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PRIORITY CRITERIA IH PROJECT EVALUATION 

Tkis paper is ooncerned with the investigation of faotors and 

techniques proposed for establishing priorities of new industrial 

projects in planning and execution, with special emphasis on priority 

considerations for developing countries. 

Priority fautore are first classified, in aooordanoe with their 

nature, and priority system are thereafter examined. 

It is concluded that, for industrially developing oountries, straight 

ranking of benefits would be more suitable than ranking by benefit 

ratios, and that priority faotors bearing en foreign relations for 

developing countries may well play a most significant role in project 

selection for execution. 
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posee1  fo^  t.V-  .,  .. /u tr- 
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particular cup- i:rjic  pi-.o.d on loao 
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factors mainly pertaining to in»- 

dustriall; 
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;:rj  . .i-"c'. i.;d not exist before), the problem 

of ini net; project and comparing it with 

c-:•.-. Suc-Od, on the A her hand, an extension or* 
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ii. .•!,;•,' r •:.. x'j or v ; Lh effective .-cans, for 

.-j-. ; i. ro ._i.' r ;?. joüñon of the most promising and 

.'^r,-. :.h-.i v-.i.-i'". L,y of projects proposed,. 
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Ft Foreign exchange benefit (i.e. value of produots oonsumed 

locally, which would otherwise be imported, plus valu» of 

products estimated for exportation) 

D» Annual depreciation 

l/li Profitability ratio (i.e. ratio of net return to capital 

investment) 

N/Ií Ratio of national income benefit to capital invastmant 

F/II Ratio of foreign exohange benefit to capital investaant 4 

« * pi Number of years to repay 

Co-efficients for usa^e of domestic resouroest 

Vi Total value of product 

M. i Value of imported raw materials, components and supplies 

Kj» Value of domestic (local) raw materials, components and suppliaa 

Vi Cost of local labour employed in production 

Ps Cosi, of motive power consumed in produotion 

iL/Vi Imported material co-efficient 

MJ/Ví Domestic material co-efficient . 

W/Ví i*ibour oo-officiert 

P/Vi Power oo-officient 

Classification of Priority Faotora 

Priority facture may be classified, in aocordanoe with their natura, 

iato four main group3, naxiely: 

(a) Strategical Factors : 

Tiloso refer to considerations deemed of primary 

importance to the industry, e.g. production of basic 

engineering r::ttorials and standardized produots. These 

strategicil l'-iotort* comprises 

(1) strategical importance to industrial set up. 

(2) Relative importance in clearing obstacles facing 

;...-,':_• - Industriéis 

(3) lining requirements for inter-related projects. 
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(b) Economie tapfre«. .•:.. 

ïhese plaoe emphasis on the effeotive use of finan- 

cial resources in producing benefits with a view to 

improving the economical status of the country. These 

priority faotore includi» 

(4) Profitability or net return on capital 

investment, R. 

(5) Improvement innational inoome, N. 

{€)   Savings in foreign exohange (i.e. improvement 

in balance of payments pjosition in foreign 

exchange), P. 

(-7) «elative size of individual projects, as 

Measured toy th« amount of their benefits. 

(8) Immediacy (or otherwise deferment) of finan- 

cial return (for fit into the economy). 

(o) AfEllAbility Factor«t 

these factors, though intangible and subject to 

judgement, may have a decisive influenoe on projeot 

evaluation. They include« 

(9) Avallability/fesage of local raw materials (Uáft) 

«uoh as iron ore, cotton, vegetables, etc, 
th» *««r*e of the availability assuming one 

of several forms, vis.« 

(1) Materials available in both quantity and 

»rualityi 

(ii) Meteríais available in quantity, but not 

in quality} 

(íii) Materials available in quality though 

quantity has ta be increased; 

(iv) Materials shall be available on comple- 

tion of some other projects; 

(v) Materiale available, but quantity has to 

be supplemented by importation (J*./V). 
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(10) AvmiUMUtr/SBplQ|P»»yfe »* aanp»v»r (W/V). The 

¿«gre« of avaUabiUty of »killed and/or unskilled 

personnel vati«« in aooordanee with the nature of 

inda»try and t© hn^ -l capacity of the oou :^yj 

it take» one of the jf©Howing forms» 

(i) Manpower av*i4#bl» in both rumbar and ski Va 

needed) 

> (ii) Mmpowr available in number, though specific 

..•:       »kill» have to be developed, 

(iii) »amber ha»-, to be inoreased by development of 

Fkills} 

(iv) Loeal manpower has to be supported by experts 

'      brought in for specific lercthe of time. 

(11) availability of Motive Power (P/v)« This includes 

the availability of fuel such as patroleum products, 

ooaJ, and uranium, also_Jth^a^^ability of watar 

fall» for power generation. (A striking example 

in the UAR of the influence of the availability 

of motive power on project evaluation io the rap:.H 

development of Aswan into an industrial town, on 

acoount of the availability of electric power on 

oompleticn of the High Dam project), 

(12) Availability of Transportation. Facilities, such au 

rail, road and river transport, also the existence 

of harbours. 

