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INDUSTRIAL FEASIBILITY ANALYSIS IN MALAWI #
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* This decwment har beon reproinced without formal editing,

®* Senior Projeots Offiocer, Acting Head of Projects Department, Malawi Devel opment
Corporation, Blantyre, Malewi, The viows and opinionr expressed in this paper are
those of the muthor and do not necessarily vof)eot the views of the Neslawi Devnlopment
Corparation nor the Jeoretariat of UNIDO,
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i DUSTR FEASIBILITY ANALYSIS IN MALAWI
S UMMARY
This peaper discuscaes Industeie. Fensibility Anal) ;ie 4in Mels®i 4in

rolotion to the structurc of the (luladi cconomy together with the practice,

procodure end investment institutions in the country, Also, it reviows ‘
critically a perticuler case study in relation to its conformity with UNIDO |
Manuel for tho Properetion of Foauibility Studies ond analysuve the difficultioce |
ond constraints experienced in thc gencpution of visblo astudies, Finslly,

it mekes recommondaticnc esbout how extornel aid agencies could holp alleviato

these difficulties,

2, The Malea@®i oconomy lergely depends on agriculturs but industrislizetion
in import substitution and export orionted industrice is being actively
sncouraged. About 16ii nf the annval invostment reeources are mobilized locelly
and ths rost of tho dovelopment budget is fundod by externsl aid egenciee.

In this wey, generslly Msle®i does riot exporienco difficulties in funding
viebls projocts end it i{s hardly possible to find suiteble feesiblas pro jects

lying wasted sbout, as studics ara prepared with specific funding sources
in mind,

3. Thors are several industrial dovelopment institutions in the country
whioch preperc feasibility studios with or without the help of foreign
consultents, Some of the institutions ere satisfectorily equipped with staff
Pamiliar with tho methods of eppraising industrisl projocte ss rocommended
in tho UNIDO Manual, In addition finencing and implomontation of visble
projscts is not @ major constraint, Tho major problem for Maladi is a serious
shortage of personnal perticularly at tho comparatively junior levsls who
heve tho requirod broadth of treining end exporience. Thorofore, the
sppropriato rosponsc for both tho lala®i Government and the External Aid
Agonciss should be generslly to incressc the general training aveilable in o
bid to enlerge asconomicelly and financieslly groundod staff in the public snd
private soctors through speciaslized furthor training in finance, project
apprsissl and properation of feesaibility studies, Since tho decision making
praoess in Mala®i epposrs adequuto et present, the mejor constreint is e
severo ahortege of profussional pooplo at junior lovels to sctuslly produce
studics at a feoter roto, Thorofore, the External A:I.c.l Agencies should

extoend their sctivitiocs in thoss eroas.
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EART I INDUSTRIAL FEASIGILITY OTUDIES TH MLLAWT

—————

This paper {s ilalafi's Coaurtry Position Paper, for presentation to
UNIDO's Expert Graup Meeting on Cvaluatinn and Follow-up of Feasibility
Studies, to bo hcid in Vivnne fror %th to Ath December, 197., The formet and
atructure of the Papcr are aesigiied to conform Lo the recms of Roference
issued by UNIDC., As reyuested, the contents arc intcnded as a contribution
to a continuiry discussion rather than a definitive stotement on this topic,

Te Procedurc and Practice for Initieting and Conceiving
Indystri=l =g jocts

A1l of the institutions imvolved in industrial dovelopmant in Mala®i
can and do iritiatc and produce foasibility studios. “roject ideas are
doveloped by enalysing and identifying voarivus industrial opportunitiee that
can ba developod into investments,

142 To a large extont, thc future development of Malo®i's economy will

continue to depend on the agricultural sector, but the encouragement of
industrialisation for both import-substitution and export-orientad industries

aro definitely part of Governmont policy, a part which is executed by the
Ministry of Trade, Industry and Tourisr (HTIT) and other investment instiputions,

1¢3  In addition, since the invastmenit resources which the Malati Government
mobilises domestically in o given year represent only around 16 per cent of
the currently Maladi Kwacha (MK) ‘100 million per year Davelopment Budget, the
rest of which is largely funded Ly oxtornal aid ogencics who will rot normally
finance more than 85 per cent of a given project, it will beo seen thet sn
spproach which is appropriste for a Government with the room for large
eutonomous expenditure is lesc well suitod to the case of Malafi,

1.4 In relation to the requested Case .itudy for this peper, generally,
Mala®i has not axperiencod difficultiocs in funding viable projects, and it
has not been pos-ible to find s suitabln feasibility lying 'nused. Theo
studies which arc undortsken hoth within che country and by foroign
consultants arc usually prepered with specific funding sources in mind,

2, Institutions Congernad with Industria) Lovelonment

241 The relevant irstitutions with an indication of their copabilitics are i

8) Maladi Davelopment Lorporation (MOC), This is a wholly=owned
Government Corporation which operates on commurcial basis, paying
tex like any other compan,, ~OC promotos joint ventures uwith domestic
and foreign investors, It has a project analysis staff of six Maladiansg
who heve receivod training within the Corporation but two of these
hevo boon trained in Project Anelysis cxternally alse., The projeoct
analysis, prcparation of foasibility studies and their follow-up are
directed by another Mala@ian, the Deputy Gencral Managar of MOC who
hes receivod profcssional training extornally in this and other
fields of manaqument,

b) Investment and Devolopment Bank of [leladi Limited (INDEBAWK), An
internationally financed and commercially operated development Bank,
with ADMARC as thn local partner, Indebank has four poople doing project
snalyeis; skills are mostly bank-accounting based.

