. Given these weights, it is operaticnally feasible to assess and measure ade-
quately the national economic profitability of the proposed enterprise. The
introduction of the measurement of naticnal economic profitability will he a ma jor
advance in improving evaluating practices in developing countries.

23. In sddition to measurement of commercial profitability and natiomal economic
profitability, there are other important considerations in the evaluation of indus-
trial projects which may or may not lend themselves easily to quantitative measurement.
One of these consideravions is the inter-industrial aspect or linkage effects. It
includes on the cost side new supporting or servicing facilities, particularly
infrastructural facilities, such as traunsport and power, that may be required. On

the benefit side, the output of the proposed project may meet the input needs of

some other industries or sectors of the economy. In addition, the proposed project
may give rise to new ezonomic activities in the form of either forward or backward
linkage.

k. The importance of carefully evaluating the required technical and zanagerial
personnel for the proposed project arises from the fact that the realization of
expected results depends on the efficient operation of the enterprise. This ap-
praisal consists of the assessment of the manning table of the proposed projects,
scrutiny of the organizational plan and the examination of the avajlability of
skilled personnel, arrangement for training of nationals, and hiring of foreign
experts on a temporary basis and their respective costs. This appraisal is espe-
cially important with regard to functional managerial cadres (e.g production
manager, sales manager, etc.).
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75, The raortage of skiiled percoanel in several developine countries 1v o seriow
limiting factor o industrialivation. Tiis can te solved satistneto iy Liy L
the tasis of long-term planning Hf rumnp resources. The yallatlc evidennre indi-
cates tiat there is a direct relatlonsti] retween tie vualue alded jer enpioyed
person in a given irndustry and the sxiil compositior of the work foree (L tre sume
{ndustry. This relationship worked oot on the tasls of internuti ral - omparative
data and long-terr industrial sectoral programmes may te employed tu forecasi the
types of skills required for various industries lu the future. Meusures cnn e
devised to adept and expand facilities for formal educaticn, vocatioral trainirng,
in-plant training, etc. to meet these demands.

26. It is possitle and necessary tc evaluate the comtrituticn of the proposed
project in accumulating technical xnow-licv and in creating a2 pool of munsgerial

and technical persounnel capable of operating other projects with similar prcduction
processes. For this purpose, it is helpful 1if industriec nire clnscified on tre
basis cf production processes.

27. The issue of the choice of location of industriat plants is complex nnd 1s
inevitarly intertwined with issues of regional and urtan development. It therefore
peeds to be discussed in 2 separate semincr or symposium.

28. It is also necessary to take into account other considerations such s health
of operctive, safeguaris agaiust accident, air and water pollution, etc. The min-
imum standards for them are, or should be, lald down Ly the government in the form
of legally binding cbligations.

20, Accounting prices arc an instrument for applying the criterion of national
econcmic profitability. It may te advisable, pending additionzl research and
accumulation of experience and data, that the developing couniries should adopt
partial solutions, or working out accounting prices by means of very simple methods
for only those inputs (e.g. foreign exchange and capital) which are in acute short
supply.

30. The evaluation of industrial projects in inflationary cond.iious remeius
unaltered if the relative rate »f increase in all prices is uniform. However, {ir
there is a change in the composition of relative prices under inflationary pressures,
prices based on forecasts of changes in relative prices for important commodities

and services should be used in working out cost-tenefit ratios.

31. It is importamt to take into account foreign exchange cost and earnings in

the evaluation of industrial projects. In making these e_cimates and calculating
net foreign exchange earnings or savings, it is often advisable to use arn accounting
foreign exchange rate instead of the official forelgn exchenge rate.

32. fThe objective of the systematic follow-up is to check that the project follows
sgreed lines. OSince no project is likely to follow forecasts exactly Lecause of
changing conditions, a follow-up should te made in a continucus, limited
re-appraisal of the project in the course of implementation. Two icsues arising
from follow-up deserve careful attention: the commerciul success (or tailure)

of a project i8 not necessarily a valid guide to its success (or failure) in
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schieving national economic orjectives; and a project muy earn a satisfactory or
ever. & high return in certain local conditions even though it is operated

inefficiently.

B. gpecif‘ic re_c_ommendatians

33, The comprehensive documentztion prepared for the Symposium represents a major
source of krowledge and information on issues, problems and practices in the field

of industrial project evaluation. The Symposium therefore suggested making availakle
at least cne set of all documents to eech development finence agency, planning
sgencies and other evaluating agencies engaged in evaluation of industrial projecus
in developing countries. There is also merit in bringing out as soon as possible

a publication of selections from this documentation, wvith a sufficient number of
copies to meet the needs of all development agencies and educational and training
lngliculious.

3L, The deliberations of the Symposium brought forth the following issues in
industriel project evaluation on which further research and investigations wvere
felt to be highly desiratle:

(a) Factors underlying the formula“ion of the general strategy of industrial
development for developing economies at different stages of development and with
different sizes of domestic markets,

(b) Methodologies of sectoral (branches of industry) industrial programming,
evaluation criteria for sectoral programmes, evaluation techniques for individual
projects within the setting of the sectoral targets, and elaboration of capital
and other input coefficients for the principal branches of industries as a tool
of sectoral programming,

(¢) Functions and organization of work of evaluating agencies with special
reference to their responsibility regerding project development and implementation;

(g) Comparative evaluation of the period of recoupment or pay-back period and
discounted cash flow methods in estimating commercial profitability;

(e) Pilot studies in co-operation with developing countries in the application
of the criterion of national econouwic profitability;

() A study clerifying the role of value judgements in the calculus of
pational economic profitability and relationship between these judgements and the
possibilities for fulfilling different cbjectives;

(f) Treatwent of uncertainty in the evaluation of industrial projects and
possible solutions’

(h) Methods of evaluating management, requirements and standards for the
piroposed projects;

(1) Required skill patternms for sectoral (brauches of industries) development
programmes or proJjections;
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(§) Pilot studies designed to test the suitability of alternative techniques
of using accounting prices in developing countries,

(k) The use of international prices for inputs and outputs and other methods
for evaluation of export industry projects with a view to integrating them in
international specialization; and

(}_) studles on follow-up practices in countries with different economic
systems,

35, The gap in the literature on industrial project evaluation points to the need
for a manual on industrial project evaluation which could be used by evaluating
agencies and educational and training insiitutions in developing courntries. The
follovwing considerations should be taken into account in the preparation of the
manual:

(2) The manual should deal with all the important practical issues covered
at the Symposium,

(b) The distinction between criteria and techniques of their application
should be clearly made,

(¢) Complementarity and competitiveness between different criteria should
be brought out,

(_d_) A number of techniques or methods of varying degrees of complexity for
the application of each criterion should be presented so that the evaluating
agencies can select that which suits the specific conditions of the country,

(2) The relationship between the refinement of the techniques aud the avail-
atility and reliability of data should be clearly stated;

(;_) The scope for the quantitatlive measurement of each dimension of industrial
project evaluation, including the ettainable degree of precisicn in the measure-
ment, should be indicated,

(g) Aspects of evaluation which do not lend themsel.es easily to gquontitative
measurement and in which the judgement of evaluating agencies becomes a wa jor
instrument of appraisal should also be clearly indicated,

(h) The limitations of each technique should be specified.

(_1_) Techniques of applying the criterion of pnational economic profitablilily
should receive special attention in the manual;

() The manual should concentrate on those aspects of industrial project
evalualion which sre common to all industrial projects;

(k) The detailed suggestions made in the subsequent sections of the report

—

dealing vith specific items of the agenda should also be taken into account.
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6. fThe mcst effective way to improve existing practices apd procedures of indus-
trial project evaluation in the snortest possible time is through the organization
of trainin. worksinps at naticnal or rut-regional levels in developing countries
at their request. The tasic ot jective of these workshops is to train a nucleus
of local personnel who can zpply improved practices and procedures in evaluating
ipndustrial projects. In organizing these workshops, the following cousiderations
should be taken intc account:

(2) The officers attending the workshops should be those who are actually
responsible for evaluation of industrisl projectis

(g) The number of persons attending the workshop should be small enough so
that each individual can receive persoual attemtion,

(_g) Three different types of skills, viz. engineering cnd technology, accoun-
tancy and planning st the project level, and economic analysis are required in
evaluation of projects. It is therefcre useful to ensure that officers with a
Lackground in each of these skills are represented in national workshops. In the
case of sub-regional workshops, officers from participating countries should also
have the necessary tackground in each of these fields;

(4) The training courses should be specZally adjusted for each workshop,
taking into sccount comcrete conditioms in the country or the sub-region. The
courses should be agreed upon by the country or countries requesting the workshop.
Training courses should concentrate on actual techniques with specific illustra-
tions that cen be readily put into practice by the participents in the workshop.
The techniques of working out national economic profitability should have an

important place in the trainipg courses;

(g¢) At least two studies should Le prepared, one dealing vith simple
mathematical methods used in project sppraisal and another explaining basic com-
cepts used in project anslysis and economic raticcales underlying them for those
participants in vorkshops who have not specialized in there fields;

(£) The training workshops for industrial project evalustion should become
a continuing programme for the benefit of developing countries. The experience
of eech vorkshop should be utilized to improve the work of the subsequent workshops.

37. There is a shortage of trained personnel vho cen adequately perfors the task of
i{ndustrial project evaluatioo in many developing countries. The training of local
cadres for this purpose snd accumulstion of experience by them vill teke considersble
time. In such countries, technical assistance experts should be sent at the
goveruments' request to sssist local persomnel in evaluating industrial projects,

and to assist vherever required in establishing evaluating agencies or departments.

38. A separate semipar or symposium oo the complex provlem of the choice of location
for industrial projects should ve organized at the earliest possible date. Its
sgends should give special attention to the problems of location of industries in
developing countries in the cootext of regiomal economic integretion schemes.
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39. Many developing countries experience difficulties in identifyirng irvesiment
opporiunities and formulating scund and comprehensive project repores. Thic

limits the choice of projects from which the eveluailng agencles cun selece cucse
most profiterle. It is therefcre urgenily rnecessary that develcping countries

e cssis.ed in iraining cadres and eststiishing local institutions sc thal projeccs
mey te identified and formulated cn a continuing and systematic tusis. It may be
emphagized that some evalustion criteric are also lmplicit in the identification
eand forwmuleation of projects, since projects are formulated and submitted to eval-
uating agencies with an expectation of approval. OSince the formulation of projects
consumes resources as well as time, both of which need to be economized in develop-
ing countriec, it 1s necessary that persons and institutions responsitle for
formulaiing projects have a clear understending of the criteria which will be
applied by evaluating agencies in their appraisal. This 1s especially important
from the viewpoint of the criterion of national economic profitability in its
broad sense.

40. The follow-up of approved projects ir developing couniries has been impeded
Yty difficulties in the comstiruction of projects in the form of delays in *he
planned :ime-schedule and overruns io costs. C(ne of the most effective means of
overcoming these difficulties and reducing costs and time in the construction of
projects lies in the use of network theory including critical path method in
planning and implementing construction of projects. Further research in this field
is needed, prefersbly with the help of pilot studies of the actual use of such
methode with & viev to findirg out its operational feasibility in developing
countries.
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relation of projects to the ceneral strate
of industrial development (agenda item A.lg
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41. Due to the high complexity of the relationship tetween project evaluation and
gselection and the broad framework of basic choices made ty the plan - frequently
called the strategy of development - as well as to the limited time available, the
discussions have not led to a firm and well-defined consensus of ideas in this
field. However, a few points have been stressed and some suggestions for future
{nternational action have emerged. These suggestions for future action are stated
i paragraphs 54 ar 1 55 below. In brief, the main points raised and discussed
related to the central protlem of adapting the efficiency criteria to fit an
over-all planning strategy and to the means which could bLe used to support the
sectoral approach, both al the planning stage (devcleping edeguate methods for
planning the relative development of the different sectors of the economy and
trerches of the manufacturing industry) and at the policy and implementation stage
(through industrial sectoral development programee). The main ideas presented
in the papers as well as in the discussions that followed, are summarized in the
following paragraphs.

42. A broad consideration of the subject dealt with the analysis of interrelations
betveen individual projects and over-all and sectoral development plans, as well

as with the problem of introducing consistency and efficiency at the sectoral level
of planning. The efficient use of available resources was considered as one of

the basic targets of economic development. There are different economic methods
designed to promote the efficient use of resources, the most important of vhich

{8 the formulation and evaluation of projects, permitting the selection of those
most economically advantageous and the planning of economic development on a
regional, sectoral or over-all national ecomomic scale. FProject evaluation and
developmwent planning are closely related and supplement each other. On the one
hand, projects are to be evaluated in their relation to the rest of the economy,
vhile development planning provides the general framework for the analysis of

their consistency and efficiency. Cn the other hand, project evaluation may be
considered as the concluding stage of the medium and long-term planning process.
This planning starts with an analysis of past apd forecasts of future developments,
followed ty an investigation with a view to arriving at an equilibrium of require-
ments and availabilities (checking of congistency) and concludes with a determination
of the most rational allocation and use of resources and of the projects to be
implemented.

43. There is difficulty, however, in applying efficiency criteria for the selection
of sectoral goals of planning. The theoretical approach would be to evolve a
complete programming model for the economwy as & vhole, but this, because of lack

of appropriate data, among other reasous, is difficult to carry out even in
developed countries. An interesting short-cut method applied in one country con-
sists of a simplified version of the input-output approach, based on capital
coefficients and other coefficients for each brench of industry. This method was
intended to analyse and compare the advantages and disadvantages - in a special

and 1imited sense, the efficiency - of the developmen* of individual economic
branchee of industry with a view to evaluating aggregated and more complex economic
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Yranches rather ctrarp icndividual projeccis. However, this method g wo. fully
matured and must remain for the .ime teirg only a "shori-cul", which 1cel not in-
tend to solve entirel; by means cf efticiency criterin the central protlen of the
allocation of rescurces among sectors, and must still depend cu *he applicatiocn »f
rough criteria generally fallin; withir tihe purview Of the surategy of industrial
development .

L4, TIn discussing alternative strategies of industrial deveicpmernt, the Cympcsium
considered the Ligher prospects cf industria’ization that the repglonal economlc
{integration approach opens tc the developing countries. Tn view ~f the smell slze
of national markets in most of these countries and of the anfavcuratle comparisun
of such markets with the minimum ecoromic size of plaute in tre ma srity of the
modern branches of industry, including those which produce consumer pocds of rel-
atively simple manufacture, the exploration of possitilities for integrated
development schemes is seen As a first and, perhaps, mandatorv stage ir the formu-
lation of industrial development strategies. TFeference, in this respect, was made
to the tendency of the more traditional industries, using simpler manufacturing
processes, to become more and more capitel intensive as a result of ' & technical
innovations taking place in the developed countries and spreading all over the
world. The textile industry, for example, is a Lranch of industry which represents
for many new countries the starting point towards industrializstion. 1In this
industry, recent technical developments have increased the fixed capital required
per person employed to the level of some 17,000, an amount thut exceeds the ratio
observed in many metal-working industries as well as in some chemical industries,
treditionally more capital intensive than the consumer gouds irdustries. The
impact of this trend on the industrialization of the new count.ies is likely to
be negative, since the capital requirements increase in disproportion to their
financia. means and saving capacity.

45. Against this background of an increasingly complex and expensive industrisl
technology, the Symposium comsidered that the regioral economic integration approach
should be taken as an indispenseble tool at the disposal of the developing countries
for the shaping of their industrial developwent strategies. This integration
approach, however, should not e limited to specialization tetween countries for
specific industries, but should also be designed as part of a troader polizy of
general co-ordination in resource utilization snd in economic policy-maeking.