(13) availability of Domestic/Export Markets, wbic 

factor is.most significant in deciding on the 

initiation and extent of the particular industry. 

The assurance of existing and/or prospected 

markets is affected by various consideratims which 

includet 
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(i) Production of good« being so fu- imported; 

(li) expansion of existing industries} 

(ill) Creation of new industrie«. 

(i) Bxpansion of volus» of present export»» 

(ii) Improving and/or advenoing quantity and 

utility of exported articles! 

(ili) Prooe^esá^iJji^orted goods for re-exportation» 

(lv) Processing available material« not yet being 

exported. 

(U) Aemilability of local faculties for design and oreativa 

work. 

Priority may be given to certain industrial projects 

, for whioh experiences and oapaoity for creative «orle are 

available. To naœe but a few of those industries 

oalling for special creative talents su oh as toy in- 

dustries, and those bearing on artistic abilities suca 

as ornamental industries. A further example would be 

the watch-making industry which depends on speoifio 

experiences and abilities* 

On execution of an industrial plan, factor« other than those 

given above have to be «axon into consideration, particularly in 

as far as industrially developing countries are oonoerned. Those 

additional factors may be grouped as followst 

(d)   fWffl ffftt*1lM t° ^9fftm ftimm* 
These comprise three faotora, namely. 

(15) Availability of foreign a«ol«ng*fo^^«¥*irtosn< and 

running of project (in oa.se materials, supplies and 

experiences continue to be imported after execution 

and putting into operation of the project). 
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(16) Availability of financial, facilities.    Facilities 

offered by governmentss concerns and individuals 

would, no doubt,  be a prime factor in the seleotion 

of project for execution« 

(17) Availability and interest of foreign ooncerns for 

co-operation»    Particular interest in certain in- 

dustrial projects as shown by co-operating concerns 

would be quite decisive in priority measures for 

project execution» 

It is worthy to point out that this group of faotors bearing an 

foreign relations may well impose serious deviations from priority 

ranking based on conventional priority faotors«    This is particularly 

true for the case of industrially-developing  countries, for whioh 

decisions taken are mainly based on judgement, rather than on 

mathematical manifestations of priority criteria, 

PRIORITY BATIxIG SYüTuMo 

For the ranking procedure, of priorities, two basic systems ar« 
available, namelys 

I»    ¿traient Ranking of Benefits t 

This is the simpler of the two rating systems under consideration, 

in which benefits appela" of equal weifeht in and have equal influenoe 

on the final rating of the project.    The system, by virtue of its 

simple nature,  is particularly suited for the analysis of projeots 

with data imperfections, and may thus be convenient for adoption 
by developing  countries, 

!!•     Ranftinft by Benefit Ratios; 

In this more complex system,  benefits are formulated in terms 

of ratios which are then added into a siiigle ratine factor.    This 

system ic  bound  to be based .on fairly accurate data of the project, 

a c-se favouring  advanced industrial planning. 
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4. 

Benefit ratios may be found o.uite effective in empnasxzing difference, 

between benefits and in carrying them directly into the final raUug. 

Basic benefit ratios used in this system include. 

(i) Ratio of Profitability to capital investment, (R/I), 

(ii) Ratio of National Income benefit to capital investment, (H/l)i 

and 
(iii) Ratio of Foreign ^change beaefit to capital investment, (F¿I). 

A final benefit rating factor, based on the above-mentioned benefit 

ratios, may be put into the integrated form (R • H + P)/l.) 

This factor may further be adjusted to its present value, on the fourth 

priority factor of the number of years rehired for the complete execution 

of the project (at 10 per cent compounded annually). Adjusted values may 

then be used for priority ranking of projects within the same group of xn- 

dustries» 

Should the influence of domestic raw materials usage (viz. *d/l) be 

taken into consideration, the following effects would result, 

(a) Tendency to weaken comparison of final benefit rating factors 

between projects in different industries, owing to the fact 

that the factor (M7I) is rather of a characteristic nature, 

i.e. in as much as low- or high-cost material is involved in 

the industry concerned. 

I*) Distortion of the ratio of national inooM benefit to capital in- 

vestment, as the inclusion of raw aat.ri.l factor would lot the 

velue of national income benefit approximate net .alee in.t.ad. 

(.) introduction of the factor (M./I) does not display a factor so 

statistically refi,ed as the throe hasic economic faotore 6iven 

above. 

Adjustment for ei,e of project would nullify the purpose of ratio 

analysi , since it would upset the measure of relative <«»<•£ " 

promts in their use of capital in the attainment of desile benefits 

(irrespective of project siae). 
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It is worthy to point out that a wider range of priority factors for 

project evaluation would be desirable;  this necessitates, however, rather 

refined project analysis data,  which may not be readily available, especially 

in industrially developing countries. 

For final evaluation of project priority,  the relative value, per 

final unit of product,  of materials and supplies (M./V and M./v), wages 

of local labour employed (W/V) and cost of motive power consumed (P/V) 

would furnish co-efficients and measures of only limited usefulness for 

comparison between projects.    This is due to the ¿act that suoh co- 

efficients may quite widely vary from industry to industry in accordance 

with the nature of product and processes involved. 

