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INDUSTRIAL FEASIQILITY ANALYSIS IN  MALAWI 

S   U  fi  M fi  R Y 

This püpot  discuaoas Industrie..  Feasibility Anal>aie in Meleti in 

rolation  to the structure of the Mainili cconomy togothor  with the practica, 

procodurc ond invoatrnant irtotitutiono in the country.    Also, it revieuia 

critically a particular case study in rolation to its conformity with UNIDO 

Manual for tho Preparation of  Foaeibility Jtudiee ond analy8uo    the difficultlee 

ond conatrainta experienced in  the genetution of viablo studies.    Finally, 

it mokQB recommondationc about how axtornal oid agonciea could holp alleviato 

thaaa difficultisa. 

2«        Th« Malafti cconomy largely depanda on agricultura but industrialization 

in import aubatitution ond export orionted industrias ia baing actively 

encouraged.    About 16J.Í of tho anneal investment resourcse are mobilized locally 

and the roet of tho development budget is fundod by external aid agencies» 

In thia way, generally Mai a« i doea not exporienco difficulties in funding 

viable projocta and it ia hardly poeeible to find suitable faaaible projects 

lying waeted about, as atudiee are prepared with apecific funding sourcee 

in mind. 

3.        There are avverai indue triol development institutions in the country 

tshioh prepare faaaibility étudiée with or without the help of foreign 

coneultente.    Some of tho institutions are satisfactorily equipped with etaff 

fastiliar with tho méthode of approioing induatrial projocta as rocommended 

in the UNIDO Manual.    In addition financing and implomontation of viable 

projects ia not a Major constraint.    Tho major problem for Melati is a aerioue 

ehortage of pereonnol particularly at tho comparatively junior levais uno 

have tho requirod broadth of training and exporience.    Thorofore,  tho 

appropriate roaponao for both tho noiosi Government and the External Aid 

Agencies should be generell y to increase the general training available in a 

bid to enlarge econowicelly and financially grounded etaff in the public and 

privato aoctora through specialized further training in finance, project 

appraiaal and proparation of faaaibility studiaa.    Since tho decieion making 

proooes in Malati appaerà adequato at preaant, tho major constraint ie e 

eevero ehortege of profeeaional poaplo at junior levels to actually produce 

etudios at a fee ter rato,    Thor of or o,  the External Aid Agencien ehould 

extend their aotivitioe in thoea aroea. 
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PART  I INDUSTRIAL   FTASIüILITY   3TUDIEJ   IN  MM. AWT 

UMTnn.IhrS ?T* l8 'í*6*1'8 Country  Poeition Paper,   for plantation to 
UNIDO s Export u-oup Hooting on  Ualuatinn and Follow-up  of  Feasibility 

a Ae Vthol" Í" ^'^ ^ ',th fc» • »—bar, V.    Tn. Jolt end 
Î«.«H Ï    MMTÍÍ        P      arU ati31,J,,Cid  t0 "nf°• to thu   forms of Roferonoa 
iaeued by UNIDC.     A3 rouueatod,   thr  content, aro intended ac a contribution 
to a  continuing  discussion rather  than  o definitive statement on this topic. 

1. Procedure and Practico for  Initiating and Conccivinq 
Industri! Injects  

n„n ..H1! °î ti° *nstituti"nG involved in industrial  dovelopmont in Malato 
can and do initiate and produce  fusibility studios.     Project ideas are 

Sü°Í?!!íuSiy Bn?f8ín9.and identifying  various industrial  opportunitiae that 
con bo devolopod into invostmontc. 

1.2      To a large extent,   the future development of Malawi's  economy «ill 

ÏÎ5ÎÎÎÏ? Î? d!?Cnd °n thD ^cultural  sector,  but the  encouragement of 
aro d^ínÍÍTl0n l0trbrth ^«^^«titution and export-oriented industrie. 
Mínítlí      Î rV 5artr°f Govcr•ont  P°U<*.  * P«t which  io  executed by the 
Ministry of Trade,   Industry and Tuurior,  (MTIT) and ether investment institutions, 

«Muíl•J^"??'  fínCG th° inuast,nent "sources uihich the Malati Government 
T* Î, !!      r:tC:UI in ° ?lv?n  ycar "P•"* only  «round 16 per cent oT 
îït^ï    M   Ü r0lfÛi KirCha  (HK)   10ü million Pcr *CBr Oevelopment Budget,   the 
rest of which is largely  funded by  oxtornol aid agencies »ho «ill not normally 

eo"nroLV°M  HT 05 Per Cent °f  a 9iVGn P"J°ct.  it will  bo seen   hatZ        ' 
approach which is approprile for  a Govornment ,ith tho  room for large 
autonomous expenditure io lese well  suited to the case  of  Malafii. 