4. The importance of strategy considerations in setting a framework for the
eveluation and selectiocn of isolated investment projects may be seen in an examina-
tion of the two main aspects in vhich a strategy of industrial development is
currently defined in Latin America. These aspects include a policy of location

of industriel activities and a policy of sectoral developwent. Mcre and more
attention is being paid in latin American countries to the adopticn of a location
policy, at the national level, that counteracts the tendencies for ccncentration

of industries in a limited number of develogment poles. This pclicy consists of
various incentives and disincentives, depending ou the particular countriec apply-
ing them, but in every case it implies a subordination of efficiency criteria in
the selection of investments to more general and less quantifiable lccational
criteria. In this case, the role of profitability criteria in relation to the
location policy is that of quantifying the amount of prcduct that such a location
policy sacrifices for the sake of the social goal of balanced industrial development,
at the national level.
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4L7. The protlem of location is furtfer complicated when it is raised to the
regioral (multi-natiomal) level, as it is nowadays in Latin fmerica. The gradnal
introduction f & lLatic Americau common market, to te implemented ac a faster rate
i the industrial field, nakes more urgeni the problems of finding the proper
eriteria for investment evaluation =nd selection. How cen the regional (multi-
pational) locations be defined ir tie framework of a common narxkell ‘hat
contritution to such locatiom poliscy 1s tc be hoped for from the efficiency criteria
pormally applied to {pdividual projects? ‘iork taing done by the iconomic Commission
for Latin America (CCLA) in this field otserves the following sequence. First,
the profitsbility of specific industrial activities in alternative locations in
latir America is ascertained as a funciion of factor prices in each location, of
economies of scale and of trausport costs. HNext, an adjustment to the previous
scheme is made, ~n the basis of national obJeciives regarding industrial investment
as defined in the corresponding industrisl developmen:i plans and considered by the
pational planning suthorities to te an {ndispensable copdition for the achievement
of a well-balanced and sound industrial structure. Finally, another ad justment is
sade, designed to introduce an eyuilibriuw among the participating countries in
the distridution of Lenefits to te derived from the integration of their economies
(economies of scale, increase of exports, promoticunal effects, etc.). All of the
above introduce important comstraints which stand in the way of a full resort to
conventiomal project evalustion and selection criteria as on instrument for re-
source allocstion in a commou merket of under-developed eccoomies.

. The second element of an industrial strategy - the policy of sectoral develop-
ment - 8lso showed the importance of a priori decisions of 2 global nature. The
reasons ~lleged in this resgpesct rang rom uncertainty of physical imputs to
interderendency of the projects to te promoted.

k. Uncertcinty -ffects project preparation and evaluation in different vays.

One of these is the protlem of future efficiency levels vhich must be taken into
considerationr viien prepsring & project, especially when previous experience and
existiny industry in the country does not provide a sufficient basis for reliatle
estimetes. Llatin American industry, particularly in branches applying discontinuous
processes, such ar metal-tracsforming and textiles, 1s characterized ty efficiency
levels that are frequently lov and vary widely from enterprise to enterprise.

The question then arises as to vhat levels of factor performance should be acceptable
in the preparstion of nev projecis. The soiution would lie, it vas suggested, in
the sdoption of a given level of cperational efficiency and in the detailed
specification of psrformance requisites, the viadbility of these conditions being
ensured concurrently vith the execution of the individual project under consideratico
through s sectoral development prograame. This implies a zovement frow the indi-
vidual project level to the programme level for & group of relatively self-supporting
enterprises or for a vhole industrizl branch. Such a sectoral programme, as it

msy be called, covering the establishment of basic conditions external to the
enterprise thus tecomes as importent for the success of the project to be evaluated
as are !tz icternal charscteristics, or more so. The preparstion of individual
projects vithin sectoral programmes and their evalustion from the profitability
standpoint is, nonetheless, of tasic importance, &s & means of ensuring full and
rational planning of esch undertaking, rather than as the main criterion in final
decision meking.
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50. The conclusion that emerges is that it is essentizal to link thc procedures for
project preparation, evaluatiom and selection to an exprlicic and Jperative concepu
of indusirial strategy as part of a development plen or pro_ramme. L Jdternntove
strategy of industrial develoupment providing @ tasis for the pre sracicn and
financing of industrial projects has been discussed in the light of the following
considerations:

(a) Industrial development projects are designed .c serve the needs of tie
internal market and not (as a gemeral rule) to create a flow of exports,

(b) The goods to be produced are preferably consumer goods (non-durstle and
durable) and semi-finished products necessary to the new consumer .ocds industries,

(g) The needs to be served are, preferably, those already existing and teiry
satisfied through importer, i.e., projects are to be import-sutstitution oriented

(g) There will te a preference for regional or sub-regional industrialization
schemes that 18 to say, the design of enterprises will serve groupings of two or
more countries, on the basis of a ccmparisor between a reasonable economic size of
the enterprise and the size of the market in individual countries.

51. The edvisability of orienting the industrial develorment of a rew region in
accordance with a too rigid import-substitution policy disregards, ir the view cf
many, the new possibilities for export promotion open within the framework of the
United Natioms Conference on Trade and Development. The choice of import-seving
projects on the tasis of the national market has various disadvantages-

(2) Developing countries following this lire would soon bte faced with con
unexpecied and possibly acute shortage of foreigu currency due Lo the freyuently
high import ccntent of the newly manufactured goods (raw materials, spare parts
and components, etc.). Close attention should Le paid to these indirect effects.
Some industries aimed at export should be therefore implemented parallel with the
sbove industries to help offset such results;

(£) The fixing of production capacities on the basis of the internal market
demagi® at the time of project evaluation is damgerous in two ways. It is generally
based on past import figures vhich, 1if available, are generally misleading and do
not represent future demand. The capacity arrived at is normally below the econo-
mically justifiable figure, hence small-scale techniques of production are bound
to be applied resulting in higher production cosus. On the other hand, the sudden
rise in demand resulting from industrialization will necessitate an expansion inu
production within a relatively short period,

(c) Such an approach excludes those industries that should be implemented on
a vide regional basis quite successfully, since any onc country in the region
would rot have a sufficient mational market to justify such projects.

52. The approach which consists of giving secondary imporcance w0 projecis in

{nfrastructure appeared to some participants elso to be dangerous in developing
countries vhere industrial development is considered a tool for national betterment.
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This ap.roach would invariatly impose on any industrial project the additional
burden of financing ancillary infrastructural projects, such as having to provide
its own electric generating plant, its own transportation flee: and may even in-
volve the financing of residential areas waenever the location of the factory
necessitates it. This situation would put industrial development at a big handicap
and would curtail development rather than encourage it.

53. Finally, a note of warning was sounded on the need for a solid institutional
foundatior as a pre-condition for an effective industrial project implementation
The fragility of all efforts at project preparation and evaluation must be reckoned
wvith if the institutional framework and the environment in the largest sense of
this exsression were not vell defined and made adequate to the development needs
of each particular country.

4. Taking into consideration the special emphasis given during the discuseions
to those problems associated with development programming and project evaluation
both at the sectoral (brenches of industry) and industrial enterprise level, the
Symposium thought it advisable to recommend that as much attentioa as posslible be
devoted to research on:

(5) The methodology (or altermative methodologies) of sectoral (branches of
industry) industrial development programming;

(b) The problems arising out of the utilization of profitebility criteris
for sectoral evaluation and selection, as well as the role of evaluation and
selection of individual projects in setting the sectoral targeis;

(¢) The elaboration of capital and other imput coefficients for the main
branches of industry, as a useful tool for sectorsl programming, specially for
countries with limited industrial experience, as well as a yardstick for broad
international comparisons.

55. Bearing in mind the close attention paid during the discussions to the prob-
lems of location of industries in the evalustion and selection of industrial
projects and the increasing relevance of this matter in the industrial development
strategy of under-developed countries, as a result of the formation of common
markets and other forms of economic unions all over the vorld, the Symposium de-
cided to recommend:

(2) That a symposium on location of industries be counvened at the earliest
possible date, and

(1_3_) That che corresponding agenda be so arranged as to devote special stten-
tion to problems of location of indusiries in the éontext of regional economic
integration schemes, as well as to project evaluation in the same context.
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Essential elements in the preparaticn
of indusirial projects (agenda item A2)

— ———— -

56. The papers presented revealed that in developing councries, integraited econo-
mic development planning and progrimming have generally Yeen undericaxen with o
view to achieving economic self-su.ficiency. The plan documents set down gulde-
lines for domestic consumption and indicate economic and fiscal policies for
realizing domestic savings and resources - btoth indigenous and foreign - reguired
for achieving the investmert targets indicated therein. However, the objeciives
of the plans can be achieved only through implementation of worth-while projects
which results in the effective allocation of invesiment resources.

57. The discussion under this item dealt with the studies and investigations j
which constitute the essentisl elements in the process of project preparation. »
These studies should te sc designed as to enable the various agencies interested
in the project, including planning authorities, financing institutions, those
responsible for constructing the project and those operating 1it, to follow the
project through the stages of evaluation to the final scage of operation or evem to ‘
the end of its workimg life. It was, therefore, emphasized that onme of Lhe ecsential
conditions for the success of a project was the thoroughness and reliatility of

project preparation which would normally take thre form ~f = {casitility report.

The investigation in regard to market demend, comsiruction cost estimaies and re- 4
source requirements should be undertaken with 2 viev to minimizing any loss that
may have to be incurred as a result of abandonment or cancellacion of a project

It was further emphasized that before a detailed project repori was prepared,

vhich in itself would be costly, a preliminary feasibility study of the project,
tased on readily availatle information, should be phased. The final project report,
on the basis of which the project would be evaluated for implementation and financ-
ing, should be sufficiently comprehensive, giving evidence of its commercial,
technical snd financisl soundness in harmony with the national policy.

58. The economic or commercial feasibility of = project depends on its ability
to market its products and earn revenues which will exceed its cost of production,
after taking into sccount the subsidies and benefits to which it is entitled as
vell as the taxes 1t is lisble to pay. This will requirc thorough market surveys
and an assessment of the performance of competing units. A danger to be avoided
in market assessment, even greater than that of over-esiimation of demand, is the
failure to take into account the matural growth of the market in a developing
economy and to design the plant on & scale toco small to meet the prospective
parket demend. Careful comsideration should also be given to the desirability of
designing the plant in such a way that production capacity could be expanded when
justified ty the market, by simply adding the necessary equipment to secure maximum
economies of scale.

59. In considering the technical feasibility of a project, the folloving essential
aspects were, among others, indicated for special investigation:

(_e_.) 1aile selecting the plants and processes, it has to be ensured that they

are suitable and entail the minimum risk of obsolescence and that alternative
sizes have been examined before making the selection;
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(p_) The location of the plent should be selected by examining alternative
sites with due regard tn the availatility of raw materials, utilities, latour,
technicnl staff and market,

(g) The estimated cost of the rroject should be as low as any other reason-
ably availatle alternative which could produce the intended results. In estimating
cost, all sigrificant factc.s which will determine the total cost, such as coste
in respect of ecuipment ard construction, engineering design, supervision of con-
struction, dett service charges including costs of working capital, over-heads,
etc,, should be taken into account.

60. It was further emphasized that the lechmical feasibility study should be made
by independent experts in the industry concermed and that care should te takern not
te entrust the jot to interested parties.

61. lhile considering the cost of comstruction of projects, the Symposium noted
with interest the activities of the Council for Matual Lcomomic Aid (CMEA),

which has undertaken standard designing of buildings and structures with a viev to
introducing large-scale and serial producticn of prefabricated parts, as well as
modern wmei.hods of building and erectiom, thus bringing sbout a considerable reduc-
tion in construction costs in the projects set up in member socialist countries.
The progress in this regard should, it was suggested, be given: special considerationm.

62. 1In order to ascertain the financial viability of the project, in additiom

to estimating the prices and costs, it will be necessary to estimate the period
of comstruction and adequacy of funds available, before the enterprise btegins to
generate its own funds, as well as its ability to service the debts during both
the construction period and after the plant has been commissioned. These aspects,
it should be recalled, are subjected to searching scrutiny by financing agencies
when they consider the extension of financisl assistance. The discussion revealed,
however, that fev projects vere edequately prepared even vhen detajled guidance
in the form of check liste and project outlines were provided. FRequirements vary,
but, typicelly, proJjects will be acceptable only when they are well defined and
present evidence that ell relevant technical, market and financial aspects have
been given adequate consideration in their preparation and, further, that there is
& high degree of probsbility that the venture vill be profitable.

63. iMmile preparing projects, careful cousideratiom shouldbe given to possible
changes in economic policy and tariff and exchange rates, as well as to the various
impediments in construction, securing of rav materials, etc., which are bound to
arise in developing countries. Care should also be taken to ensure that estimates
of capital costs, production costs and selling prices, vhich have a consideradle
influence on the success of the project and on its ability to cospete in the local
and foreign markeis, sre realistic. Unexpected increases in costs of plant, rav
materials, construction and utilities would require larger investment than esti-
mated, often affecting the profitability and consequently the viability and
competitiive capacity of the project. It was considered essential, therefore, that
in estimating costs, adequate provision should te made for contingencies and errors
of judgement to serve as a cushion.
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64. The proccss of preparation of projects should also te directed towards attair-
ment of the objeciives in the nacional plan, such as providin, emn»loyment and
training of labour, earning or savin, of foreign exchange, utilizaticn of unusced

or under-used natural resources, contrituting to the diversification of the ecunomy.
In short, evidence should te provided tc indicate the project's cconomic and

social desirabiiity from the national standpoint.

65. The Symposium recoznized that integrated implementation of development pro-
grammes presented a difficult problem for the developing countries and that this
had not been given adequate attention. Dynamic implementation calls for close
and continuous collaboration between planners and implementers in achieving
efficiency and productivity at all levels and during all phases including the
phase of preparation of the project. In this connexion considerable interest was
evinced by the participants in the possible use of network theory including the
critical path method in planning and programming for implementation of specific
projects in the context of national development programmes, and it was urged that
the concept of providing every industrial programme with a tentative "implementation
netvork plan” be further explored. Such a tentative plan would provide the vehicle
for smooth follov-up and supervision after completion of the feasibility study and
evaluation of the project. The greater the uncertainties and lack of expert
managerial skills, the greater was the need for an implementaticn scheme. Since
various mathematical znd operations research methods lend themselves to the formu-
lation and evaluation of imdustrial projects as well as to finding solutioms for
the optimum choice among projects defined in terms of & number of economic and
technological parameters, it was urged that research e carried out in this field
wvith the sim of making avajilable practical methods and techniques to suit the re-
quirements of developing countries. The following suggestions were received by
the Symposiums for further consideration:

(a) A manual on network theory, including the critical path method for
iq:lcmtltion planning and programming, should be compiled and published,

(v) The methodology of the theory should be apnlied on a pilot basis and
literature on the experierce acquired, published for the benefit of all countries:

(5:_ ) Basic criteria should be established for conducting relevant indigenous
research for the application of modern meanagement science and computer technology,
apd

(d) Further basic research with mathematical simulation models using elec-
tronic computers should te encouraged in indusirially advanced countries focused on:

(1) ’nalysing the imrlications of uncertain and varying maturation
periods,

(11) Establishing criteria for the use of programme and perforuence
budgeting based on the "master implementation network plan" and

(111) Developing a cchesive theory for setting up and maintaining
dynamic implementation systems end processes compatible with the
rapid development aspirations of developing countries.
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Reqyirements of data and other information fo; ) ggg institutional
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aspect. of, industrial project evaluation (agenda item A. |

66. Inadequacy of domestic savings and shortage of foreign exchange, technical
and managerial skills and Traw materials constitute serious obstacles to the indus-
trial development of most developing countries. Consequently, it was considered
essenticl the: these resources be put to the most productive uses jossible.
Appraiscl of industrial projects should constitute a systematic evaluation of
investment opportunities with a view to selecting projects which, apart from being
actractive to the entrepreneurs, are also beneficial to the economy as a whole.
The data and other information to be presented in support of the feasibility of a
proJject should integrate the results of a thorough and expert investigation of
engineering, economic, financial and other relevant studies and should be sufficiently
detailed and comprehensive, consistent with the size and complexity of the project,
to enable the evaluation staff to:

(g_) Carry out a systematic examination of the data presented, both from the
individual and national angles,;

(b) Arrive at their own independent judgement sbout the validity of the
assumption made and conclusions reached in the project report;

(9_) Suggest improvements in the project, where necessary, and
(d) Elininate unsound projects.

67. The various data and informetion required for evaluation of projects were
considered and those listed in paragraph T4 below were inter alia found to be
essential. Besides these, it wes considered desirable To call for

(g) An estimate of earnings during the construction and operating periods;
(b) An estimate of sources and disposition of funds; end
(¢) Projected balance sheets.

68. The critical aspects of evaluation of projects from the point of view of
financing institutions were thereafter examined and the following, among others,
were considered to be of special significance:

(_a) Project reports, to be acceptable, should be prepared by independent
and disinterested experts having up-to-date knowledge of technology and cost
conditions; where 1eports were prepared by suppliers of plants, processes or
construction services, further detalled investigation of the essential aspects
of the project would be necessary.