DISCU3SI0ÏÏ OF PRIORITY RATING STöTi32S 

In this paper, the two basio s¿ e terns of priority ranking have been 

investigated and evaluated in the light of the extent of their applica- 

bility to developing countries. 

AS priority factors,  however, are diversified in nature and measure, 

it seems  that a relevant rigourous mathematical handling of the problem 

would hardly be of any significant practical feasibility.    This lack of 

accurate and reliable priority rating would,  as yet,  leave  the door open to 

expert judgement,  estimation and arbitrary weiehing. 

In this respect,  it is worthy to quote from the presidential address 

presenting the 1963-1967 Five-Year Socio-economic Plan in the Philippines, 

concerning the declining importance of mathematical priority formulae« 

"Reliance on mathematical formulae  for priorities in industrial 
projects dors not assure  successful economic planning." 

Developing countries may be recommended not to place much emphasis on 

mathematical formulation of priority criteria, but rather to have projects 

and planning  integrated with over-all objectives, these may include! 

(a) Direction of available resources  to most productive uses* 

(b) Conservation of foreign exchange; 

(c) Laximum utiliz:tion of domestic materials,  man and motive power) 

(d) Promotion  01   r., tio:v.il  income  und economic &rowth. 
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Of particular interest to developing countries, especially for 

„eject ..lotion for execution, are priority factors coaaected with 

foreign relation-, na»ly the availability of foreign sachan**, finan- 

cial faoilitie. and intare.t of co-operating concerns. Tfcese factors 

My *ell prore »o.t decisive in project evaluation, second in importance 

to thee, priority factors, are the .concie factors, vis. net -• 

capital inve.t*mt, i»prov.«ent in national income and savin*, in foreign 

•spendi ture* 

1 
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Rt'.nltliig Snn-id _on_T' o^Rfvaidrip of I;id:iv:Murl Ration 

(.-.)    En;;i:vicrinr Projects t 

R^ÜL'G TO F: CTOR OF 
Ptoject Profit- l'Oióign Nail. i'Jme to Total Firmi 

ability S;wcTiiin^Q Income Exucuto of 
Ratio R'-tio Ratio RoiUca 

Il/I F/I rl/l 

?"..• JV\ nv Cars 8 16 10 4 33 (11) 
TviL.'-i 2 9 1 ¿ 16 (  4) 
Di.     .;l   "J .r;i:10S 12 13 9 A 38 (11) 
1)1 -' -M. engines Expansion 5 12 8 3 28 ( a) 
Tr, ,o :.> .]-a 10 15 12 5 42 (15) 
Rill •>;.'       -s 15 14 5 4 y¿ (11) 
"Itioii'c retors & F.ina 1 6 4 2 13 (  1) 
Iç.i,,; ' ; S;\:Wn 3 5 3 2 13 (  1) 
Tr.i'ií.i'l'i.o •,: /xprvision 6 ( 6 2 21 ( 6) 
EJ •- ,.    -o,    ' .o r!x¿:,'v\>ion 13 10 14 2 :¡9 (13) 
Flor->;.v_¡r.i Lnnp3 11 11 16 2 40 (14 

(  5) I}'"11. 9 4 2 2 17 
òpìì'.J '-• ,". '.,Tuf,ir.£7 3p,-rn Ptü, 7 3 11 2 23 ( 7) 

(  9) Ptt:i^:if'; iip'.o-ij l'arb3 14 2 15 1 
Hi'.L'.'vi.-./ . y-.-ro >':-:-'¿3 4 1 7 2 Ú (   3) 
1 r-cu r.; .'.pfuo Parts H 8 13 2 37 (10) 

(B)    ...... r'-i-,-ic ;-|. P-ojcctii j 

Trio íl-.i:-', In ;:X.i ft STjii CO, 3 5 13 3 24 ( 7) 
Dr'.;•,>•; ; ».•';, in P-J,T:. & OTDüL GÜ. 7 1 2 1 11 ( 1) 
Dr-wl:--: I :r t jn C'-iVjy. CO. 11 3 3 1 18 ( 3) 

( ¿S Drt.' in,, l.at '.JjC..i CÜ„ 10 2 J. 3 16 
CPK!/L-I.-¡.! 6 15 U 3 38 (12) 
S Lo .1 ;-íii rin^-a 12 11 15 4 42 (15) St«"! :;.-.|üJ 9 6 7 2 24 3 S coal iron Rollers 8 7 4 2 21 
Rolli.)" uní t 16 16 12 6 50 (16) 
I'-m '• ï'Oot-l r.::p".nîJlon 13 4 8 7 32 (11) 
CfjpJ'.'ii.v Irou & itoel Equipment 14 12 8 4 38 (12) 
SlO-IC']<•   Zi ¡13 1 13 10 5 29 ( 9) 

(10) B'locl.i i,•• .. 'íüiinnm 2 14 9 6 31 
A:!'- 1 .,:,• /jiv.ora 15 9 11 3 38 (U) Beil :-a 5 10 5 1 ¿1 ( 4) 
Loan:; Kuva.f.-?.cl;ur.i;ig 4 8 6 3 21 ( 4) 