¢) Agricultural Developmont and Marketing Corporation (ADMARC), Pesrastatel
body particularly inveolved in agro-industrial pro jocts, either on its
own or with othcrs iroluding i1C ond Press (Holdingso) Limited,
Projoct analyeis staff of 5 practico accounting rather than occonomic
approachoes,




-3-.

d) Pruse (Holdings) Uimited, Privato yroup with 17 subsidiaries end 23
vgenciatoud companiou, tho uxXpatriate ond forcign-truined economist
with intornally-troined steff o two "nladians doinyg somo
pre~-fuasibility analysis,

@) Miniatry ., Trade, Industry ond Tourism, Two uxpatrioto oconomiats,
ono Malediun currontly boing trainnd in Foosibility Anulysis,

f) fconomic Planninng Division of the UFfice of thu President and Cabinet

(LrD),  Four Maladien uconomdists axperinncod in nmnutly non=industrisl
projuct appruisal,

ei  Thu roncopts far projoct appraisnl followod by the above inatitutions
arc basicaelly thu seme, although Lhe details may vary from onn institution

to another.  In 0, tho project anolysis utoff at times aro roquirod to tuen
o tuchnical study into a commorcial ond financisel proposition which cen be
used fFor nogotiution with wouldebo pertnors,

3. Critical foview of Difficultine and Constraints in the Gonorstion of
Viablo 5Studios and the External hid Agencies' Role in alleviating thosa

dgffgcultiua.

i It will have emeryged from tho above that many of the methodological
prableme which constrain practical Foooibility Anolyois in other developing
Countricn are not so difficult for iteladas in addition financing end
implomontation ore not major congtraints, What romodno is o serious shortago
of porasunnel, particularly ut tho tumporatively junior luvels, with roquired

of training ond uxpuriconcus, Civen that thie shortege of trained
economists and ucnnomicully/ﬁinanciolly yroundud steff is gennrel acroes both
thu Lovornmont ang private soctor:, it is rolt that the approprietou response
which concurns both Lavornment and tho Ald Ngoncios will be to incroess the
ganoral tradning avallaoblo in o bid to onlarye the pool of skills rather then
to ruallocat: tho rosourcus availublo through highly apaciaolised further
training in, for oxomple, Feowsibility hnalyais,

362  The nond fur 8 brond groundcing in uconomice for tha succoasful
nroduction in also o factor which i poosibly undorstated by tho approach

of tho UNIDU Danual, whdeh forp perfuctly good reasons, structuroe {te
prosontation around 'quidolinoo!, with Fruqguent reforenco to the newd to
adapt those to particular daty and cooun, It 15 submittod in this papar that
tho ability to choose the right adaptatiang, or yoad ones is a central
roguirament, tho importaonce of which is underatotud by this form of
prosontations lIn-sarvico tradning of local otaff within particuler
inetitutione moy not provide this pornpoctive, ond it is here that tho eid
agenciea may provide more help,
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PART 11 THE_CASE S TUDY:  FOAGTIOTLITY STUDY 0L A JSED

NIL GLFINERY iy MALAY

11  Thic study was chosul, for analysis bLecause it {5 one of the most
comprohunsive st dies produced Ly overse s Cossultants, T¢ other with
Annexcs, the docuiont b " PoaSe Tow, db i Lol Ltudded by Dala6d
a8 4 possible invistuent projoct,

142 The investigation covereod oll impurtunt aspeets Lo deturnine tho
commereial feasibility of such o project Lo #ala®i. Firstly, the Consultants
assessed the orourt of useo 0il timt could L. collected 1 itoladd, uging

dito collcction, persoral intervicws, and field investiqations, In onalysing
this informatior, the size wW cuicpositioi of the proscnt offective market
domand by sugnentc was deternined, T sales und demand projections wore
carried out and this detoemined Liv: choico of techrology ond altornative
processes, plant capacity, productior programnes and marketing stratogy,
Other dotoils of the projest included th.. mode ond cost of collection of
usod 0il, oil characteristics and tuch.dcul conceptionass Tho report olao
discussed the impact the project tould have on variout cconomic and
onviroenmental aspectse In tho financial and econonic analyues, various
details and results ara precentaod,

1e3  Three important sectors consune lube oil in rale®i namely, privato and
government vchicles (77, ), irdustry (1%.), railvays and ships (5,.)s On tho
baszis that lubo wil consumptiori would bo 4,775,000 litros and an expectod
collactioi: officivney of 4%. of tho virgir o0il quantity consumed in Meledi,
it wee estinctod thut wvaste oil quantity of ,150,00N litres could be