(k) The suitability of the proposed location as compared to others required
careful scrutiny having regard to the supply and service sources, the market and
special cost advantages claimed.
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(¢) £ thorough analysis of the size of the plant and sulcctility of Lue pro
cesses ond technology was extremely important in auy country, luu even wore so in
a developing country where the market is often limited .Loexomin tion of lhie
technicol requirements and operating costs of plants of various sizes would te
desirable, in order to ascertain vhe.her the proposed plant was of the uplimum

size and would be justified ty the existing and prospeccive marke. It w o ulco
ecsential to ensure that equipment or nrocesses proposed co be acqulred were aou
otsolete or unusual, were well-known «nd had achieved commercial success. | hen

the acquisition of a second-hand plant wus progposed, an independent ascessment and
evaluation by a qualified specialist should be obiained Co ensure thac the plant
will give service for a number of years and tha. the cost is reasonable.

(g) The provlem of deficiencies in managemenc and vechalcual know-liow in
developing countries was often solved bty collaboraticn between the local prouoctver
and 2 foreign organizacion, which parvicipates in equity. To be cccecuble, the
equity participetion should be large enough to ensure the collabcrator's renl
interest in the success of the project and that it d4id not morely represent the
difference tetween the actual cost of the plant and the inflated price charged
by him. .

(g_) In crder to ascertain the viebility of the project and its long-range
prospecis, the markei claimed in the project report should be thoroughly investi-
gated by reference to peneral and market statistics relating to the industry,
vhere available, otherwise by conducting an independent marke: analysis. The
investigation should involve assessment not ouly of che over-all balance beiween
supply &nd demand for the product, bui also an examination of the competitive
capacity of the project in relation to other units producing the soeme or similar
products. Account has to be taken also of the Government's industrial licensing,
taxation and import-export policies, regulatory controls regarding productioun,
prices, availability of raw materials, power, transport facilities, etc.

(f) In eppreising financial aspects, it should e ensared that:

(1)  The financial stake of the sponsors of the project was adequate
to ensure their sustained interest in the success of the project

(11) The ratio of debt to equity was healthy, so tha. in case of over-
rune or other difficulties the undertaking would be atle to raisec
further resources; and

(1144) Adequate provision had been made inter alia for spare rarts aud
components not reedily available Tocally, re;airs and mainterance
of machinery, training of technical personnel contingencies,
unforeseen expenses and escalatiomn of ;rices, impact of inflation,
and for troubles resulting in produciion below capacity in thre
initial stages, which is a general feature in less advanced coun-
tries. It would also te desirable tc ascertain the breali-even
point which would indicate the cushion available against optimistic
estimates and errors of judgement.
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(i) It wes also csserntial in a developing country to assess the extent of
national eccrnomic pr.fitetility of projects to enable the evaluation staff to
determine relative vriorities. The following fundamenta! questions should be
asked and answered in this connexion

(1) "hether ihe project would contribute effeciively to the develop-
ment of the economy and would provide training to local workers;

(11) hether it would ensble the sound use of scarce resources, such as
capital, skilled labour, natural resources, etc., or whether there
were alternative and better uses of the available resources;

(111) 1hether the project, besides functioning as part of the existing
economic structure by providing goods and services needed by it,
would fit into the future pattern of economic development of the
country, leading to new related investments in ancillary industries;

(iv) Uhether the scale of operation chosen was appropriaste to the
requirements of the developing economy; and

(v) Ihether, and to what extent, the project would have a favourable
effect on the eristing and future balance of payments of the
country.

In ansvering the above questions, account should be taken of mejor interferences
with competitive market forces in the shape of protective tariffs, artificial
rates of interest, goverument comtrols, distorted foreign exchange rates, etc.

65. The Symposium agreed that effective project appraisal did not stop at the
formulation of sound techniques of evaluation. The techniques should be so de-
signed as to make the best possible use of a professional cadre ~omposed of
economists, accountants, engineers and lawyers. It was, therefore, necessary to
consider the organizational set-up of the evaluation staff of development finance
institutions and to consider ways in which these professionals would opeiate so
that the institutions could meke the best use of the scarce manpower at their
dilzlom. The following were conside:'ed to be some of the significant issues
involved:

(_t) Did the professicnal cadre of the development finance institution have
clear responsibilities for project development, evaluation and follow-up?

(k) D1d the professionals work as a team in making an evaluation?

(g) Could the selection process be improved by strengthening its collective
nature?

(4) Was the importance of follow-up recognized in the institutions's pro-
cedures, orgenizing and allocation of professional persomnel and should a separate
department for follow-up be created?

It wvas agreed that these and other related issues warranted further examination.
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70 vyscematic ascessment of the data and information coniuined in project rejoros
required a wide range of knowledge, skills and technigues not wiways found wmon
the personnel in develoring countries. It was felt thit clils vitul element of
industrial development had not received the attention it deserved ~nd that there 1
was a widely felt need for training facilities. The troining of cuch personnel
should be compre.ensive and should reflect the responsililitics chat they have to
assume in relation to private and nutlic interests, foreign ard domestic investuent
ond mana_erent of induscrial programmes consistent wiuii ihe nation's over-.il
economic development plon. There are ¢ few training courses in exictence nt pre-
sent, but these are far from adequate. In view of this, the Lymposium strongly
recomended that the present limited specialized trairin; facllities be expanded
by sooling the experience of existing experimental training vrogrammes. It was
also considered desirable to build up a library of simulation cases coveriug the
full range of industrial developmen: problems in developin; countries for the use 4
of all concerned.

71. The Symposium further endorsed the conclusions and recommendations formulated
by the meeting of the Interregional vorking Perty on Protlews of Trcining Indus-
trial iconomic Administrators, organized jointly by the United Notions and the
Development Centre of the Organization for Economic Co-operation and Developmenc
(OECD) in September 1065 in Paris. The OECD was engaged in the preparation of

a manuel which, apart from serving as teaching material, would help in treining
and simplifying the work of officials in developing countries responsible for
preliminary screening, as well as for managing and supervising the intensive |
studies following the preliminary screening and for compiling the necessaly daca
for securing financial support. The Symposium was of the opinion that the pro-
posed manual would fill a gap in the available literature on tie subject 1 and
would complement the work of the United Nations Centre for Industrial Development.

T2. In the context of data and other intormation required 10rI ap iaivar ui piu-
jeets, the Symposium considered the possible use of synthetic indices. In order
to evaluate an industrial project for its impact on the total economy and its
complex interrelationship, it 1s necessary to use indices which are synthetic in
character, and express in a composite form technical, quantitative and other
indices. Such synthetic indices are based on, and expressed in terms of price and
value. Indices of this kind facilitate the comparison of technical and quantitative
indices, thereby simplifying the problem of comparative evaluation of industrial
projects. Such o method, however, has to take account of the limiting factor
created by the problems or prices themselves. Synthetic indices tased on price
and value recuire first a certain dezree of stability in srice relations. They
have to take into account the changes in the price structure caused by the entry
of new products and the effect of their prices on the prices of existing products.
The time foctor as it affects the project and its life cycle has also to be con-
sidered, as this factor will again be a very important determinant of the prices
and value taken for the purpose of evaluation.

——

l/ ECLA's broadly conceived Manual on Economic Development Projects (United
Nations publication, Sales No.: 58.II.G.5), remains a standard source
reference, however,
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73. In the evzlustion of an industriul project, it is elso very necessary 1o ray
jue attention to the rate of technicsl ard techmological progress. This would
have o bearing on the eccnomic life of the project, as technological innovations
would generally lead to a decline in velue insofar as they affect the project.
Th.s factcr hes, therefore, to e iven & very lmportanc place in the preparation
and design of the project.

74 . Gssenticl data and cther informaticn required for evaluation of projects are
listed telow:

(a) History, constitutiocn and mapagemert

(1) History, nature of tusiness, comstitution, carital structure,
(11) Annual accounts for the past five years (in the case of a going

concern), witd statements of outstanding liatilities for income
tax, employees tonus, etc.,

(111) Existing and proposed set-up Of management with business experience
and industrial beckground of promotors/top mansgement personnel

(t) The project
(1) Particulars of the project

a. Detailed particulars of the project indicating whether it re-
lates to:

1, Nev project, or
il Moderrization or expansion of an existing unit.

b. Copy of techno--conomic feasibility report, indicating the
source of data on wvhich the report 1s teased,

1o

T4me schedule of comstruction for major items of the project
based ob procurement of main items of the materials, Supplies
equipment and other factors relating to production.

(11) Techmical collaboration services

8. Names and addresses of technical collaborstors, if any, vith
particulars of units, for which they have acted as collato-
rators, inodicating their operaticns and industrial experience,

ter

Alternatively, particulars of arrangement proposed to te oade
for ottaining technical advice and services needed for the
project.
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(111)

(2v)

(v)

(v1)

Manufucturing prccess, etc.

a.

r.

Details of the process to bLe adopted wich uscificution for ius
gselection as compared tc altermziive procecies

A flow chart showing the varicus sczges of munuf.cture.

Location and particulars of land

a.

k.

Area, location, surroundings, avalletility of transport faci-
lities and distances to sources of water, pcwer, latour, raw
materials and markets,

Justification for selecting the sitc in preference to other
sites which were considered.

Construction

o

Availability of cement, steel, water fur ccmstructicn materials,
taking into account restrictions on supplies,

Availability of necessary engineering services for preparation
of designs, specifications ard contract Aocument-evaluating Lids,
svarding contracts and supervising comstruction, iundicating
vhether any special consultauts or agencies are to te engaged
and if so, their organization and background, and how they are
qualified to assume the resporsitility;

Lay-out of factory tuildings, including provision for storage
of rav materials and finished products;

Copies of soil test report and advice of consulting engineers/
architects, including detesils of climate and other eonditiors
of site.

Equipment

Particulars of equipment to be acquired, giving names of possible
suppliers, detail specifications as much as possitle, compei-
itive guotations, if available, and tasis of selection, ard
indicating the estimated expenditure in foreigu and lccal cur-
rencies, as well az vhether any provision to cover escalation
exists and, if so, up to vhat date;

Expected procurement and delivery schedules, supported Ly azree-
ments, etc., vith machinery suppliers;

Details of deferred payment arrangemerts, if any, with partic-
ulers of inpstalment payments towards principel and interest ard
of the arrangemeuts made or propcsed to ke made for guasranteeing
such deferred payments supported ty copies of correspondence,
arrangements, etc.,
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Estimates Of spare parts required and provision made therefor;

Coples of expected guarantees for satisfactory performauce of
equipment.

X, ]

(vii) Capecity

a. The capacity proposed for each product line and Justification
for the proposed capacity;

b. The proposed installed cagacity, number of working days, number
of shifts to be vorked, estimated production, outpat as per-
centage of planned capacity and sales.

(viti) Rew materials

a. .uantity, cpecificstions, sources (indicating nsmes and eddresses
of the principal trade suppliers) and availsbility of rev
materisls snd semi-finished products. In the case of wining
leases, proved reserves of minerals supported bty copies of
agreement for such leases and of experts' reports regarding
reserves;

b. If semi-processed products are proposed to be obtained from
saother unit, the technical and eccnomic soundness of that
wnit;

c. Estimated costs, including freight and insurscce, customs duties,
excise, etc., apd agreements on price and delivery;

Assursnce for uninterrupted flowv of vital materials supported
bty deteils of firm arrsngemsnts mede or proposed to be made
with the suppliers.

]

(1x) Utilities

8. Requirements, sources, availability, cost and relisbility of
all utilities, viz. pover, vater, fuel, transportastiom etc. vith
srrengements for disposal of effluents;

%. Reasons for selection of sources.

\x) (perating organization

a. Description of organization vhich vill menage snd supervise the
operations together vith organization chart, present and
projected;

b. Nemes, qualifications and experience of key management and
technical personnel;
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Number, qualifications and availatility of reguired ~peratin.
employees under the following categories-

i. Technical persornel,
ii. rilled labour;

114. Unskilled labour.

iv. Casual labour, if any.

d. Plans for recruitment and training of personnel and for main-
tenance of the plant.

(xi) Cost of the project - Detalled estimates of the cost, toth foreign
and local, the basis for the estimation of which must be explained
and supported by authoritative data.

(x41) Means of financing - Details of how the outlay on the project is
proposed viz. share, capital, loans,deferred payments, ploughed-
bagk earnings, etc.

(e) Market
(1)  Market trends
2. Market trends - toth local and regional - during the past five
years for each major product to be manufactured and closely re-
lated products, shoving:

i. Domestic production;

i1. Imports and exports;

114. Net local consumption and enticipated total demand for
the next five years with pames and addresses of princi.
pal customers snd particulars of firm arrang=ments, if
any, made or proposed to be made with them

iv. Target capacity fixed under the national development
plan, capacity and location of existing manufacturers,
names of prospective menufacturers and progress made
bty them in implementing the relative schemes,

b. A copy of the report on indigenous market survey indicating
the sources of data on which the survey is based;
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(111)

(iv)

I

Governmert price controls, import restrictions on. competirg
products, raw materials etc., import duties, gquotas and other
regulations indicating whether, and to what extent, the sale
of the product(s) to te manufactured will be influenced by
themn;

d. Extent to which the Government will waive or defer payment of
direct taxes, excise or other duties or grant subtsidies affect-
ing construction and operation cost.

Competitors

a. Names. location, present output and expected future output,
production costs and selling prices of present local competitors
in the same field of production,

b. Prices of imported articles giving break-down under FOB, CIF,
landed cost, duty payable (with rate) and selling price;

c¢. Information as to any known or anticipated changes in competi-
tion, such as expansions, modernization, new plants, new
competing products, new processes etc.,

d. Information as to foreign competition and any anticipated changes
in laws or regulations which might affect volume of imports,

e. Maximum expected selling prices ex-plant;

f.. Competitive advantages of the proposed project showing:

i.  Relative availability and cost of labour,
i1. Availebility and quality of raw materials,
111. Quality of products;

iv. Dependebility of supply to consumers.

Cozmercial prospects

o

Schedule shovwing forecast for the next five years of vclume

of sales for the domestic and export markets, and the percentage
of market claimed by the project, with justification and ex-
planation,

Export possibilities and the nature of competition to be faced
in foreign countries, indicating the prices of the products in
countries where export possibilities exist.

Sales organization - particulars of sales organizauion.
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(_c} ) Froduetion cost, selling prices and profitatility

Estimate of the unit cost of prcductior. of each of the major pro-
ducts, surported ty detailed calculations;

Bases for wastage factors assumed for raw materials and of rejection
rate assumed for finished product;

Full particulars of any tax, etc. allowances admissitle and caken
into account, such as exemption from, or deferment of, any peneral
or specific taxes of products, including corporate or local taxes
or any special depreciation allowances, rebates or dutles, etc.,

vhere the concern is producing the same or equivalent products in
an existing plant, the production cost for the last five years and
estimates for the sutsequent five years in the same form;

Estimates of sales and profitabllity explaining the rationale of
the selling price assumed and detailed workirg cf sales realiza-
tion. Sources and utilization of funds during construction and
normal production.

(e) Generel

(1)

(11)

(111)

(1v)

(v)
(v1)

Estimate of net foreign exchange earnings from exports or foreign
exchange savings from reduced imports, if any;

Extent to which the project will make use of under-utilized cr
unused natural resources, directly or indirectly;

Extent to which new jobs will te created as a recsult of the pro-
Ject, directly or indirectly;

Priority allocated to the project under the national development
plen,

Prospects of nev related investments in ancillary industries;

Apy other adventage of natjonal importance likely to accrue from
the project.




IIZ. CONSIDERATIONS IN EVALUATION OF INDUSTRIAL PROJECTS

Criteria for industrial project evalicticn (agenda item B.h4)

Commercial profitability and national economic profitability (B.4.a)

75. The Symposium was in general agreement that the principles appropriate to pro-
Ject evaluation from the point of view of the nation as a whcle may diverge widely
from the principles appropriate to evaluation in terms of commercial profitability.
First of all, the contribution of a proposed project to national income will differ
from 1ts profit (revenues less costs) to the extent that social valuations of outputs
and inputs differ from market valuations, and in developing courntries, such diver-
gences are likely to be endemic, For one thing, the industrial base of developing
countries is small, and individual projects often provide large increments in the
total supply of particular goods and services; this tends to reduce the prices of

the goods and services, or at least to prevent them from rising as much as they
would if supplies wera to remain restricted. The commercial profit is reduced by
the reduction in prices that would accompany augmentation of outputs, and this mili-
tates against undertaking investments when the criterion of evaluation is commercial
profit. From the point of view of the nation as a whole, however, the fall in prices
is not a disadvantage, the loss to the enterprise is balanced by the gain to con-
sumers. The point is that when projects occasion changes in prices, the appropriate
measure of increase in national income is the willingness to pay for products - the
total emount the users would pay for a project's output rather than go without -
rather than what they actually zight ;ay, which is relevant for measuring commercial
profit.

