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PRIORITY CRITERIA IN PROJECT EV.LLUATION

This paper is concerned with the investigation of factors and
techniques proposed for establishing priorities of new industrial
projects in planning and execution, with special emphasis on priority
considerations for developing countries.

Prisrity factors are first classified, in accordance with their
nature, and priority systems are thereafter examined.

It is oconcluded that, for industrially developing countries, straight
ranking of benefits would be more suitable than ranking by benefit
ratios, and that priority factors bearing cn foreign relations for
developing countries may well play » most significant role in project
seleotion for execution.
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Ft Foreign exchange benefit (i.e. value of products consumed
locally, which would otherwise be imported, plus valwe of
‘products estimated for exportation)

D: Annual depreciation

R/I: Profitability ratio (i.e. ratio of net return to capital
investment)

N/I: Ratio of national income benefit tc capital investment

F/I: Ratio of foreign exchange benefit to capital investment

ﬁ'%"f' Nuwber of years to repay

Comefficients for usage of domestic resources:

Vi Total value of product
Mi' Value of imported raw materials, components and supplies
Myt Value of domestic (local) raw materials, components and supplies
W: Cost of local labour employed in production
.Pz Cos! of motive power ccasured in production
M /N: Imported material co-efficient
Md/V: Domestic material co-efficient
W/Vs wbour co--afficiert
P/V: Pover co-cfficient

Classification of Priority Factors
Priority factors may be classified, in accordance with their nature,

iato four main grouns, namely:

(a) Stratericnl Iactors:

' These refer to considerations deemed of primary
importance to the industry, e.g. production of basic
engine~ring naterials and standardized products., These
strategicil {"ictors comprise:

(1) .trotegical importance to industrial set up.
(2) Kelative importance in olearing obstacles facing
Lt industries.

(3) "Wining requirercnts for inter-related projects.
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-'cb) ‘Egenomio Paotors:- .
~ These place . Omphllil on the offectivs use of firan-
cial resourtes in producing benefits with a view to
improving the economical status of the country. Thess
priority faotors include:; .
(4) Profite™Mlity or net return on capital
investment, R.
[ o S (5) Improvement. in national inoome, N,
- (6) Savings in foreign exchange (i.e. improvement
-+ 4in balance of payments Position in foreign
exchange), F,
(7) Relative size of individual projects, as
~ ' -'‘measured by th. amount of their benefits.
(8) Immediaoy {or otherwise deformont) of finan~
oial return (for £it 1nto the economy).

(,) ‘Availablility Faotorss :
o These faotors, though intangible and subject to
© ' judgement, may have a decisive influence on project
t - evaluction. They includes -
- (9) Availability/Usage of local rav materials (M /V)
- such as iron ore, cotton, vegetables, eto.,
tho-dogrOe»or'%hoAcvailubility assuming one
. 0f geveral forul, vis.:
'(1) ¥atorials availublo in both quantity and
nuality;
(i1) Matorialn svailable in quantity, but not
| “in quality; g
(1i1) Materials available in quality though
- quantity has to be increased;
(iv) Materials shall be available on comple~
tion of gome other projects; =
(v) Materiale available, but quantity has to
ba supplemented by importation (ﬁi/V).

]
3
-




E/CH.14/A8/111/2/1
Page 1

(10) Availability/Bmployment of mappguer (W/V). The

P

degree of availadbility of skilled and/or unskilled
personnel -varies in accordance with the nature of
industry and te hnic .l caducity of the cou ..2Yi

it takes one of the following forms:

(1) Manpowar availpble in both iumber end skills

neadedy
(11) danpower available in number, though specilic
skills have to be developed,

' (4i1) Mumber has to be inoreased by development of

.

(11)

(12)

(13)

ekills;

(iv) Local manpower has to be supported by experts

‘brought in for specific lergths of time.

Availability of Metive Power (P/V). This includes
the avaiiability of fuel such as patroleum producis,
coad and uranium, also tpp availability of watsr
falls for power generatloﬁ;““zﬁ>;ur1king example

in the UAR of the influence of the availability

of motive power on projsct evaluation is the rapld

" development of Aswan into an industrial town, on

acoount of the availability of electric power on

oompletion of the Higl: Dam project)s

Availab111ty of Transportatlon. Facilities, such as
rail, road and river transporf, also the existence

of harbours.
availability of Dowcstic/prort Markets, whic
factor is most significant in deeciding on the

initiation and extent of the particular industry.

The assurance of eéxisting and/or prospected
markets is affected by various consideratirns which

include:
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Ier Demestio LaLkess:
(i) Production of goods being so far imported;
(44) Lxpansion of existing industries;
(1i1) Creation of new industries,
ESk sikport Narketss
(1) BExpsnsion of volume of present exports;
(44) Improving and/or advancing quantity and
, ; utility of exported articles;
(111) Procesaing inported goods for re-exportation)
(4v) Processing available materials not yet being
yupbortcd. '

- (W) Availability of local faculties for design snd oreative

vork.