_collectod ir 1980, hlso, there arc threc main corsumption regions in Malo®d,

The Southarn Region hac by far the tiggest concontration of industry and
cconomic activity uwith total lubLc ofl consunption of 70,. followod by the
Contral Rougion 27, and finally the vorthorn Negion 3,0, Thus, for a refinery
starting operation in 1900 o capacity of :=-

1,700 kg of waste oil per hour
7 hours operatici ser day
250 doys por yoar

wag calculated, It wos also recounmcndod that the plant should bo based on
the acid/clay process bercause Luxpoerieneo had shoun that among the available
technologies this process was the nost ccunowic ari,

Te  Following the asscussmont of demond and input requirements cte,, the
Olantyro areu in the Southern itoyion wos recoumended s the suitablo
location of the plant because appraoximatuely 70,. of thc used oil would bo
collected i that Region, Algo in the heovy industrial arca sites aco
svailablo which have all the necogsary infrastructural installestions,

1.5 Total fixed investmont coot wus oustimotod at ~K1,1403,000 broken
down into ‘e

(a) local cost MKG72,100
(b) foroign cost 01,140, 850

Working Capital roquirements were ootimated at #K185,313, Tho invostment
and cost calculutions were based on 1976 valuoc, no-allowancos being made
for futurc inflation in coste and the assumption being that all infletion
would be roflected in inciuusad sales rovenues, thus maintainding the
contribution congtant,

1e6 fAssuming that the whole pro joct wos fundod with cauity cepital, the
roturn on fixed investmont ofter tox uas calculitud as 10, and the roturn on
total invi:stmont i.c, including vorking capital and start up costs os 14is.

The Internal Kete of licturn Lused on the discountod cashflou wes detourmined

88 beino 0., The nost impartant nwcroocenonic uffect was the import
substitutiou ot ~bout 1,%06,J00 litres of blundud lube oil, uhilst tho coste
bonofit calculation for the sconoiny of 1. lufi hased on consurvative aggumptions
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ruveraled gn Internal Rate of Quturn of about 13 ., Therofore, the conclusion
wag that o waste oil refinery in lialu®i could be highly rocommended both

from the micro and racro=-cconomic point of viow,

1e?7 Lriticel ! viuu

The foacibility stugy toum consistoed of o techrical muragor and an
oconomist. AMlthouih 10 most of its iwportant rospects the roport conforme
with cnntunts of the UnIbU junual for the ! eesaration of Industrial
Feasibility Studios, thoerc arc sow: areas  in uhich the study wes doficiant,
For examplu, in the Financial cvaluctior, the teurn did not computr cortain
commercial profitaiility criterd: liice Nt bresent Vnluc, ayback poriud and
nu sinsitivity analysis or cven probability anulysis werc undertaoken on the
investment under conditione of uncertointy especiolly regarding such
varieblos as salos rovenues, productior. and {rvestncnt cosiv. Also, in the
national ccononic cvalustion of Lhe projoct, ro shadou pricing of lobour,
forediyr oxchange end investioent uas culculated to ollow for divergenci oe
butween market prices and true costi or values to the c.onory in terms of
thn usu of rueal rcsources. llowevor, it is governmont policy in Mala®i that
ghadow prices or convursion factors should not be used in the appraisal of
Mula®i projucts,

The itoport alco tonded to ignoro detailed doscription of tho local
dovolopment of the projcct together with the rewson for sponsor's intorest
in 4t. Also, details of project eongincaring and implemontation schadulos
uere playod down upon perhaps for the spocific reason thaet the decision to
invest ond start commercial production haus not ycot beon made,

e RECUMIENDATI ONG

2¢1 The deeision-making procoss witiniin Mala®i eppoars adoquote ot prosont,
Projects which appear viable gencrally attract finance and arc implementod,
and there ic no reaso. to belisve thot this would rot continue to be the
case if viablu projucts woere producod ot o fustor rote,

2.2 The major .onstraiint which has bee. idontifiod is a suverc shortage of
people to actually do the studive, ornd it has buen suggestod thet speciolist
short courves to cupc with this orec ot tho ansuer - the problonm is a gonoral
shortage of profcssional staff with a background in cconomics and finance

in both thc public und private sucturs, less marked at senior levels, but

1o less binding for that o the studies must actually be producod by more
junior personncl,

243  The case study is also presonted here beceusc the project roelly nesded
export advisc on choico of technology and plant inputs end outputs, otc.

The right type of production techniquos hed to be reluted to the procoss
technology or manufacturing tochninues, Thus sinco the technologice involvod
wore now and suphisticated to the lucal cconomists it wos imperative to
sook guidancc from thosu possessing the knou-how, Alao it shows claarly

that boceucu of the multi-disciplinary touks in project plannirng, cconomists
now and again nood tho aid of various short torm consulting engineors and
tochnologists to assist in moru objective assimilation of tho tochnological
and ongincoring problems, Theroforn, tho extornal aid agencios can extond
thedr nactivities 4ir. thesc areac also,
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