76. Other instances of divergence between commercial and social valuationa are easy
to find. The actual wage rate defines the costof labour in a calculus of commercial
profitability. But the cost to the economy of the labour input to a project in
terms of national income is measured by the value of output lost elsewhere in the
econony, and this may differ from the market wage in those developing countries
characterized by widespread unemployment, disguised as well as overt. In addition,
the calculus of commercial profitability does not take into account so-called "se-
condary” costs and benefits that are relevant to the national income calculus. For
example, the construction costs of workers' housing accompanying a large project
represent a drain on the resources of the economy which could othervise be invested
and ought, therefore, to be reckoned into the national income calculus of project
costa Similarly, the future flow of housing services represents an indirect nation-
al income benefit of the project. But these costs and benefits would enter into

the calculus of commercial profitability only if the enterprise itself built and
then leased housing to its workers,

T7. The calculus of the contribution to national income of a proposed project thus
requires a systematic re-evaluation of all outputs and inputs. But the objectives
of economic development go beyond simply increasing the national income. Even at
the cost ofsacrificing gains in the total income, most developing countries seek
to redistribute income both to pourer regions and to poorer groups, such as unem-
ployed members of the labour force, and the calculus of the gains in income of a
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particular group or region d.:ifers even rore markedly than does the calculus of
national income from that of commercizl profitability. For example, the wages and
salaries of workers of a disadvantaged group or region for whum a project provides
jobs are a pcsitive gain in terms of a redistribution objectiive (at least to the
extent tha® ,rojsct wages and salaries exceed their potential Income in alternative
explcyment ), as is the extra income generated within the group or region via the
"multiplier"” process - the spending of prirmary incomes accruing from the project.
Neither of these "secondary benefits' vis-d-vis the redistribution objective re-
presents a gain in terms of national income. Moreover, although the actual payments
of the users of project outputs can be considered a transfer from the users to the
rest of the nation and can, therefore, be ignored in the national income calculus,
sctual payments must be deducted from users willingness to pay in computing the net
gain to users belonging to a specific group or region singled out for redistribution.

78. Still snother objective that must be borne in mind in project evaluation in
developing countries is improvement of the balance ofpayments, {or stress on the
balance of peyments is a frequent concomitant of rapid industriaiization, and most
countries troubled by balance of payments difficulties place great emphasis on
freeing themselves from foreign dependence. The effect on self-sufficiency of a
project is measured by the exports it generates less the imports it necessitates,
import substitution being counted as negative imports.

79. Finally, s government might decide that certain goods and services have a
higher social value than that indicated by their contribution to national income
measured in terms of prices based on consumer demani, Increased fulfilment of
so-called "merit wants” may constitute a distinct objective of national policy and
may therefcre be relevant to industrisl project evaluation. The contribution to
the fulfilment of a particular "merit want” is measured in physical terms.

80, But as these several objectives may be only partially complementary and may in
{mportant cases be competitive with one another, the question immediately arises as
to how they can all be taken into account in project evaluation. One alternative
project plan may contribute more to national income, another more to the income of
region Z at a sacrifice of sowme amount of national income.

8l. A comprehensive measure of merit must be defined to rank alternative investment
proposals. At first, it might seem possible simply to add together the contributions -
of s proposed investment to distinct objectives, and to take the sux as the over-all
measure of merit. But this can no more be done than can apples and bananas be added
together to measure the value of the fruit. Just as relative prices are needed to

place apples and bansnas on a common footing, so are relative weights needed to make
commensurable with one another contributions to national income, contributions to

the income of specific groups and reglons, contributions to self-sufficiency and
contributions to the fulfilment of particular merit wants. Thus, the "objective
function”, the measure of merit of alternative investment proposals, is properly a
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weighted sum of the contributions these projects make to a different objective. l/

82. The choice of weights for each objective is essentially a value judgement and
as such, a political decision that is properly the domain of policy makers respon-
sible to the electorate. But these value judgements cannot be made in a vacuum,
for the choice of the weight attached to region Z depends not only cu the present
relatiorehip of region 2's per capita income to the national average, but also on
the prospects for future development, which is to say, on the ensemble of potential
projects under consideration. The choice of weights cannoi be made independently
of the technical possibilities for achieving the various objectives.

8%, Optimally, tentative values of the weights will be generated from the perspec-
tive plans and term plans (for example, five-year plans) of the over-all develop-
ment of the economy. If the inter-temporal distribution of consumption is planned
optimelly with respect to constreints on its interregional distribution and on its
distribution among various groups of the population, constraints on the balance of
payments (taking into account export possibilities as well as the import require-
ments of the planned course of development), and constraints on the provision of
specific merit wants, then tentative values of the weiphts required for project
evaluation will emerge as a set of "dual prices" (soluble multipliers) associated
with the optimal plan. These tentative velues can be revised as the implementation
of selected projects reveals more information about the technical possibilities for
achieving the several objectives of development.

8L, The calculus of national economic profitability differs from the celculus of
commercial profitability in two respects. First, it requires more information
about cutputs and inputs than the market provides: shadow prices for labour and
other factors, as well as for products, require computations within the framework
of the development cf the entire economy. Second, estimates of national economic
profitability require explicit value judgements on the part of policy mekers, Judge-
ments preferably embodied in an over-all development plan for the economy.

;/ For convenience, the unit of account can be taken to be national income so that
the weight on contribution to national income is by definition one. A weight
nn the income generated to region Z of 0.5 would therefore mean, for example,
that a premium of 50 per cent over and above contribution to naticnal inccme
would be placed on increments to the income of region Z. In other words, one
peso or one rupee of income generated to a region would be considered the equiv-
alent of 1.5 additional pesos or rurees of national income. A weight of O.1
on contribution tc self-sufficiency would mean a "shadow" or "accounting ex-
change rate" of 1.1 times the official exchange rate. A weight of 100 on hos-
pital beds considered as a merit want would mean that a premium of 100 wmonetary
units would ve added to the market price of each hospital bed.




85. It should be emphasized that these value judgeuwernts must, ik any ‘ase. be made,
for few if any countries dc not take the ctjectivis uf income reiistritution,
gself-sufficliency ard merit wants intou account in the choice sar Ly alterrative in-
vestment patterrs. Thus, the yuestion is only whether cr not it is tetter to tase
the value judgements explicitly on comprehensive development plans thar to mugke
them on an ad hoc besis as each project is corsliered for sprroval. lhe Lymposium
believed that the stated goals of develcpnent would ve better served vy explicit
value judgements reflecting comprehensive development plans cgproved Ly responsitle
policy-makers than by implicit velue judgements made in the course cf project eval-
uation by individuals without political responsibility.

86. The presentation of the methodology for celculating national economic profita-
bility raised yuestions of relevance and operationality for many participants. The
subseyuent discussion brought out several points. First, all the participacts agreed
that the test of the methodology was operationality, it would be of no value if it
were confined to theoretical calcu'ations. OSecond, it wes agreed that the scphie-
tication of the methodology must be tailored to the complexity of the iecision, one
does not use an elephant gun to shoot ducks. Third, the sopristication of the methe
odology must be tailored to the availability of date. National eccnomic profitability
calculations based on totally unreliable data are no more valid tharn calculations

of commercial profitability based on unreliable estizates of prcduct demand and pro-
Ject costs, a house built on a foundation of sand is not more sturdy for veing pub-
lic rather than private. Fourth, the calculation of pational econcmic profitability
may be less precise than the calculation of commercial profitability beceruse of the
extra data and value Judgements required.

87. In view of all these qualifications, two further juestions emerged: 7irst, is
such an elabvorate procedure as has been outlined necessary? Oecond, is such an
elaborate procedure within the competence of developing countries, especially whern
the scaicity of trained personnel is taken into saccount? To the first juestion,
the Symposium answered "yes". Evaluation of projects in terms of the oblectives
of development is the first step in the realization of these cojectives. [peedy
implementation and thorough follow-up of approved projects were stressed by nany
participants as equally important, but it was agreed that unless projects were
chosen in accordance with national goals, implementation and follow-up vere of
relatively little value. And whereas many choices can be made by means of rela-
tively unsophisticated criteria, the experience of centrally planned and market
economies alike indicates that simple criteria 4o not suffice for the largest part
of the choices that must be made among alternative projects.

88. As for the second questicn, the Symposium proposed that the United Nations

take major responsibility to help increase the competence of the developing coum-
tries at their request in applying the calculus of national ecoromic pr *"itavility
to project evaluation. In co-operation with the developing ccuntries, either singly
or in groups, training workshops should be organized in vhich United Netions experts
working jointly with experts of the host countries would impurt instruction to in-
dividuals responsible for choosing among alternative projects in thre methodology

of calculating national economic profitability., To further this end, a manual shuuld
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ve prepared explaining the conceptual framework and calculation of national economic
profitability. Alternative techni jues of varying degrees of sophistication should
pe included in view of the varying needs of countries at different levels of de-
velcpmant and the varying needs withir each country with respect to decisions of
differert degrees of complexity. Moreover, developing countries should ce =ssisted
iu appliying the technijues of choosing among ailternative projects in accordance with
rational economic profitability. Such pilot studies would provide un actusl demon-
stration of the possibilities and problems of applying the methodology, and publica-
tion of these studies would spread their benefit beyond the borders of the countries
ic vhich they are carried out. Two additionsl handbooks were thought to be useful,
sod their preparation was recomrended. The firsi would explain the zathematical
asfects ~f the calculus of national economic profitability. The second would elu-
cidate the central economic concepts of project evaluation in a form readily acces-
sible to the engineers vho play a major role in the preparation of alternative pro-
ject plans. Pipally, a paper should be prepared explaining the nature end role of
valus judgements in the calculus of national economic profitabdbility. The relation-
ship between value Judgerents and the technical possibilities for fulfillirg different
objectives should be clearly set forth. Suck a paper would assist individuals at
all levels of planning, froz policy-makers to techoicians, in carrying out their
appropriate tasks in project evaluation by delineating responsidilities and decisions
and by shoving hov decisions st each level relate to decisions at other levels.

Other criteris (14 consideration, skill formstion site criteris, etc.)
Tagenda Item F.&.S;

89. That industrial projects incur costs and provide benefits over long periods
of time is axiomatic, and the need for an inter-temporsl criterion that explicitly
takes this fact into account is generslly reccgnized. During the course of the
Symposium, seversl papers were presented vhich dealt with the theory and practice
of messurement of investaent effectiveness in both centrally planned and market
economies. The adequacy of the "period of recoupment” (or "pay-back period”, as it
{s called in market economies) for compering projects providing the same quantity
of output over identical periods of time vas recognised, as vas the inadequacy of
this eriterion ic its simple form for dealing vith more complex decisions, for ex-
ssple, for choosing among projects of different service lives, Alternative ap-
proaches to the choice of & mesgure of effectiveness comprehending the complex as
wvell as Lae simple cases vere suggested by seversl authors. The alternatives put
forvard revolved about two ideas: (a) modification and extension of the recoup-
zent period calculus and (b) the use of the project's discounted present value of
bepefits less costs as the messure of merit. The members of the Symposium agreed
that the standard of comparison against vhich alternative projects ought to be
Judged in terms of their comtribution to natiooal income - vhether it takes the
form of an interest rate for computation of present value or & standard period of
recoupment in an extended version of the recoupment period method - should be de-
rived from the over-all plan of development of the economy and must therefore re-
flect the value judgements of policy-makers about the desirr.bility of alteruative
rates and patterns of development as wvell as the technical possibilities of the
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economy for achieving alternative paths of growth. Oimilarly, the standard of com-
parison in the inter-temporal criterion for objectives other than national income
must reflect btoth a value juligement about the relative desirability of contribution
to the objective at different times and the technical possibilities for achieving
contribution to the objective at different times. As in the standard of comparison
for the national economic objective, the standard of comparison for other objectives
ought tu ve derived from over-all development plans.

90. Another consequence of the fact that industrial projects incur costs and provide
benefits over long periods of time is that their outcome is inherently uncertain.

The uncertainty stems frow lack of precise knowledge of the course of (shadow) prices
of outputs and inputs, as well as from lack of precise knowledge about the technical
relationships between inputs and outputs. But different projects are characterized
by different degrees of uncertainty, and the Symposium was obliged, therefore, to
consider the question of how to take uncertainty into account in the calculus of
natiopal economic profitability. The Symposium rejected the conventicral privete
practice of attaching penalties to projects in proportion to their riekiness, for
this practice leads private entrepreneurs to select projects of lower juality in
their quest for certainty than they would choose were they to base their selection
on expected average performance alone. Since a government, unlike the typical pri-
vate entrepreneur, constructs & large number of projects that are at least partially
independent of one another, the government is able to pool risks in a way that the
private entrepreneur is not: the failure of one project may be balanced by the
stove-par performance of another. Hence, the government ought to measure project
merit more by its expectation of the project's average performance, paying less
attention to possidle variations about the average than a private entrepreneur, who
places all his eggs in one or two barkets, can afford to do.

9l. The choice of location of industrial projects received the attention of many
authors and speakers. It vas agreed that the location of projects was an essential
factor in the calculus of national economic profitability, especially with respect
to pational income snd redistributional objectives. The relationship of a proposed
project to existing snd projected investment complexes was recognized as an impor-
tant area of divergence between commercial and natiomal economic profitability
requiring governzental direction to ensure that decisions are made in accordance
vith national economic rather than commercial profitability when the two conflict,
Governmental intervention with the market might take the direct form of specifica-
tion of locaticn in industrial licensing or the indirect form of subsidization (tax -
holidays, concessional interest rates on gnvernmental loans, etc. )e

92. The role of international specialization (division of labour ) in the selection
of projects according to national economic profitability received considerable
attention from the Symposium., The Symposium recognized the existence of a multi-
plicity of objectives that international specialisation must serve: first, in-
crease in the total income of the group of nations ¥ending together to gain fromw
division of labour, second, equitable distribution of the gains ip total income,
vhich may conflict vith maximization of the total in the same way that the gcal of
{ncreasing the income of a specific region of a single country may reduce the
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national ircome from the level attainavle without specinl atten®icn t¢ the region

in juestion, trird, s me internal balance zust te maintaired in each economy, even
{f thie contlic+s with international specializaticr. (for example, nc ccuntry will
want to remain entirely agricultural regariless cf wvhat the Aictates cf internatioral
specialization might be). Tre Jympcsium recognized that the methcAclogy for taking
{nternational specialization intc aceount in the ~alculus Of raticral escomomic pro-
f{tability is in an embryccic state, and that incorporation of this leaideratum into
the formal criteria for project evaluation must avait further research.

g%, Management was recognized by the Syxposim 8 & critical leterminant of national
eccnomic as vell as commercial profitarility. The difficulties of incorporating
esaluatior. of the maragement proposed for alternative projects into the calculation
of either type of profitability were also recognized. ilternative forms cf manage-
rent were discussed, The value of management with previcus experience in conditions
similar to those that the nevw project will emcounter, suggested the desirability of
carefully selected foreign assistance comdbining foreigr technical and ranagerial
expertise with local entrepreneurship, at least in the early stages of nev ventures.
The high cost of foreign management and the interest of the developing countries in
developing their own cadres of managers make the training of domestic managers to
replace foreign ones desiravle both from the point of view of cogmercial profita-
bility and that of uational economic profitability. This factor, together with the
importance of emtrusting the conduct of the business to s management team, vhich
{ncludes adequate knovledge of local conditions and problems and has a significant
financial stake in the success of the project, wvere generally considered to mili-
tate against managing agency and turn-key arrangsments. The argument vas presented,
hovever, that locally-based managing agency firms, on the Indian model, could be
veluable in countries where local managerisl and entrepreneurial skills are scarce.

94, The members of the Symposium felt that research into the problem of management
evaluation should give special attemtion to +he choice of management systems with
particular reference to the varying needs of countries in Aifferent stages of de-
velopment. It wvas considered that the following studies should be undertaker:

(a) Collecticn and snalysis of exverience of management problems;

(k) Methods of apprsisal of managerial requiresents,

(¢) Methods of organizing the provision of management on sn internatiooal
vasis (glving dus regard tc the need for incentives to attract persoonel vith
special skills),

(d) Methods of selection of mansgement and of cendidates for management
tmm‘o

95. Skill requirements spart from managemect vere also considered by those at the

Symposium. The shortage of skilled vorkers was recognited as sn important limiting
factor to indusirislization, but one vhich cozmercial profitability can take into
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account only insofar as shortages of skilled perscnunel are reflected in wage dif-
ferentials. The need for governmental action tc ensure adejuate supplies of the
skills re,uired for carrying cut the objectives and targets emvcdied in over-all
plans was recognized, and optimism was expressed that .nput-cutput and other math-
ematical technigues could quantify skill reyuirements. This would permit project
evaluation to be founded upon realistic estimates of the inventcry .t Luman resources
availavle and thereby increase the relevance of the calculus c¢f rationel economic
profitability.