!«?„*«** rcl\tion t0.thü ^quested Case .;tudy for this paper,  generally, 
Maleôi has not experienced difficulties  in funding viable proband it 

JZJ1Ì    s6"K
po8?lbl° t0  find a »uitahln feasibility lying unueed.    The 

étudies which arc- undertaken both  within  chu country  ond by   foreign 
conaultants ore usually preparad with  specific funding   sources in"mind. 

2. 

2.1 

a) 

b) 

c) 

Institutlons  Concerned uith   Induetri«; ^»»l•»,^ 

The relevant institutions u.lth an indication of  their  copabilitioe are  1- 

Malaoi Dovolopmcnt Corporation   (HOC).    This is  Q  wholly-ou/ned 
Government Corporation which operates on commercial  basis, payino 
tax like any other compon,.     ¡,0C  promotos joint ventures uith domestic 

!io    ¡I!9" lnVB=tora:    I* ha3 * P"Joot analysis  staff of aix Maialano 
who hove receivod training uithin  thu Corporation  but  two of thaao 
havo boon trained in Project Anolyaia externally  also.     Tho project 
analysis, prcporotion of foasibility studies and their follow-up are 
directed by another Malaûian,   the Deputy General  Manager of MOC «ho 
hea receivod profocsional  training externally in thia and other 
riolde of management. 

Investment and üevolopment Qonk of Halael Limitad  (INDEBAWK).    An 

rîïrÏÏÎÎ0|îally finanocd and commorcially operated development Bank, 
with ADMARC as the local partner.     Indebank has four people doing pro toot 
analysis,  ekills ore mostly bank-accounting basad. PWjeot 

Agricultural Development and Marketing Corporation   (ADNAnc).    Paraetatel 
body particularly involved in ogro-induatrial projocta,   either on ita 
own or with others iroluding ¡íüC ond Prose  (Holdingo) Limited. 
Projoct analysis staff of 5 practico accounting rather than oconomic 
approaches. 

Í 
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rt)    n«¡!,BiÍ!tal,din08) \imit0li'    PriVQt° urou" "»ith 1? Ridiati.* and 23 
withlntM *;?r0?i0?-  J,n" «^«trióte and foroign-trained economist 
with intowülly-traintid otolT of  tu/a rmiad»iano doinn 90mu 
pro-fuaaibility  analyoio. 

a) 
o^a^ïLi'   Trad°'   !r,ldUStry  °mJ Tr,J^1^,,,•     Jm «Pinato oconomioto, one ilBlsiÄxuxi currently üoiny  trninod in Fooeibility Anolyoia. 

f)    t-oonondc Planning »ivioion of  tho  UFficr of  th„ Proaidant and Cabinet 

projoct  Ippi'uioaïÎ1"'  U0Dn0mlCt3 0X^11—J i" «ootly non-induotrial 

«o baIïn0nCC!.,Î,t8  r0r Pr?i°Ct a',pral8nl  f°"ouud by the  abovu institution. 
°a 

ly,^ ;;,rrr,,tnnnUhrJí thVctalli' "•"/  ^ ^ ono invitation 
¡ technical"  H   H      \ PrQjeCt (ini,1y8ls  utufT «t timos  oro ruquirod to turn 
uoíS ?„í •uitiin    *?KWT:Clal  °nd finnncl°l P«P»°ition which con be ujna ror nogotiutinn  with mould-bo portnora. 

îî*inC*ÎtÎ!îal ""flu  °r Dlrficultln« a»d tonatraintt in tho L'onoretion of 

ÀmouittÜa?" L*tQtnQl Aid AaDn0lB8' RolB in •"'«"•tiny thoso 

orobiche !UMÌhhBVnnrDf9Gd rr• th,J °büV¿  tnot mQny °f thB methodological 
£•ÌM   , ü°n8t"in practical  Fooeibility Anolyoia in other developing 

wLontnH° MOt °°  riifrícult r•  'W^l   in addition financing and 
lnplomontatlon am not major contraints.     What romoino io a eerioua ohortaoo 

SLSSÍhüo?e ;Qrr
iCUlrly Ut

<
t"° •"P««tivoly Junior luvnle,  2~ rïSïïîS 

miW °*   tro^nt.nra onrl «xpiirir.ncu.     Civon  that  this shnrtogr, of  trained 

'thrSornnol  "T^-^/financiolly „roundud staff ie    L    1 botn 

1L m     l ,nnd prXV0tL> •«'toru,   U lD  rolt that th.-i  appropriatoreaponSe 
which concur• both Lovnrnmont and tho Aid Ayoncioa «ill  bo to incro«' Ï! 