Priority may be given to ocertain industrial projects

. for which experiences and capacity for oreative work are

available, To name but a few of those industries
oalling for gpecial creative talents such as toy in-
dustries, and those bearing on artistic abilities such
ss ornamental industries, A further example would be
the watoh-making industry which depends on spescifie
sxperiences and abilities,

On execution of an industrial plan, factors otbher than those
given above have to be takon inte consideration, particularly in
as far as industrially devoloping gountries are concerned, Thess

additional factors may be grouped as follows:

Thcse comprise three faotors,.namaly;

(15)

Availability of foreign emehangec for--investment and
running of project (in ocame materials, supplies and
experiences continue to be imported after execution
and putting iato operation of the project).
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(16) availability of finaneial.facilities. Facilities
offered by governments, concerns and individuals
would, no doubt, be a prif}:e factor in the selection

of project for execution,

(17) Availability and interest of foreign concerns for
co=-gpsration, Particular interest in certain ine
dustrial projects as shown by co=operating oconcerns
would be quite decisive in priority measures for

rroject exogution.

It is worthy to point out that this group of fagtors bearing ¢n
foreign relations may well impose serious dev:.atione from priority
ranking based on conventional priority faotors. This is partioularly
true for the case of mdustnally-developine countries, for whigh
decisions taken are mainly based on judgément, rather than on
mathematical manifestations of priority criteria,

PRIORITY RATING SYuTLMS

For -the ranking procedure, of priorities, two basic aystems are

available, namely:

I. otrajeht Raniing of Benefits:

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

in which benefits appcur of equal weight in and have equal influenge
on the final rating of the projecte The system, by virtue of ita
simple nature, is particularly suited for the analysis of projects
with data imperfections, and may thus be oonvement for adoption

t o~ e ———

by developing countries,

II, Ra&}ug by Benefit Ratios:

In this more complex system, benefits are formulated in terms
of ratios which are then added into a siagle rating factor, This
system it bound to be based on fairly accurate data of the rroject,

a cese fuvouring advanced industrial planning.
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Benefit ratios may be found quite effective in empnasizing differences
between benefits and in carrying them directly into the tinal ratings
Bagic benefit ratios used in this system include.
(1) Ratio of Profitability to capital investment, (R/1);
(11) Ratio of National Income penefit to capital investment, (8/1);
and
(1ii) Ratio of Foreign nxchange be.efit to capital investmenl, (FAT).

A final benefit rating factor, based on the above-mentioned benefit
ratios, may be put iato the integrated form (R+ N + F)/i.)

This factor may further be adjusted to its present value, on the fourth
priority factor of the number of years required 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 sume group of in-

dustries,

Should the influence of domestic raw materials usage (viz. Md/I) be

taken into oonsideration, the following effects would result:

(a) Tendency to weaken comparison of [{inal benefit rating factors
between projects in different industries, owing to the fact
that the factor (Md/I) is rather of a characteristic nature,
j.e. in as much as low- or high-cost material is involved in

the industry concerned.

(v) Distortion of the ratio of national income benefit to capital in-
vestment, as the inclusion of raw material faotor would let the

value of national income benefit approximate net sales instead.

(¢) Introduction of the factor (Md/I) doos not display a factor 8o
statistically refined as the three basic economic factors given

above,

Adjustment for size of preoject would nuliify the purpose of ratio
analysis, since it would upset the measure of relative effectiveness of
projects in their use of capital in the attainment of desirable benefits

(irrespective of progeot size).
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It is worthy to point out that a wider range of priority factors for
project evaluation would be demirable; 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 ,roduct, of materials and supplics (Mi/v and M, /V), wages
of local labour employed (W/V) and cost of motive power consimed (P/V)
would furnish co-efficients and neasures of only limited usefulness for
comparison between projects. This is due to the .aot that such co=- ,
efficients may quite widely vary from industry to industry in accordance
with the nature of product and processes involved.

DISCUSSION OF PRIORITY RATING SYSTLES

In this paper, the two basic s;stems of priority ranking have been
investigcated and evaluated in the light of the extent of their applica=-
bility to developing countries. '

48 priority factors, however, are diversified in nature and measure,
it seems that a relevant rigourous mathematical handling of the problem
would hardly b¢ of any signiticant practical feasibility., This lack of
accurate and reliable priority rating would, as yet, leave the door open to

expert judeement; estimation and arbitrary weighing.

In this respect, it is worthy to quote from the presidential address
presenting the 1963-1967 Five=Year Socio-Lconomic Plan in the Philippines,
concerning the declini.g importance of mathematicel priority formulaes

"Reliance on uathematical formulae for priorities in industrial

Projects dors not assure successful economic planning."

Developing countries may be recommended not to place much emphasis on
mathematical forsulation of priority criteriu, but rather to huve projects
and planning inte_ratud with over—all objectives, these may include:

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

(b) Conservition of foreign exchange;

(c) laximum utiliz:tiou of domestic materials, man and motive power}

(d)  Promaotion ot nitional income and ¢conomic oTowth,
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jes, especially for

Of particular interest to developing countir
are priority factors cousected with

foreign relations, nagely the availability of foreign exchange, finan=
cial facilities and interest of co=operating concerns. These factors

may well prove most decisive in projeot evaluation., ovecond in importance
to these priority faotors, are the economic factors, Viz. net return on
capital investment, igprovement in national income and gavings in forelgn

expenditure.

project selection for execution,
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