96. The Symposium felt that all these topics - choice of inter-temporal criteris,
treatment of uncertainty, location, inccrporetion of the desideratum of interna-
tional specialization into the calculus of national econoric profitability, the
evaluation of management, and skill patteirs - merit further research, In parti-z-
ular, the differences between the period ot recoupme.t and the present value cri-
teria ought to be examined and the relationship between the two clarified. The
measurezent of uncertainty and the nature of value judgements about the relative
social velue of higher average preference and lower risk, and the implications of
the relstionship between the two for choice among projects that differ in their
degree and kind of uncertainty ought to be explored, with a view to setting cpera-
tiopal criteria for dealing with uncertainty. The integration of international
specialization into the calculus of profitability should be studied in order to
separate the decisicns that must be mede at the level of over-all planning from the
decisions to be made at the level of project evaluation. Research intc evaluation
of mansgement should give special attention to the choice of management system with
particular reference to the varying needs of e-untries in different stages of de-
velopment. A useful first step would be the collection and analysis of actusl ex-
perience with various forms of management.

Survey of current practices and theories (agenda item B.lL.c)

97. The Symposium surveyed the theories and practices of industrial project eval-
uation adopted by both the centrally planned economies and the rarket economies.

98. Methods of investigations of investment effectiveress in centrally planned
econcuies have been graduslly refined as their economies get more and more intri-
cate. Starting from the evaluation of {ndustrial projects by means of partial
technical -economic indices, the methods have now evolved intc calculations by means
of synthetic indices. Parameters of these indices referring to technical period
of comstruction and exploitation of investment alternatives are calculated in such
a vay a8 to reflect approximately the significance of all these factors in relation
+0 the national ecomomy.

99. It uas recornended that the experience acquired by these countries in resolv-
ing seieral practical problems in the field of broadly-conceived effectiveness of
{nvestment would be of significant value to the developing countries.
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100. The investigations on the optimization of perspective plans by sector and by
branch of inatetry carried out in some cf these countries were discussed and their
value noted. The Symposium recognized that one of the basic problems of development
lies in the attainment of balanced growth for in@ividual branches of industry. In-
dividual projects should, therefore, be selected in conformity with this basic pre-
mise. ‘

10L. The mein rriteria used in industrial project evaluations in centrally-planned
economies are as follows:

(g) General strategy, location, ascertaining of resources and data require-
ments,

(b) Profitability: open static models are constructed using linear program-
ming and shadow prices, :

102. "The Temporary Methodology for Comparing Economic Efficiency of Capital In-
vestments in the CMFA Member Countries", which was circulated as information ma-

terial at the Symposium, sets out the general principles for making such calcula-
tions.

103. The Symposium also considered the practices of industrial project evaluation
in developed countries with market economies and surveyed the methods used for such
evaluations in both the private and public sectors.

10k, Tre methods used in the developed countries are, of course, related to the
objectives of the organization or sector. Broadly speaking, the private sector,

the main objective of which is to maximize profits, evaluates projects in terms

of their commercial profitability, on the other hand, there is an increasing ten-
dency for the public sector to evaluate projects in terms of their national economic
profitability by, inter alia, relating them to regional and national objectives.

105. It was noted from the literature presented that there is an increasing ten-
dency in the developed countries to use:

(a) Sensitivity and probubility enalyses to "measure” the uncertainty ssso-
ciated with a particular project;

(b) Discounting methods (primarily the internal rate of return and net pre-
sent value methods) to calculete the national or commercisl profitability of a

(¢) Input/output enalyses and linear programming to more accurately forecast
the data required for the evaluation of a project.




106, However, the literature revealed that thLere is still wide sczore ror inprove-
rent of the methods of industrial project evaluatiorn in the develcped c¢ountries
with market economies. C(ne of the major problems is concerned with the assessument
of uncertainty and its place in the evaluation of a project. This is iikely tc te
an even greater problem in the developing countries,

107. The Symposium noted that the experience of countries with centrally planued
economies and developed econcries was useful and relevant to develeping countries
and should be critically and selectively assimilated. However, the Symposiur em-
phasized the overriding importance in developing countries of reiating all indus-
trial projects to industrial priorities and estimating naticral eccu nic (refita-
bility with a view to applying the limited resources to maximum erfect t' r accel-
erated industrial development.

Pricing problems with special reference to
foreign exchange and foreign trade considerations
(agenda item B.S)

108. The problem of project evaluation must be looked at as emkracing two distinct
and eyually important problems:

(n) That of finding & satisfactory investment criterion which would take
into account both elements considered of utmost importance, i.e. the benefit and
cost streams generated by a given industrial project,

(b) That of finding the equilibrium prices for all the benefit and cost
items considered in the criterion, i.e. prices that would ejuilibrate a given de-
velopment programme.

wWhatever particular decision is made, the first problem affects seriously the second
(that of pricing) at least insofar as it determines the list of items tc be priced.

109. Since in any project evaluation the result depends both on the adopted cri-
terion formula and the way tke problem of pricing is solved, a kind of substitution
emerges between the actual shape of the formula and the price relation. This means
that starting from a given situation, it is feasible to obtain the sime result either
by changing the criterion formula, or by changing price relations. This fact shows
its significance especially when we have to deal .n practice with simplified for-
mulae and approximated quasi-equilibrium prices. 4Given a particular chosen shape

of the accounting formula, it is necessary to decide what value parameters are o

be used for project evaluation.

110. The most obvious possibility, which is still quite often met in practice,

would be to use for this purpose a set of market prices. But, in scrutinizing the
general shape of the accounting formula, it can be seen at once that the set of
actual market priceswuld not suffice even in the technical sense. For scme of the
independent variables (particularly on the benefit side), it is hard to find a murket




price at all (if, for example, one of the beriefit variabtles is improvement in health)
(ther variubles representing future cutlay or benefit would have to be valued, at
best, at scre expected future market prices. Moreover, it is commonly admitted that
nmarket yrices do not always give the proper indication of what the actual social
values «f the relevant benefits and sacrifices are, particularly in cases involving
substantial disproportions between the available amounts of various production fac-
tors and related guals., Yet, though current market prices are faulty, they cannot
te totally abolished or replsced, It does not mean, however, that current market
prices could not possibly be replaced, partislly at least, by some other set of
prices, specially constructed to provide a yardstick of long-term evaluetion of pro-
duction factors allocation,

111, There are two possible approacne.! to the problem of pricing in industrial
project eviluation: one nay be termed the computation approach and the other the
policy approach. The computation approach is predominantly concerned with the
techniques of computing the value parameters needed for meking decisions on invest-
rent choice, Elaboration of such technijyues means necessarily an exercise in
rodel-building for the optimization of plans (programmes). These techniques of
optimization permit an estimation of the actual socisl values of production factors
in the form of the so-called shadow prices. For instance, in terms of linear pro-
gramming, these prices represent a set of parameters of dual solutions to a given
over-all development prograrme. Thus, from the point of view of a given develop-
ment prograrne, the set of shadow prices represents the value parameters which ought
to be assigned to all the "sacrifices" (or 3imply factors, as the case may be), in
order to zive thie particular programme an optimum solution. Shadow prices show
the weight of each of the constraints of the given programme, and in this way they
show, in fact, the social values attached to each sacrifice item (or factor) within
the given programme. In showing the weights of the constraints, shadow prices can
also be interpreted in terms of showing the opportunity cost of each sacrifice,
alwvays given the development programme.

11c. DLepending on the type of the development programme and the objective function
chosen, shadow prices will acquire variocus economic meanings. Since shadow prices
vhich are used in the accounting formula are entirely dependent upon the type of
programme chosen for the purpuse of finding the optimum solution, it follows that
the degree »f aggregaticu »f shadow prices is also dependent upon the degree of
aggregntion of the progrsume in question. The use of a uniform, aggregated shadow
price can hardly mean a satisfactory solution to the problem of pricing in indus-
trisl project evaluation. 1If this shadow price is used in combination with market
prices, the ultimate effect 1s difficult to predict, it may happen that the use of
market prices offsets the benefits of using shadow prices derived from an sggregated
programmze. Since it seens impossible, for various reasons, to build a detailed
prograzme (e.g. inadequate information, inability of processing the information,
etc.), the value parameters vhich reflect a certain development programme are in
actual practice, nothing more than approximations of the ideal shadow prices derived
frcm a perfect over-all progrexme. In order to make a distinction between these




approximated value parameters derived from actual practice ard those derived frow
an ldeal model, it was found convenient to denote the former as accounting prices,

while reserving the terw 'shadow prices" for the latter.

113, There seew to te two maln features to the actual methods of computing account-
ing prices as approximation of shadow prices. Cne is that accounting prices are de-
rived from what may be called partial solutions. The other is that they represent
aggregatlive value parameters. This opens a broad range of possibilities and dilemras
for planners. First, they face the problem of choosing one of the many conceivable
approaches in a given situation, and second, how far to go in the refinerent of a
would-be-applied method.

114, 48 to procedure, some rationalization - stemming from the practical experience -
wight be observed 1n the behaviour of the planning asuthorities with respect to the
computation of accounting prices. For example, as a rule, pleanners using accounting
prices are anxious to compute the prices of tae fuctors which are manifestly in
shortuge. Some countries are interested in finding out how to estimate the right
rate of forelgn exchange, others care first of all for the caplital interest rate,
and still others are primerily concerned about wage rates. It was obvious for all
participants that the adequacy of each of these approaches depends on the current
economic situation ard the way of viewing the present and future development of a
given economy. This outlook of the economy may also be expressed in the choice of
time horizon as a basis for the computation of accounting prices.

115. There i8 a close relationship between the institutional framework and the
"choice process" of approximate accounting pricee. For instance, in a mixed economy
an accounting price of a given factor can be selected out of a set of actual prices.
Cn the other hand, a centrally planned economy by necessity (arising from a uniform
price rule) requires the derivation of accounting prices from some sort of an eco-
nomic model.

116. Since the computation approach leads, at best, to finding better or worse
wathods for making better or worse, but, as a rule, rather crude arproximations,

the policy approach vecomes all the more important and perheps it w.uld deserve even
more attention than the former one. The policy approach implies that the economy-wide
application of accounting prices requires the creation of a suitable information and
inducement mechanism, which would be able to bring in line all the investment de-
cisions of various levels, The actual shape of such a mechanism depends largely

upon the institutional set-up.

117. In any economic system, provided only that a Central Planning Board does exist
and does elaborate a certain strategy of development, attempts must be made by the
Board to affect efficiently the decisions of individual decision-makers by:

(g) Giving them enough information as to what they ought to chocse in order
to make their decisions consistent with the over-all strategy, and

(E) Persuading them to use this information in their investment decisions in
the socially desirable way.
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The existing investment institutional set-ups differ in the (_a._) available, (_‘t_)) ne-~
cessary, and (t_:_) employment measures and instruments of performing the informational
and inducement tasks. /4n extensive programme of research, preferably carried out
by an international organization, is therefcre needed, in order to provide developing
countries with adequate policy instruments as regards an efficient inducement mech-
anism.

118. in view of the prevailing economic situation in most of the developing countries,
the problem of arriving at an appropriate accounting price of foreign exchange called
for special attention in the discussion. Simplified criteria emrhasizing the foreign
exchange savings of export promotion or import substitution projects were discussed.
One of the techniques distinguishes between the foreign and locel components in the
costs structure of the project and then measures the savings of the foreign compon-
ents (compared with an accepted international price) in terms of the total domestic
resource necessary to bring about this saving. In computing the benefits of each
project (in terms of foreign exchange earned either through export or import sub-
stitution), it is possible to use either market prices or, vhere there sre imperfec-
tions in the market prices, accounting prices or some approximation of it.

119. It was recommended that developing countries, in the evaluation of the export
promoting or import substituting projects, should use techniques of the type des-
crived above, since this is possible even without having perfect input-output data
or precise and accurate shadow prices,

120. It was further recommended that developing countries include this type of an-
alysis in their evaluation of industrial projects, so that their development will be
aimed, among other considerations, at reaching the optimal savings in foreign ex-
change either through import substitution or, where there is a distinct comparative
advantage, through export promotion.

121. It is believed that this type of analysis, once used, will foster international
trade and enable each country to concentrate on those industries vhere the net savings
in the foreign exchange would be the highest in terms of local costs and would lead
to an optimal development of industry, which will improve the balance of payments of
the country.

122, It was recommended that the United Nations disseminate these and similar tech-
niques of evaluating industries from the point of view of foreign exchange savings.
This could te achieved through the organization and hol¢ing of seminars and through
assistance to the developing countries in the elaboration and clarification of these
techniques.

Appraisal of financial aspects (agenda item B.6)

123, Sound financial plamning of the proposed enterprise is impossible unless there
18 equally good planning of facilities, production, sales, etc., that is, planning of
the entire construction and opersting programme of the new enterprise, since it re-
presents the translstion of this progremme into monetary terms. ‘
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124. There are at least four important reasons for financial rorecasting beirg done
as carefully and in a8 detailed a manner as possible, Financial estimates provide
the raw materials for assessing commercial profitability and national economic pro-
fitability of the proposed enterprise. Second, effective financial forecasting pro-
vides the basis ftor decisions on h'w to firance the enterprise. Third, the finarncial
forecast has a great potential value as a controlling device. By rcwparis-n of actual
figures as they develop with those originally forecast for critical items, mana;gement
can take timely note of developing deviations from the planned positions and can take
timely measures before the situation becomes unmanageable. ¥inally, un eftective
Job of forecasting financial needs will help a great deal in gaining the confldence
of the development financing agency or uther potential investors in the enterprise.

125, It wes found thet financial reeds were fregjuently underestimated by the sponsors
of industrial proJjects in developing countries. The serivus underestirate of ftinan-
cial needs results in unduly high figures of commercial profitability and national
economic profitability of the proposed enterprise, which may represent rmalallocation
of resources. Underestimation of reyuirements in the simplest form can lead to the
enterprise's running out of money and credit and collapsing before the inherent merits
of the project have had a chance tc show themselves. It may also lead to subsejuent
stringencies resulting in efforts to economize on important ejuipment or other facil-
ities, vhich may seriously hendicep the development of the enterprise. Cu the other
hand, an over-estimate of the potential financing requirements could sc unduly de-
press commercial profitability and national economic prcfitability of the jroject
that it could be prematurely and unnecessarily abandoned. In other cases, an
over-estimate of financial needs can mean over-capitalization, which represents
wastage of valuable financial resources. It is for these reasons that the scrutiny
of finencial planning of the proposed enterprise acyuires an exceptional importance
in project appraisal.

126, The projected balance sheet method and the cash flow fcrecast method represent
two techniques of organizing projections of financial requirements. The former re-
presents a comparative statistics giving a picture of key balance sheet items at two
different points of time without reflecting the needs that may arise in the interiu.
The latter is essentially & tabulation of the plans cf the enterprise in terms of the
impact of the receipts and expenditures of cash in future periods. A good set of
financial forecasts should include both project balance sheets as of the month-end
and cash forecasts detailed by monthly periods for the similar span of time. 4p-
praisal of these estimates requires for each proposed project, careful consideration
of (_a_) determinants of the investment of fixed assets, inventory needs (including
raw materials, work-in-process, inventories and finished goods ) and receivables,

(b) determinants of the need for cash balances, (c) sources of funds ("spontauneous”
sources of credit or accrued liabilities, negotiated credit and eyuity investment ),
and (4) tebulation of cash flows of receipts (e.g. sales, receivable arising out of
sales, sales of securities, etc.) and cash flows of expenditure (e.g. outlays for
fixed assets, wages, rent, taxes, dividends, etc.) made under the cash flow forecast
method.
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127. Inadequate emphasis on the process of project financial plarning by sponsors,
shortage of skilled and adequately experienced personnel in this field, widespread
tendency towards underestimation of financial needs, failure of projections to re-
flect distinctive circumstances of the particular project and failure to provide
sufficient uncommitted reserves are among the chief weaknesses in financial planning
of the proposed projects in developing countries. In view of the great importance of
finencial planning, an evaluating agency may profitably assist sponsors of a project
in the development of detailed financial forecasts.




IV. FOLLOW-UF AND OUPLFVILICN CF INDULTHEI L FROJLCT

Follow-up of approved projects (agenda item c.7)

128. The Symposium considered the suk ject of follow-up »f tihe imlementation of
industrial projects. This activity is to te regarded as an element in e con-
tinuous process of identifying, formuleting, appraising and impleweuting = project,
but its importance has perhaps not hitherio been fully appreciated. hile It haw
the obvious function of ensuring that the project follows approved lines, it Las

a pumber of other valualle results, the importance of which needs io te putliclzed.