ZIìiì" !ÜMJ 0VOllnhl0 in n bid  t0 "*•*> *« P«l  of akuí:Crr "orphan 
traini• in    r     ' I',,0o;Jrüuí  ^oilublo through highly apociali.od further 
training in,   fur  axoinpln,   Foouiuility  Anolyoia. 

nrnHnnM0 7"* ?" "  ^^ Sounding in uconomico  for tho eucooeaful 

of Shn .lS?P,|,,-,ala°,0 r?^T "hiCh L!i P00"LL^ ""d°•tatod by tho approach 
MoîmfLïf      'lonuul,   „hid, for porfoctly good rnaeona,  otructuroa ite 
nSnn    ÎK      '\ara,Jnd    *uidrj11•0 *.  «"h Fruquant ruforinco  to tho naad to 
STJiTii: ° r,;irticu;(

Qr ,iata -d <••«•««. it i« ..^ttod in ¿L7&£ th.t 
tho jollity to nhoouu  thu right cdoptntiann,  or good onoo io Q central 

HXUTM *'  th? i-P«*0""0 "f «Weh io umtaratotud by thio formS 
KSÎLÎH     n#    In"U"rvico trQini-) of local  otaff within parUcCl« 

5Ä-US Sïvîiî %?%£* Plîrnp00ti^ 0nd " i8 *» «-t the aid 
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P"Ì,T  n THt:  CALL"   '.TULIY:      FriuIf.TLITY  JTUDY  Of.   A   IJbXU 
OIL   i.'LFINEUY   IW  MAL«HI 

1.1 Thic  study wao chocui,  fur  analysis  because it  in  one  of the moat 
comprahunsivo st dice produced by ovoruL   ¡ Consultante    Tt   other with 

03 a possible inut.ütnn.-nt project. 

1.2 The  lnvHotiijQtion  covered  all  importât  aspects  tu  dotcruine  tho 

waTS'ìh!°001blíití:  t:r l!uch  :   P"J^t i" '^^i.     rirotly,   tho Consultant«, 
ocaoosod  th    ¡nount oí   ucea ail   that  could b.  collected in  MalaM,   using 

thì° Ìnìiìn Í"r"   "o"""1  lr,türvil=-'a»   •"  í-iold investigations.     In  analysing 
this information    thu aizc and  exposition  of  th, present  effoctivo market 
demand  by   sugate was   determined.      Tin:   r.^luz  and demand projections  «oro 
carried  out  and  this dnU-wincd   In,  choice of technology  o.nd alternativo 
ppoonoaoQ,   plant capacity,  production   programs and  marketing etrotogy. 
Other dotoil«  of  thw project included  th    modo and cost of   coiloction of 
MIÎ        M  ït1  nharactcri^iCÜ  and technical  conceptions.     Tho report  also 
discussed  tho impact the project would  hove on various  economic and 
onvxronrnontal  nopocts.     In the  financial  and economic  anolyoos,  variouo 
details  ond results ara presented. 

1.3 Three important ceetoru  conine  lube oil in .ialaûi  namoly,  privato and 
govornmont  yuhiclos (77, ),  industry   (15-.),   railways  ond ships   (if).     On  thC 
,oíÍ! Î? S° üil Cün3umHtiori   JC'^d bo 4,775,000 litros and an expected 
collection  efficiency of 45',.. of   tho virgin  oil quantity consumed in  Maialif 

it urns  estimatoci  that uaate oil   quantity  of  2,150,000 litros  could bo 
collcctod  in 19Ü0.    Also,   there  arc  three main consumption  regions in Malaíi. 
The Gouthorn Hogion has  by far   the nicest concentration of  industry  and 

rnnTwvaCí1VÍ^, Ulth totQl lub'; °U  C°••P"°» oP 70,. follouod by the 
Contrai  Kogion  27,. and finally  the northern Region !*/..     Thus,  for a refinorv 
starting  operation in 1900 n capacity of   :- rorwory 

1,200  kg of  uaate  oil  per  hour 
7 houro  uperatioi    jor day 

250  days pia-  year 

ïhu ;5,!/1?t0d'     U •° alC° TOCo^'^d that the plant should bo basod on 
ÍÜJSÍ     <lQy P4

rocoM ^auGt" ^Pcrionco hart shown that among tho available 
technologies  this process wao  the moet  economic one. 

m'Lt í0ll0UJÍn?   fcí MO'-'Oomont  of demand  and input requirement etc.,   tho 
Dlantyro  nrou in  tho Southern  i<ogion tuos  rocor.imondod uc  the  suitablo 
location  of tho plant because approximately 70;. of the used oil mould bo 
collected in that Region.    Alao in the  heavy induotrial  aroo sitoa aro 
available  which have all   tho nocooaory infrastructural installations. 