12G. It was recognized that because of changing conditious, no project is likely
to follow forecasts exactly. For this and other reuscns, follow-up should result
in a continuous, limited re-appraisal of the project in Lhe course of fmrlenentaticn
This will enatle the examining institution to assess and revise ithe validity of Llhe
assumptions and appraisal msethods used during evaluatinon . It will also provide
{nformation about the industrial effectiveness of the project. A tool which has
interesting possibilities for smooth and comstructive follow-up 15 a network
implementation plan created during the preparation and evaluation of the project,

as referred to in paragraph 65 above.

130. Since the development agency has a profound interest in successful develop-
ment, it should, without interfering with the entrepreneur's freedom and responsi-
bility for menaging the project, take early action to convince the management that
thelr relation is one of long-term partnership. Regular reporting by the manage-
ment 1s a fundamental need, which should be supplemented ty the establishment of

a good working relationship at a personal level. The development ugency can achieve
this latter objective either by appointing a nominee director to the toard of the
project, or bysending a representative to visit the project pericdically. I
addition, top-level personal discussions should take place as the occasion permits.

131. Follow-up activity conducted on these lines will help secure timely detection
and correction of short-comings or danger for the project, and should ensure con-
tinued, committed support for the project ou the part cf the develupment agency.

In some countries, several bodies and orgenizations concerned with supervision,
control, planning and evalustion of developmeut projects may call for repor<ts from
management. The Symposium recoguized the problem of evolving a system whien could
satisfy all such organs without involving the management in compiling repetitive
reports in different forms. :

132. Attention was drawn to the fact that follow-up study of the commercial per-
formance of & project was not necessarily a valid guide to its success 1r achleving
the nat’onal economic objectives that nay have Leen expected from it and the need
for further study of thie question was recognized. Moreover, exceptional liocal
conditions, especially in regard to develcping countries, may enable a vroject to
meke profits, although technically inefficient when related to certain accepted
standards. Tn this respect, it was suggested that follow-up agencles should de-
vote increesing attention to the need for giving tecrnical and administrative assic-
tance to projects under exceptional conditiocns, even whern they are conmercially
profitable. The problems of achieving this ot jective in a marke: ecomnmy however,
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were recognized s well as the danger which might offect .he management's
inlependence

1,,. The existence of machinery in the development agency for follow-up work 1is
vitul, bui opinion differs atout whether or not this should te lccated in the pro-
Ject divisicn itself. UWhile this 1is bound to be affected bty local conditions and
avallable manpower, it was felt that a study of this and certain other related
questisns could be valuable.

134. kecognizing the beneficial couseguences that follow-up has for the project,
the financial participants and the nation, the Symposium recommended that:

(g) The proposed manual should emphasize the importance of implementation
of projects being accompanied by adequate and balanced follow-up activity,

(b) The manual should present recommendations on the degree of intensity
of follow-up activity to be adopted in different cases with a description of the
commonly accepted objectives and technigues; and it should put forward specimen
forms designed, among other things, to minimize the burden on the project manage-
ment wvhen it has to make follow-up reports to several institutions,

(c) The feedback results should be studied, both as regards working methods
and bvaslc assumy tions and the measurement of industrial effectiveness in different
industries attainable through follow-up activity. Methods of maximizing these
effects should be examined with & view to amalgamating them Into generalized data
which evaluating agencies could use as a basis for formulating national norms;

((_1_) A study of follow-up practices under various differert economic systems
should be made with a view to bringlng out their commcn features and differences.
It should also examine:

(1) 'he problem of combining the assessment of commercial profitability
achieved with the assessment of non-commercial national ecomomic
obJectives, and

(11) The extent to which dewiélopment or financial asgencies can vene-
ficially seek to improve the efficiency of the project to be
followed up through supporting services or activities of a different
nature,




7. JMJEVLY CF COUNTEFY D30 <IN

Review Jf indusirinl jroject evaluation
in developin, countries (agendn item L )

Country cxperience (agenda item D-% 7)

135. The account of country experience in industrial project evalaation included

a survey of the organizational framework svailatle for yrcject evaluation irn the
various countries, a description of thedifferent criteri: used, and, in jreater ur
lesser detail, the technigues adopted in their application  There wug peucrcl
agreement that the proper evaluation and selection of projecces were of fundamentinl
importance in development prlanning and, therefore, that ithe developing countriec,
in particular, needed tc improve their machinery for projecu evaluntion &g well ¢
to refine their methcd and practice in project analysis and selection.

136. The organization generally svailsble for evaluation and selection of projects
consisted of the Government machinery for planning and promotion of industry, on
the one hand, and the banking and financing institutions on the other. The quality
and adequacy of these agencies for project eveluation in the different countries
varied in proportion to their state of development .

137. 1In almost all participating countries, the machinery for national planning

nad teen established. While in most countries there existed a national framework

of plan priorities and development goals within which individual projects were
developed and evaluated, msny countries are still faced with prorlems of project
evaluation arising out of the absence of such & national framework. The close
dependence of project evaluation on integrated national plamnning was most evident

{n the centrally planned econcmies, while in the economies where industrial growth
was predominantly in the private sector, broad sectoral goals and gcuidelines pro-
vided the framework of industrial development comtined, ir some cases, with licernsing
procedures and industrial incentives within which individual projects were analysed
and financed. It appeared, however, On the whole, that the creation of the organiza-
tion for detailed project evaluation as part of the planning process should recelve
closer attention in most of the developing countries.

138. The financing institutions, which included development financing institutions
and coumercir~l banks, were one of the principal agencles of project evaluation,
particularly in countries in which the private sector was responsible for & suk-
stantial portion of the industrial gsector, and also in one centrally planned but
highly jecentralized economy. Some of these countries had developed a well-
integrated network of financing instituticas which operated effectively for the
evaluation and financing of individual industrial enterprises. GSome of these
financing institutions hed even adopted measures to promcte and s;.CnSOr rrojects
for investment when such projects were regarded as desirable in the national interest.
while there was agreement that such e dual function may le necessary iu the initial
stages of industrial growth in developing countries, it was felt that project
development and project evaluation should ideally bte the functions of separate
organizations as the exercise of such a dual function would lend 4o endanger the
objectivity of the evaluation.
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L3, My of wre Gevellplne ecurtriec deverd lurcely ~r forei.r consultants for
the ev - lotuion o irdivilual ro ecers, since the ckills ¢~ assess the techno-
economisz fescitility -f projecte nove uc yet Lo bLe developed in tiese countries.
Therefore, tic reed for tiaese countriec o develnp the range of skills specific co
feusivrilioy otudies nrd evalusziion ~¢ industrial progjects, whici. irnclude the siills
of the cechnologls., cecountant, ecrnomist, and manager, cannotl te over-stressed.
Furthermcre, the efficocy and usefulresce »f project eveluation depend not cnly »n
trie availetility cf gualified staff, tut 2lso on the machinery for collecting cnd
rrocessin_ the stailstical data that 1s required. It was felt thot in most develop-
ing courtries, the paucity cf statiscical information and the unreliability of
availatle informutlon was militaled apainst sound project evaluation.

140. Most countiies ~rplied toth the criceria of nationcl economic profitability,
as well 2e chose of cormercial profitobilicy in evaluating their industrial in-
vectmencs  In the develoring countrices in which criteri: of commercial profitatility
itad origincily teen followed without re_erd to the overriding needs of the nationel
economy, industrinl growth hod Leen untalanced in character, and had even aggravated
some of the basic economic problems of these countries, such as the balance of
reyments In applying the criteria of national economic profitability, special
emphasis was normally given t. the capacity of the investment to improve the talance
of paymenis and yenerate earnings or savings in foreign exchange. Among the other
eriteria vhich had received priority were the capacity of the project to generate
employment, its contribution to the national income, its ~ontribution to balanced
regional growch within the natlonal economy, [ts capacity to maximize the use of
indigenous raw materials and resources, and its capacity to stimulate and sustain
further industrial growth. In this respect emphasis was pnlaced on the need to pay
closer attention to the incommensuratle btenefit factors in project evaluation, which
was felt particulerly in the initial stages of development, and to identify those
characteristics of an industrial project which contribute to industrial growth,
which ernhance the level of technology, and act as ariginating points for a sustained
process of industrialization. Imn regard to the experience of many developing
countries in implementing programmes of import substitution, there was general
agreement in line wich what was said in paragraph 51, that import substitution
should receive some priority iu the first phase of industrialization, with the
recognition that (angers were inherent in giving it exclusive priority. Such a
process of industrizlization is often besed on light consumer industries. The level
of technology that goes with it is comparatively low and seldom provides a base for
further industrialization. Moreover, local production of consumer goods frequently
leads to undesireble expansion of demand and ultimately, as was stated before, to
growth 1in imports.

141 The approach in project evaluation evolved in developed countries needed to

be modified in countries where the inlustrial sector has yet to be developed. For
instance, it would bte sometimes unrealistic to make an evaluation on “he bcitis of

an individual project, since, as is frequently the case, a group of related projects
have to be developed to ersure the efficiency of the individual investment as it
acquired its economic viability in a complex of co-ordinated investment. A dynamic
approach to project evaluation would also have to examine markets in relation to

nev perspectives, including the dormestic perspective created by a growing economy,

as well as the international perspective creeted by the possibilities of the division
of larour and economic integration at an international level. There is =21so the
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need to create marsets v oint verture tetveen countries, s vell e Trndust
trancs agreemernts cetweer cohatries descrired (y tie Iritadl ¥ i v "onfererce on
irade -rd Teveloprment, wiish would nlter the normel marret i 2o b€

>f irndividual projects. Jertzin grours of countries wiich wereed witiin tie e
worz of coumcn marrets, and policies of ecouomic iutegor=il-p. plucet tie ovabnation
of tneir investments ir that {ramewor:s.

142, The techniques eumployed in the application of the criteriw varied ir o voatis-
tication wccording to the rature ot the economy and the level »of deveiopment . LU
countries where central planning was adopted, elatorate methedclories, together
with a wide variecy of indices, were employed for calculaiing the efficiercy «f the
irvestmenis. In developing countries with a mixed or morzet econcri, the iechri ues
adopted were simpler ard the indices used were fewer. Tre ototistical irtor tiom
availslle in these countries aud, in scme instances, the naswure N7 the o Pnrcin
process itself in their presert scage of developmert did not easily lend thLemsclies
to more complex methcdologies. Eowever, it was recognized thot the irtrcduction »f
more reliatle methods znd more precise instruments for the intensive analysic »f
projects, as well as the measurement of their impact on the total econcmy, kad to
ve expedited in these countries.

143. Finally, attention must te drawn to the frequent disparities in many develop-
ing countries tetween the rroject as evaluated ard the project as implemented nud
operated. This is attrituted, among other factors, to the ubsence of coumpretersive
statistical data and to failures in implementation and follow-up, which indicated
the need for greater control of project implementatiocn, as well as the systematic
evaluatior. of the performance of projects iun operaticn.

Case studies (agenda item L.8.%)

144. 1In general, many developing countries have had a gocd deal ot experieuce in
the implementation of industrial projects. Many case studies were reported and
discussed, among these were large, medium and small enteryprises in the pulblic nus
well as the private sector. The sukject matter of these case studies dealt with
experiernces in project evaluatior for power plarts, steel mill foundries, cemernt
mills, automectiles and ship repair serviceg, ctc.

145. Generslly, projects were concelved amd {nplemented in acccrdance with the
national economic strategy or plan, and priority was given to raticnal econcmic
profitability in the eraluation and implementation of rrojects.
146. Among the particular difficulties stresscd werve the rollowing :

(a) Changes and uncertainty of technology,

(b) Shortage of siilled workers;

(¢) Shortage of efficient menagement teams,

(d) Shortage of financial support,

(e) Faucity and uncertainty of statisiical data.
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147. In so far as there was a common theme through cthe various case studies, the
following general points were made:

(g) Satisfactory execution of planned and analysed projects 1s of central
importance;

(P) Froject parameters must bte tased on reliable data, although in developing
countries such data is either unavailatle cr incomplete, :

(¢) Because of the latter, and because national economies are generally
under-developed, the general criteria used in deciding en optimum size should not
be the same as those criteria used in developed economies; |

(Q) It 18 necessary to attempt to draw up & priority list in those countries
with scarce rawv materials and foreign exchange, otherwise the simultaneous or une
planned decision to carry on several projects may have the effect of provoking

bottle-necks in ottaining raw materials and foreign exchange, thus causing delay
or abandonment of certain projects;

(e) The experience galned by a project analysis staff is useful for the
E evaluation and implementation of future projects The follow-up stage is partic-
L ularly important and must allow for correction of errors, over-estimates, etc.,
5 and for a look in retrospect of the various factors affecting policy decisions;

({) Factors governing site location comprise technical, economic and region-
al considerations such as:

(1) Aveilability of water, power and other services;
(11) Transport econcmics,

(111) Regional development.

d (E) The necessity for proper site investigation was stressed, perticularly
A vhere large capital investment was being considered for large units of plant and
equipment; ;

(E) ne of the criteria used on plent layout should bte ease of expansiocn,

since in certain projects the success of the initial stage often justifies ex-
pansion of productive capacity;

(3) The necessity for a thorough investigation of the social aspects of the
effects of the project. This involves not only the more ifmmediate problems, such
as availability of labour force, etc., but also those secondary effects of the pro-
Ject, such as the need for relocating houses, immigration to project site, etc.;

(Q} It is important that technical and managerial personnel of the developing
country work with the foreign agencies or consultants during both the planning and
construction phases so that some experience of the work is thereby kept within the

country. 1In this way, foreign consultants can also be well-advised of local
conditions;
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(k) Construction of the prcject should suit the meeds of thre levelorpivg countiy

(1) Vhere foreign consultants sr companies are re-aired .o rarticular pro- |
Jects and wish to tender for the ccusiruction of the preject, advice from independernt

consultants should alsc be sough: - possibly the latter can check the work uf the |
former;

(E) Where feasible, the local company oF agency should act as liaison between
the foreign contractor and local suppliers of building material and machinery. In
this way, the local sub-contractor is vetier advised om the specific needs of the
contractor and his requirements. If such a contract is yroperly handled, the side
effects can be important for local manufacturers,

(B) Co-ordination and co-operation between the foreign contractor and con-
sultant and the local compeny or agency should te written into the tender contract.
Such a procedure of co-operation, though more complicated, difficult and perhaps
risky, is healthier as it prevents permanent dependence on foreign expertise;

(2) The developing country through its agencies should clearly formulate its
objectives and provision should be made for emergencies. The system of control
should allow for a fair degree of flexibility and a system of arbitration should
also be agreed upon for settling disagreements;

() In resolving these problems, the United Nations could be of valuatle
help to developing countries through its technical assistance programmes. Farticular
atiention should therefore be given to the research of the particular needs and the

promotion of requests for respective assistance in these aspects of industrial pro-
Ject evaluation.
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+GEXDA /KD PROGRAMME

I. igenda
Prelimipary steps in setting up industrial projects

1. Relation of project to the genersl strategy of industrial developaent

2. Essential elements in the preparation of industrial projects

3¢ Mequirements of data and other information for » And institutional aspects
of, industrial project evaluation

Considerations in evaluation of industrisl projects

k. Criteria for industrial project evaluation
a) Commercial profitability and nationmsl economic profitability
b) Other criteria (linkage considerstions, skill formation, composite
Gﬂ“ul, .tco)
(¢) Survey of current practices and theories in the field of industrial
project evaluation
3 Pricing problems vith special reference to foreign exchange and foreign
trade considerations
6. Appraisal of financial sspects

Pollov-up and supervision of industrial projects
7. Peollovewp of approved projects

Survey of cowtry experience - .

8. Reviev of industrisl project evaluatios {n developing countries

; Country experience
Case studies




II. Progame

Meeting Place: Valdstein Palace

Mondey, 11 October 1965

9.%0 - 12.% - Registration of participauts
14.% - 17.% - Address of welcoiie by Mr, Jan Piller,
Deruty Prime Miniuter and President of the
State Commission f>r Investment of the
Government of the Czechoslovak Socialist
Republic
- Statement by the Director of the Symposium

- Message from the United Nations Commissioner
for Industrial Development

- Message from the United Nations Commissioner
for Technical Assistance

- Election of Chairman of the Symposium

- Opening Address by the Chairman of the
Symposium

- Adoption of Apenda

- Election of other office bearers

Tuesday, 12 October iﬁz
9-” . 120” - A, elimina L 8 in "tm
industrial projects
- l. BRelation of projects to the general
strategy of industrial development -
14.%0 - 17.% | o - 2. Essential elements in the preparation

of industria) projects
19.% ' - Reception by the Deputy Frime Minister and

the President of the State Commission for
Investment

- 5% .




Wedneaday, 13 Octcber 1965
9.30 - 12.,%

15.? - 176§

9.30 « 12,8, 14,50 - 17. 90
Priday, 13 Octod: ;965
9.3 - 12.%

Afternoon

Seturday, 16 October 1963

Morn'‘ng and Aftemncon
17 October 1

Mooday, 1B October 1965

9.” - 120”3 :‘0” - t?’”

A.3. Requirements of dsta and other
inforzation for, and institutionsl
aspects of, industrial prcject
evaluation

D. turvey of country exparience

8. Meviev of industrial project eval-
uation in developing countries

(8) Country experience

8. (g) Cowntry experience

Wﬁtﬁmmum,mm’
mermmmpmmm-by
the chilef architect of Prague

"

7':;7,;;,“1:15}“ S ik

b. Lriteris for industrial project
ovaluation

(a) Commercial profitadility and
national economic profitsdility




Tuesday, 10 October 1965

Ge30 - 12,30, 14.3%0 - 17.% - b, (a) Commercisl profitability and
national economic profitability
(coatinued)

Wedneslay, 20 Octoder 1365

90% - 12.30,. 1“.% - 1?&” - 16. (E) Other criteria (link&g‘ con -
siderations, skill formation,
composite criteris, etc.)

Thursday, 21 Octoder 1965
9.350 « 12.%0 - b, (b) Other eriteria (linkage cou-
siderations, skill formation,
composite criteria, eta,)
(concluded )
tHh.% - 17.% - Qrow I: Dscussion vith the Represen-
tative of the Czechoslovakian
State Commission for Investment
and State Planning Commisaion
Group II: Dircussion with the Rep. “en-
tative of state design organ-
izations of Czechoslovakis
9.%0 - 12.% : . b. (¢) Survey of current practices and
. theories in the field of indus-
trial project evaluation
14.%0 - 17.% = Orow I: Discussions with the Represen-

tatives of state design orgar-
izations of Csechoslovakia

Orowp II: Piscussions vith the Represen-
tatives of the Czechoslovakian
State Commission for Investment
aud State Planning Commissio.,

9.30 - 12.% - b. (g) Burvey of current practices snd
theories in the field of indus-
trial project evaluation (concluded)

18.30 - 17.% - 5. Pricing problems with special refer-

ence to foreign exchenge and foreign
trade considerations
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Sunday, 24 October 1965

Monday, 25 October 1965
9*30 - 12-39; 150% - 17'”

Tuesday, 26 October 1965
Vedn Octo 1

Thursday, 28 Octobver 1@2

9.& - lacw
lhcm - 17050

Priday, 29 October 1965
9-39 - 12*59,

Day-long visit to the site of multi-purpose
project on the river Vitava

B.5. Pricing problems with special ref-
erence to foreign exchsnge and foreign
trade considerations

Day-long visit 10 the porcelain factory in
Karlovy Vary followving discussions vith the
desigo organizations

Meturn trip from Karlovy Vary including
visit %o the region of western Bohemis

B.6. Appraisal of financial aspects

C. !ollov-? and supervision of taﬁunt_:_'&

7. PYollow-up of mpproved projects

Tntroduction of Symposium Report
Adoption of Symposius Report




ARNEX II
ORGANIZATION OF THE SYMPOSIUM

Le over ll " .
0 n_'r;m = Professor 014¥ ch Stridal

e for four ma 1:.
sgcda iteus

A+ Prelizinary steps in
setting up industrisl
projects Mr. Augusto Millen Ursia

B. Considerstions in
evaluation of indus-
trial projects Mr. Momdilo Pejovid

C. Pollow-up and super-
vision of industrial

projects Mr. Abmed E1 Pardary
D. Survey of country
experience Mr. 8.D. Joshi
3. Punels for gu

(C » Consultants, R * Regporteur

and M % Members)

A.l. BRelation of projects to 1. Mr. o 7. de Pigueiredo (C)
the geoerul strategy for 2. Mr, JQeorge 4. Patoye (R)
industrisl develojeent 5. Mr. Ivan Ivanov (M)

k. Mr. L. Skebinski (M)
5. Mr. André Buybrechts (M)
6. Mr. Zoltan Roman (M)

ho.c. Essential elements in le Mp. X.C, Mittra (C)
the prepa: \tion of 2. Mr. XK. Scmbatsiri (R)
industrial projects 3. Mr. M.i. Figueras Perex ‘M)

ho Mr. W. Krebs (H)

50 ur. M- Chins (M)

6. Mr. E.F.C. Fernaudc (M)
T« Mr. Pranz Latus (M)

8. Mr. Uberto Tedeschi (M)
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skill formation, com-
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in the field of indus-
trial project evalua-
tion
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adpects
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. K.C. Mittra (C)
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M. Ostrovski (C)
8.B. Akgur (R)

M. Cuoha da Silva (M)
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8. Visrsm (R)
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C. Alipas Alcasar (M)
K.T. Parekh (M) ,




L.8. (a) Country experience

D.8. {_E_} Case studies
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Samir Kawar (M)
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B. Berkoff (M)
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V.A. Richardson (R)
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ANNEX III

LIAISCN OFFICER AND ORGANIZING COMMITTEE
‘ OF THE
GOVERNMENT OF THE CZECHOSLOVAK SCCIALIST REPUBLIC

Liaison Cfficer

Mra Zd‘m D\u“pekt, Ingo ‘

Cuief Architect, Town and Country Planning Cepartment
Research Institute for Building and Architecture
Letenskd 3

Prague 1 - Mald Strana

Orggaizigﬁ" Coumittee
Head of the Committee

Mr. JiFf Bur¥fk, Ing.
Head of the Department of Industry

Research Institute for Building and Architecture
Letenskd 3
Prague 1 - Mald Strana

Members

Mrs. Libule Hrulkovd

Department of Scientific and Technical Information
Research Institute for Building and Architecture
Letenskd 3

Prague 1 - Mald Strana

Mrs. Olga Johodovd

Department of Economics and Finance

Research Institute for Puilding and Architecture
Letenskd 3

Prague 1 - Mald Strana

Mr. Jaroslav Karlovsky

Head of the Department of Economics and Finance
Institute for Standardization

Perlova 1

Prague 1

Mr. Emilian Konoplisky
Research Worker

Institute for Standardization
Perlova 1

Prague 1




Mrs, Vé&ra Loulovd

Department of International Relations
State Commission for Investment
Politickych veziiu 11

Prague 1

Mr. Vladimir Matéjka

Secretary of Advisory Department for Mechanization
and Automation of Engineering

Véclavské ném 55

Prague 1

Mr. Josef M¥¥tdnek

Head of the Department of Economics and Pinance
Research Institute for Building and Architecture
Letenskd 3

Prague 1 - Mald Strena

ur: Ltdilllv &hn, Incg

Research Worker, Departmant of Industry,
Ressarch Institute for Building and Architecture
Letensd 3

Prague 1 - Mald Strana

Mr. Ji¥ Turek, Ing.

Research Worker

Research Institute for Mcchanizstions and Automation
of Production of Building Parts and Structures

Jungmannovo ném 8

Pragus 1 ‘




ANNEX IV

LIST OF PARTICIPANTS

A, Fellow partic}pmta

Ccuntg

Argentina

Bolivia
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Bulgaria
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Colombia

Name

J.L. Viettd

C. Alipaz Alcazar

N, Cunba de Silva

1.6, Ivanov

G. Qunatilleke

A. Mllin Ursda
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Position

Adviser in Industrial
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sent Company

Scientific Research
Economic Institute

Assistant Secretary
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ANNEX V

ADDRESS OF MR, JAN PILL:R, DIPUTY PRIM: MINISTEK
AND CHAIRMAN OF THE ST..TE COMMISSICN FOR INVESTMENT

Ladies and gentlemen, comrades,

The Government of the Czechoslovak Socialist Republic was pleased by
the initiative of the Centre for Industrial Development of the United Nations
to organize the Inter-regional Symposium on Industrial Project Evaluation,

and entrusted me to welcome you on its behalf in the spirit of our tradition.
al hospitality.

The issues chosen as topics of discussion centre around the complicated
process of industrialization as a necessary prerequisite for the growth of
the cultural and living standards of the people. This is a very difficult
and important queation. Consequently, we appreciate the initiative of the
Centre for Industrial Development of the United Nations in organizing a mu-
tual exchange of experience to try to avoid errors and ristukes in the field
of capital comstruction which have occurred in various countries,

As a member country of the United Nations we consider this action a cone
crete step towards realization of the resolutions of the Committee for Induse
trial Development of the Economic and Social Council, aimed .t lLe_ping the
ocountries embe king upon the road towards industrialization.

We consider it our duty, arising not only from our membership in the
United Bations, but also from our heartfelt sympathies to the developing
countries, to place all of our experience acquired in the process of our own
industrislization, at their disposal.

After 1iberstion, our country inherited an industry which was not pre-
portionately balanced, did not answer our requirements and vas far from en-
suring the standard of living ve vanted to sscure for our working people.
Much bas becn done in that respect alresdy. I believe, as one of the partici-
pants of this Symposium, that we shall have the opporiunity to enrich our
knovledge by the experience of other member countries.

Dear friends, allov me %0 stress particularly the fsct that a success.
ful solution of long-term industrialization problems necessitutes a peaceful
coexistence uf all nations regardless of their social system and ricial Dack.
ground

Mutual understanding, personal contacts and exchange of experience are,
as ve see it, the best way towards creating friendly relations not only be.
tween individuals but also between nations.

The enthusiasm for a technical solution of high-level problems creates

fim bonds of mutual appreciation and respect in spite of difference of opi.
nion.
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From its experience acquired in creating a socialist society
Czechoslovakia has come to respect the endeavours of all countries to utilize
the abilities and skills of their peoples y to develop and explore their own
natural resources to the benefit of their nations, and to ensure their well-
being in the future. As the host country we shall do our best to put at your
disposal all our experience in the rield in whiéh You are interested. You
vill have the opportunity to discuss the forms and techniques of our work
vith our experts and to examine them thoroughly. In doing so we would like
to give life to the aims of the discussion which Mr. Abdel-Rahmen had in
Prague in the summer of 1964, in his capacity as a United Nations Commissione
er for Industrisl Development, with our Government on the prodlems of the or-
ganization and purposes of the Symposium.

Ladies and gentlezen, comrades, this country is said to have cordial,
hospitable and sincere pecple. We hope you vill find some time to confira
these qualities.

Once again I vish you great success in your exacting work and persomal-
ulu&motmnﬂumtawumcmtq,ma,uhop,num-
tridute to friendly uht&mammocmﬂle




ANNEX VI

ADDR.:SS BY THE DIRECTOR OF THE SYMPOSIUM

Mr. Deputy Prime Minister, Mr. Kurka, Mr.Schejbal and Mr. Dudas, distin-
guished participants and observers, ladies and gentlemen,

It is an honour and a pleasure for me to express our sincere thanks and
appreciation for the efficient help and generous hospitality extended by our
host - the Government of the Czechoslovak Socialist Republic. We are particu-
larly fortunate that it was possible for us to hold this gathering in this
beautiful, old, golden city of Prague, vhich displays not only a variety of
cultural and historical monuments of its glorious past but also reflects a
high level of up-to-date achievements in cultural, social, economic and parti-
cularly industrial development, It seems to me that there could be no better
place for a comprehensive exchange of experience and which would be more appro -
priate for creating a stimulating working atmosphere than this noble Valdstejn
Palace. Indeed, a serene working atmo chere is needed for scrutinizing pro-
blems of a complexity such as we have 210sen to deal with at thies Symposium.

There is no longer any substantial controversy about the fact that a
systematic and rigorous examination of the allocation of available resources
is indispensable for the formulation of projects which would constitute a
steady basis for an accelersted pace of industrial development. However,
making & "best choice" decision is still very often extremely difficult and
far from being cbvious and a matter of common sense. It is also wise not to
assume the easy availability of efficient management, of skilled personnel or
other infrastructure facilities in developing countries, Therefore, it can
be safely said that the complexity of an economic evaluation of projects in
developing countries seems to be cogmcnsurate with its importance. For these
reasons the Committee for Industrial Development unanimously recognized at
its fifth session, held in May 1965, that the formulation and evaluation of
industrial projects 1s of strategic importance in industrial programming and
development. The Committee considered that this Prague Symposium on Indus-
trial Project Evaluation represents a valuable beginning of a sustained pro-

gramme in this field of activity. The Committe deemed it essential that this .

Sysposium be followed by regional and national workshops and by substantial
technical assistance in this field, to be organized and carried out by the
Centre for Industrial Development.

Bearing in mind the parsmount importance of project evaluation, this Sym-
posium proposes to devote its attention both to the investigation of the state
of the art and theoretical basis as well as to the survey of current practices
end experience in this field. As you have no doudbt seen from the programme of
vork and studies prepared for the Symposium the documentation offers a range
from very simple to very complex techniques. Four basic topics have been se-
lected to approach the problems and issues of industrial project evaluation.

First, thanks to the expert contribution of most of the participants and
observers it wvas possible to assemble a substantial body of experience in the
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rorm of forty-five country and case studies, which are submitted for discussio ,
This material constitutes a basic issue of our Symposium and represents at the
same time a complementary issue to the following threec items., It offers a sub-
stantive factual source of experience to be drawn upon and learned from,

Second, in order to define the economic importance of project evaluation,
it seemed necessary to investigate the preliminary steps and necessary elements
in setting up industrial projects. It is expected that the discussion will
make it possible to find out and define the essential 1inks between the selec-
tion and evaluation of individual industrial projects and the over-all gtrategy
of industrial development.

Third, departing from the obvious necessity that well-defined and clear
criteria for project evaluation are a fundamental pre-requisite for a practi-
cal and meaninful procedure of appraisal of projects, we have attempted to
streamline this issue before the Symposium in a way which would allow focusing
the discussion and considerations on industrial project evaluation and on me-
thods of applying them. Realizing that the relevant importance of a particular
criterion varies not only from one country to another but from one stage of
oer-all development to another, it would seem impossible and even senseless to
endeavour to hammer out a general priority list of criteria or even a uniform
technique of applying them. Even though this fact may be well recognized, it
will nevertheless be highly desirable to make an attempt to carve out of the
often found conglomeration of various criteria, which are sometimes even unre-
lated to economic development, those criteria and methods which will facilitate
the cholice of priorities from an economic standpoint and at the same time set
a price label to economically non-justifiable decisions. It is necessary to
emphasize, therefore, that in evaluating an industrial project in a developing
country it is indispensable to take into account national ecouomic profitabili-
ty. Ways to achieve this are not only of crucial importance but are also fair-
ly corplicated. It is with these considerations in mind that it is hoped that

the deliberations of our Symposium will find answers to the intricate problems
tefore us.

Fourth, follow-up activities which are a most important function in the
practice of formulating, appraising and executing industrial projects must be
given special attention by the Symposium. This function is also of crucial
importance for the economic viability of future industrial undertakings.

It is hoped that this general approach will constitute a broad enough
basis for a mutual exchange of viewe and experience with a view to enriching
the knowledge in this field. We are confident that the Sympcsium will, through
its deliberations contribute to the improvement of project evaluation tech-
niques and thus help promote the accelerated industrial growth of developing
countries. No doubt these deliberations will at tte same time indicate future
lines of research and offer a sound basis for providing Governments of the de-
veloping countries, at their request, with assistance in setting up special-
1zed institutions for the formulation or evaluation of induetrial projects,

-7 -




ANNEX VII

OPENING ADDRESS OF PROFESSOR OLDRICH STRADAL
CHAIRMAN OF THE SYMPOSIUM

Honoured participants and obsarvers , ladies and gentlemen:

I am greatly honoured by the function that has been entrusted to me, I

shall try to the best of my ability to contribute to the success of this Sympo=
sium,

In the last few years technical development has been growing very fast
all over the world. At the same time the requirements of efficiency of new
capital construction and equipment are getting keener., It is therefore s
highly rewarding action of the Centre for Industrial Developmer.t of the United
Nations to have arranged this Symposium with the purpose of seeking solutions
to the many problems of industrial project evaluation.

In this opening statement I should like above all to make a few remarks
about the prepared reports for our Symposium and to express my personal views
on the approach to our work and deliberations.

The Centre for Industrial Development has assembled for our Symposium
more than one hundred valuable contributions from distinguished experts in a
broad spectrum, covering theoretical studies as well as practical experiences
in industrial project evaluation. As the extension of this coverage shows,
the problem of industrial project evaluaticn is of first rate importance and
urgency.