1.5      Total  fixed invostmant coct was  uctimotod at KK1,145,000 broken 
down into   :- 

(a) local cost íJlKú7í:,luO 
(b) foroign cost D'-11,140,050 

Working Capital  roquiromnnts ware aatimatad at MK105,31».    Tho invootmont 
and cost  calculations were boood on 1970 valuoo, no-allouiancoa being modo 
for futuro inflation in costs and the  oaoumption being  that all inflation 
u/ould be  reflected in incoad sales  revenues,  thua maintaining tho 
contribution constant, 

1.fi      Assuming  that the whole project uno  fundod uith  equity  capital,   tha 
return on   fixed invootmont öfter   tax uao  calculated as  10,' and tha return on 
total inv-.»atmont i.e. including uorkimj  capital and start up  costs as U'l. 
The  Ir.tor.-nal  Kate  of Koturn Loood en  the   discounted cashflow   JOc deteri.iinod 
ae beino   ,.().. .     The noct important  .-uucroucononic effect uao  the import     ' 
aubatitutiou of  nbout 1,!>ûC,J0lJ  litres  o- blended lube oil.   uhilst  tho coat- 
bonofit calculation far  th, ,conomy of   r.^lcni  hnaad or,  conservative oaaumptiono 

\ 
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ruvealod ^  Internal  fiat« of ¡iuturn of  about 12 ,.    Thnreforu,   the conclusion 
UBO  that a usate oil refinery in .'ialjûi   could be highly  recommended both 
from  tho niera and macro-economic  point  of viuu;, 

1*7       Critical I   viou; 

The  feasibility atuuy toan consisted of a technical rr.ar.oyor and an 
oconomist.     Al though i., noat of its important respects   tho roport conforme 
with contanti» of  the UMI'.Hì \ ¡unuol   far   thr. ' reparution  n\'  Industrial 
Foacibility ütudiue,   there arc uui.i:;  nruaa    in uhich thu  -tudy  uao doficiont. 
Tor  example,  ir; the  financial (-¡valuation,  th>. tcuir, did not computn certain 
commnrcial  profitability criterio like  f.'ct i-reocnt Value,  Payback poriud and 
nu  oinnitivity analysia or oven probability analysis  uore undertaken  on the 
investment  under conditions of uncertainty capaci ally  regarding such 
variables  as aaloa  revenues,  production   and invostnnnt  cosU..     Also,   in tho 
national  e conoide  evaluation of   the  project,  no sludou  pricing  of labour, 
foruiyr,  exchange and investment uao  calculated to al lot;  for   divergencies 
butwoon market prices and truo cacto or  values to the e.onony  in terms of 
tho use of  real resources,    llouevnr,  it  io government policy  in Malati  that 
shadow pricao or conversion factors should not be used in thu  appraioal of 
MaloÄi projects. 

The Roport oleo trindod to ignore  detailed description of  tho local 
development of tho project together with the reouon far  3ponoor'o intorost 
in it.    Also,  details of project angincoriny and implementation achoduloo 
wore playod down upon perhaps far  the opacifie reason that the doci8ion to 
invoat and start commercial production  has not yet boon mode. 

'•» RUCUMiCNDATIONS 

¿•1       The  ducÍ3ion-mal<inn, procoac  uithin Molaffii  appears  adequato at prooont. 
Projocto which upponr viable generally   attract finance  and aro implamontod, 
and there is no roaao,, to beliuvc.  that  this would not continue  to bo  tho 
caso if viable projects uern producati ot o fuBtor rote. 

2.-?       The major > jnstraint uhich ho o bcci. identified is  a tjvorc ahortago of 
people to  actually  do tho otudiue,   and it has boon aucjgostod that apocioliat 
ahort courao3 to cupo with thio arc not  tho ansuor - the problon ia  a g onorai 
ohortogo of professional  ataff with o background in economics  and finance 
in both the public  and privato aucturo,   ltios marked at  oonior lavólo,   but 
no laaa binding for  that oc thn studine must actually bo producod by moro 
junior personnel. 

2.3      The caac study ia also presorited hero because the prcjoct roolly noadod 
export advice on choice of technology and plant inputs and outputs,   otc. 
Tho right type of production tochniquos  hod to be related to the procoas 
technology or manufacturing techniques.     Thu3 since tho technologies involvod 
mora now and sophioticatcd to the lucci  uconomiiit%     it luoo imperative to 
aook guidance from  those possessing tho know-houi.    Aloo it ahowo cloorly 
that bocauoo of tho multi-disciplinary  tuuku in projoct planning,  ooonomiafco 
now  and agoin nood tho aid of voriouo t-hort term consulting  onginaors and 
technologists to oaoiot in mora objective assimilation of tho toohnologicol 
and ongincoring problems.     Theroforo,   the external old ogoncioo can axtond 
their  activities in  these areas also. 
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