For several years I have been devoting myself to the task of proJject
evaluation at the Technical University in Prague. I would like to say in this
respect that the submitted material is largely sufficient for:

i) Te choice of project evaluation methods which will be of great va-
lue for the contemplated Manual;
11; The understanding of some progressive methods of project evaluation;
1i1) The identification of pioneer methodology observing further detailed
investigation.

A tremendous progress has been achieved in modern science and technOlogy
by the development of atomic energy, space, travel, etc. It is necessary to
give the same impetus to the investigation of exact economic methods. It is
further necessary to spread these sophisticated methods as soon as possible in
order to diminish the present gap between theory and practice. Our Symposium
constitutes the first step to this extension of new methods , and 1 hope a
successful one,

In regard to our deliberations we have to bear in mind some main princi-
ples to unify our procedures, I would recommend to the participants:
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i) 70 focus their contributions strictly on the topic under discussion;
1i) To use as much as possible a uniform terminology.

In this respect the paper of Mr. Sonny, dealing with terminolegy is of special
value and I should like to recommend it to your attentien,

The submitted naterial contains studies on experiences of industrial Iro=
Ject evaluation as well as suggestions of new progressive methods, with a mathee
matical approach. These new methods are of great importance for they seek
exact solutions of the problem of project evaluation. I am convinced that the
quickest extension and wide usage of these exact methods is the most desirable
thing we can accomplish. Industrial project evaluation which is still in its
formative stages must become as soon as possible a universally recognized
scientific branch.

We can clearly discern two orientations in this field:

1) Tndustrial project evaluation based on the comparison of indices of
nev projects with standard indices;

11) Industrial project evaluation based on mathematical models of opera-
tions research.

Our experts have presented to this Symposium reports pertaining mostly
to the first point. Our purpouse was to contribute immediately to the progress
and quick spreading of these methods among all interested participants , Jecause
the present experiences allow for such imnediate application. This method will
be demonstrated for you in your forthcoming meeting with our designers and with
the representatives of the State Planning Commission and of the State Commis-
slcn for Investment., We hope that these practical demonstrations will be of
value to you,

Concerning the second point on the application of mathematical models N
we will try to make you acquainted with the result of our investigatione in
this field,

Furthermore, we would like to make you acquainted vith our nev large-
scale survey of resources including natural resources as well as skills and
aptitudes.

In conclusion, wve propose that the best way to contribute to the Sympo.
sium is to share with you in the first place our acquired experience. Secondly,
ve want to create for you a proper working atmosphere, in order that you may
concentrate undisturbed on the solution of our mutual problems. In this res-
pect, 1n my capacity as Chairman of this Symposium, I would ask you to confer
vith me during the course of the Symposium on any of the suggestions that may
improve our deliberations,

May I express my personal wish that this Symposium be crowned vith suc-
cess and that it fulfil 145 missicr,
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~NNZX VIII

MISSAGE FRCM DR, I, ARCEL-F1HMAN, UNIT:L K-TICKNO
CCMMISSIONER FOR INDUSTRIAL DoV.LCEMONT

The efforts of the United Nations in the economic field have been rarked
in recent years by an increasing concern with the need to promote and accelerate
the industrial development of the poorer nations. The key importance of indus-
trialization for the development of the economically less develojed countries
is not disputed any longer. What we are concerned with st present {s the ways
and means of assisting the developing countries in their industrialization ef.
forts. The bholding of this Irteregicral Symposium on Industrial Project _.vae.
luation 1s a tangidle exponent of this drive and has been inepired not only by
the recognized ne 4 for improving the te ‘hniques of project formul-tion in the
field of indusirial development, but also by the realization thaut the develop-
ment of an adequate capacity for the evaluation and formulation of industrial
projects in each of the industrializing countries can be achieved only thiough
8 sustained and large-scale training effort. It is our hope that the serious efe.
forts that you have put into the preperation of the many important subjects to
be covered by your deliberations at the Interregional Symposium, will lay the
foundation for an organized body of knovledge applicabdble in the developing coun-
tries in the form of systematic procedures y criteria and methodology in the ine
dustrial project evaluation.

It has been particularly gratifying to us in the United Nations Centre
for Industrial Development that the ides of holding a Symposium on Industrial
Project fLvaluation should have elicited suck a favoursble response from many nae
tional and regional institutions throughout the world. I especially wish to ex-
press our gratitude to the many distinguished experts from both the developed
and developing countries vho have contributed more than one hundred individual
studies on various aspects of project evaluation and formulation which in them-
selves represent a comprehensive body of literature in this fleld. We hope that
this fund of knovledge together with the results of the technical discussions
to be helld on the subjects included in the agenda of your meeting will provide
the basic teaching meterials for national and regional courses in industrial pro-
Ject evaluation to be organized subsequently for the training of government offi.
cials and specialists in developing countries.

I have no doubt that the holding of this Symposium vill give added stimu-
lus to the further intensification of the activities focused on the needs and
prodlems of industrialization in developing countries. It could also be consi-
dered a further step vithin the many preparstory activities that are being ini.
tiated for the holding in 1967 of an international conference or symposiun on
the prodlems of industrial development under the auspices of the United Nations.

May I take this opportunity to express my thanks to the Governrent of
the Czechoslovek Socialist Republic, siich has graciously oftered host facilie
ties for this gatkering. We are particularly appreciative of the excellent co-
operation ve have received from the autborities in connexion with all the
arrsngements necessary for holding the fyrposium.

- 19 -




Our gratitude also goes to the Governments, specialized agencies of the
United Nations, expert consultants and organizations who have generously given
their active support and co-operation for this undertaking.

To all participants may I extend my best wishes for a successful meeting.




ANNEX IX

MESSAGZ FROM DR. VICTOR HOO, UNITED NATIONS
CCMMISSIONER FOR TECHNICAL 2S3TSTANTE

on the occasion of the opening of the Symposium on Indusirial Project Evalun-
tion I would like, on tehalf of the Secretary-General of the United Nations, to
express great appreciation to the Czechoslovak Government for its generous support
a8 co-sponsor in providing hoet facilities for this project, which is part of the
United Netions programme to promote industrial development. DPlease express to
participants my warmest welcome and Lest wishes for the success of this Cymposium,
which has met with keen interest from the invited countries.
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ARRE.. X

LIST OF REFuRIKRCZ DCCUMENTATICHN

Preliminagz steps in setting up_indvsatrisl projects

1. Relation of projects to the general strategy of industrial development

Symbol

CID, IPE A.3
CID/IFE,A.S

CID/IPE/A.T

CID/IPE/A.11

CID/IPE/D.20

e

Author

GyYrgy Cukor

Agency for Inter-
pational Development
André Huybrechts

X.P. Mgueredo

Fowolo Arena

Title

Project Breluation and the Com-
sistency of the Plon

Beyond Project Evaluatiom

Strategie du Developpement Industrial:

Programme d'études Geperales pour
les Pays Associes 4 la Communauté
Economi que Européenne

Project Evaluation =nd Indusirial
Development Programming

The Jrowth of the Intermal Market
in Relation to the Strategy of
Economic Develcopment

CID/IPE/A.2

CID/IPE/A.9

CID/IFE/A.10

CID/IPE/B.3

CID/IPE/B.8

CID/IPE/B.21

Eustace P.C. Pernando

8.J. Langley

Council for Mutual
Economic Atd

Momeilo V. Pejowié

Michael Ching

ElC-electroconsult
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2. Essential elements in the jreparation of industrial projects

Implementation of Industris) Develiop-
sent Prograsmes using Critical Path
Netvork Theory

Essential Elements in the Preparation
of Industrial Projects

Standard Designing in Industrial
Comstruction in the CMEA Memter-
Countries and its Evaluation

Uncertainty in Industrial Project
Evaluation vith Special Refereace
to Export Industries

Industrial Project Evaluation and
the Eugineer

Study of Industrial Plant Systems




3. Eequirements of duta and other information oy and institulions] aspects
of , irndustrial project evaluaciorn

Symbol Authior Title
CID/IPE/A.1 K.C. Mittra Prcject Evaluation - Data and Other

Informaticn Required for the Furpose

CID/IPE/A.L J.D. Nyhart Orgarcizing Frofessional Cadres for
Industrial Froject wvaluation,
Selection and Follow-up

CID/IPE/A.8 H.A. EKiker, Jr. A New Approcch to Training Managers
for Industrial Development
CID/IPE/A.6 Industrial Credit and Information Required Ly iCICI Itd.
- Investment Corporation for Froject Appraisal from their
of India, Ltd. Clients
CID/IPE/A.12 . Viktor Lorenz Requirements for Data and Other
Zdenko Blafe} Information for Evaluation of )

-rdustrial Projects

B. Comsiderations in evaluation _0f industrial projects
b, Criteria for industrial project evaluation
(a) Commercial profitability and national economic profitability

CID/IFE/R.G A.K. Sen General Criteria of Industrial
Project Evaluation

CID/IPE/B.10 Stephen A. Marglin The Rate of Interect und the Value
of Capitel with Unlimited Supplies
of latour

CID/IFE,B.20 Jobn H. McArthur Application of the Discounted Cash
Flow Technique in [eveloping Countries

CID/IPE/B.26 T.E. Xuhn Evaluation of Imdustrial ard Iufra-
structure Methcdolngy and Practical

Experience

CID/IFE/B.28 Thomas Vietorisz Project Evaluation in the Precence
nt Economies of Jcale and Indivisibi-
lities

CID,/IPE/B.33 C.D. Foster Protlems of Commercial and National
Frofitability
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Dymtol Author Title

CIL,IF.,E.35 J.A. Mick.ilov Mathematical Methcds in Industrial
Froject Evaluation

CID/IFL/B.36 Stephen A. Marglir Public Investment Criteria Renefit-
Cost Analysis for Planned Economic
Growth

CID/IPE/B.39 Enrid B. Alaev Methods of Technical and Economic

Foundation of the Development of
Industrial Centres

CID/IP:/B.44 J.H. Reedy Iategration of Accounting and
Economic Concepts of Costs and
Benefits in Evaluction of Industrial

Projects
» .
#" CID,/IPE,B.48 Jaime Martinez Benitez Programacidén y Evaluacion de
Gustavo Rosales Mateos Proyectos Industriales
e/
f’CID/IPE/B.h9 Council of Mutual Methodological Principles for Com-
Economic Aid Secre- paring Economic Efficiency of
tariat Capital Investments

(b) Other criteria (linkqggmggpsideratioggj skill formation, composite
criteria, etc.)

CID/iPi/B.b Manuel Zymelman Skill Requirements in Manufacturing
Industries

CID,IPE B.5 Sanford Cohen Requirements of Skilled Personnel
for Industrial Projects and their
Appraisal

CID/IPZ/B.6 Morris J. Solomon A System of Industrial Project
Evaluation

CID,/IPE/B.T William H. Newman Managerial Requirements and Their
Appraisal in Industrial Project
Evaluation

CID/IPE/B.11 Zoltan Romén Inter-Industrial Aspects of Project
Evaluation

CID/IPE/B.12 Gabriel Siri Sanglas Some Considerations on the Relatican-

ship Between the Industrial Projects
and Transport Services

CID/IPE/B.14 Viliem Cerniansky Criteria of Economic Integration in
the Industrial Project Evaluati-an
in Developing Countries




ngbol Author Title

CID/IPE/B 15 Vlastimil Halaca A Study of Foviroumental Considera-
tions in Indusirial Troject
Evaluetion with Cpeciz]l kLo ference
to the Precductivity »>f Latour

CID,IPE,B.31 Edward B. Roberts A Systems Methodology for Cvaluating
Industrial Projects in the Context
of Nationzl Strategies

CID/IPE,/B.37 K. leszczynski Economic Criteria for Choice of
Techniques in a Social Economy

CID/IPE/B.38 Eorid B. Alaev Evaluation of on Industrial Project
from the Point of View of a Rational
Location of Productive Forces

CID/IPE/B. L0 A.H. Stoneham Management as a Factor in Project
F-aluation

CID/IPE/B.41 M. Yazada Skill Formation in Japan
M. Yokomizo

CID/IPE/B.42 Z. Zajda Choice of Location in Industrial
S. Zawedzki Project Evaluation

CID /IFE/B.L3 K. Baba Assessment of Factor ndowments in
T. Unno Industrial Project Evalusztion

CID IPE/B 45 Research Division Combined Criterion for Investment
Centre for Industrial in Manufacturing Industries in
Development, United Developing Countriles
Nations

CIN/IPED.6 A.M. E) Barbary Influence of Local Conditioms on

Project Feasibility Studies in
Developing Countries

(e) BSurvey of current practices and theories in the field of industrial

t evaluation
CID,/IFE/B.1 Centre for Industrial  Evaluation of Projects in Fre-
Development dominantly Private _nterprise
Economies
CID/IPE/B.2 Centre for Industrial Zvaluation of Projects in Centrally
Development Planned .conomies
CID/IPE,/B.16 J.5. Tryon Project Plarning in Developing
F.E. Cookson Countries: / Framework and Major
Issues
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Sywbol Author
CID/IPE,/B.18 The Econoumist

Intelligence Unit

CID/IFE B 19 A.C. Harberger

CID/IPE/B.23 M. Rokowski

CID/IPE/B.24 Miklés Turamszky

CID /IPE{B . 32 0. hrfecky

5. [Pricing problems vith special reference to forelgn exchange and foreign
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ANNEX XI

CLOSING AD™RESS OF TEE CHAIFMAN

Bonoured Participants of this Symposium or, bty now, may I just call you Dear
Friends:

Allov me to say a few concluding words, by which I shall try to characte
rize our common work during these three weeks.

First of all, I would like to express sincere appreciation for your ace
tive participation in all the deliberations of this Symposium, and for the inde-
fatigable interest you have devoted to the difficult problems of this exacting
subject. While deeply appreciative of your perticipation and constant atten-
tion, allovw me to thank all participarts, particularly for having created a very
friendly atmosphere in which the difficult prodblems of individual project eva-
lustion were, I believe, fruitfully discussed, Every report and every contribu-
tion to the diascussions have proved to be of valuable help towards the solutions
of such important and intricate problems.

Purtherzore, allov me to express, in the name of ull of us, our grutitude
for the diligent work done by the Secretariat of this Symposium, the members of
the United Bations Centre for Industrial Pevelopwent, in organizing this Sympo-
sium,

The material received from the distinguished experts for this Symposium
is 90 valuable that I do not hesitate to consider our deliderations of pioneering
sig:uificance in this relatively nev science of industrial project evaluation,

Although, in spite ¢’ manifest endeavours towards mutua). understanding and
agre ment, thare still remain certain divergent ways and approaches to the solu-
tion of the problems, I think that much can be gained if they are explicitly pree
sented as parallel methods in the proposed Manual. It is recognized, however,
that & far more difficult problem vill azise in the elucidztion and presentation
of these methods in s manual form, and in & vay that would facilitate solutions
in several grades of complexity and accuracy,

I believe that the recommendations that have emerged from our extensive
discussions vill belp immensely in formulating the future programme of work of
ths Centre for Industrial Development. These recommendations have been clearly
stated in the Pinal Report. I should like » hovever, to recapitulate briefly
those which the Symposium » 1n my viev, has considered of overriding importance.
More specifically, the Symposium recommends that the Centre:

1. Organize and hold as many vorksbops as eventually requested by the
developing countries on a national or sub-regional basis;

2. Provide the Governments of developing countries, at their request,
vith assistance in evaluating existing or incoming industrial pro-
Jects, to be rendered either by the Centre's staff members, by
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technical assistance experts or by various institutions from the de-
veloped countries (designing institutes or consulting firms), hired
for this purvose by the Centre or put at its disposal py ¢pe respece
tive Goverrrernts of tre fe elaped coeuntries;

3. Assist the Governments of the developing countries in setting up 3pe.
clalized institutions for the formulation and/or evaluation of induse.
trial projects, in the form of Special Fund projects or of projects
financ'd from voluntary contributions Placed at the disposal of the
Centre.

In conclusion, allov me to express to you our varmest thanks for visiting
our country, and mcy I ask your kind forgiveness for any shortcomings you may
have experienced during Jour stay with us. We have tried as best as ve could
to make ycu feel happy here in Czechoslovakia. On o= part as host country, we
have received two precious gifts:

First, the daily enrichment by nev knovledge and experiences.

And then, and above all, in the moments of our being and vorking toge-
ther, your precious friendship. We value this friendship as the highest gire,
creating mutusl understanding among the nations.

In the name of us all, I wish you full success in your further work,









