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I, t io
;. Every investment is designed to achicve some results in the form

of economic benefits., Types and volumes of these bonefits, as planncd

catcgories, arc considered in 2 documentation scrving as » basis for

making invcstment decisions, . The documertation is in faet 4 realistic

prcsentation of the ideas of the investor on the ben.fits he xpects

to nchieve by the investment, On the basic of this, the investor should

bc able to discern the degrie and volume of these boenctits,

. In some cases, however, the investor has cnly 2 wish to invest
in order to achicve specified bencfits, but has no definite idea
rcgarding actual conercte projects in which tc invest, In such cascs,
the availability of 2 great number of documentation on varicus prejocts,
helps the investor to decide where to invest, Thercefore, in these cases,
the document.ation serves not only for appraisal of the types and volume
of the cexpected benefits, but also for sclection of the mest favourable

prcjcet,

isctual benefits achicved by investment in 2 project, may be
appraiscd only when the project is finished and when its producticn
gives concrete results, It is only then that the investor can estnblish
whether the planned bencefits of his project and the relevant decumentation

have been achicved and to what cxtent,

Expericnce shows that great diffcerences exist between the expuocted
and the actual benefits in many cascs, and uﬁfortunqtely with negative
effects in the main., There are several reasens for this discrepancy.
Some are purcly subicctive in naturc. In other words, both the invester
and thosc who have helped him in making his decision (designing and
consulting engineers, cconomists, financial analysts and othcr cxperts),
have on the whole inadequately appraiscd thc benefits (effects) to be
obtained from the investrent, underestimating the negative fnctors, and
overestimating the positive factors influcncing the planned results to
be achieved, Others arc objective in nature, that is outside the dircet
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LPrors, rorepet vl fratpl, oo Rromeew ce s, Thip

erfoelo, hweur, et lollory nin L Lo oee e F anastrer riortod
TooLARerte Chl orrstruction f o Loviop vl xnort TYUSUTT 803,
Tenothe Wkl r tho prostor ropt Fovv e e ATt d,
Proctien iy It rosrs ket tng Goll e ap iee s Tew relyr omerosts will
SACIUBIVLLY WpANG r Thel corpnetitioo s outed e g 1i2%y deve Whothor
Logrlol U ool wrostic protact tioe T Inive Lo lenion b wepld

margLt crlecs, nrch whother the sanZity vl e et - rercs o the
surlity F otk cihor npoduers asunlly 5010 Dbl sl rereits,  Errors
ril-tirg 4 theso olement Gy 1S vl n5 Crrrs lrorospoat 8 ther
foetors mnde i the eourse o ratrlotl Ty cruntegront lifficultics ir
the rperation f rewly oornetrietod rrojoetz, ona
Paradyze e dictin 214 pother,  The eitu-t sz ll Yhe more Qs liente
I the cose f dovel ring eruntrios. Thor, treo negative ¢ onscauences
“forrrs are roflocted sti1l e {Pastically retarding the planned

cerrmic developrent,
The “Lject ~f this paper Lherefs re iss

- to explore Aifficultics arising in the process of evalua-

tion of industrial projocts, in particular those rrientod t expert,

nd resulting rainly from the inaccuracy of Aata on the basis of which

the ¢valuaticn is mles
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-~ to point out possible crrrs in assossrent - individunl
factors, which are neceessary £ r o pgotting » ol picture £ the e .ct,
ng well as t appraise the sisnificine.  F iniividu-l crr rs -nlthelr

ricr f noygnitude;
- to intente the o noomionees rosult ing froo Dnnceurs nt g

-t supg.st measurcs U oroovere mins lofcets Tnopr docets and

f r p seible ¢limin-tin  orr rs,

This paper roprooonts 2 Swrmine op 0 L wxor e ns palred in
the task € industrinl rr jeot cwaluatl ool Yug si-vic, I s lesine
chicfly fr use as an arn totol chook it forthe listes o nneetol with

uncertaintics arisine fromricaenent dnorr ject crlustlor.

The ¢ ntents . £ this rojer 1ot ~pily t o any sincle country but
to a1l countrics facing lareely sirdlur rr tlums ir tho cours. f thedir
intustrial development, irrcspoctive of thedr s cinl systens -nit Jf whether

they have 2 plannod coen ny «r net,

If this paper conveys the s.riusness f th. problors a0 iraws the
attention of all thosc eennoctod with cvolution (e jocts, rarely
investrs, povernment, svoeiallzod wericios, v bonxs, tooall the eonsce=
quenecs arising from s lnadoqunte cvmiuntt on Fonr juetsy, 1t omoy be
ernsidered to have rulfill.d its bjective, This -»rli.s inn articul-ar
t_ eruntrics which -« not have sufficl nt copitaa it which mist n t risk
investront in bad rrojects,  In this respect it shul! b. strossod
that investmonts cnce maic cmnct beowith fenum, Theret ro kol invest-
ments in a factory will rermain s 1 ng 18 the frectory cxists,

1T, Basie Considerntions n the Roligbility ©omtanccle. forp Indust.rig

Projcct Evaluat ion

For all these concernuet with evalustion £ industrinl projeets,
irrespective of their motives (as investors, financiers or, governront
orgns) it is ncecssary to have at their lispesal cenemic mnii technieal

documentation and ot her data, from which it would be pussible to obtain
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rocuire ! roor uetion metericls ~pe suorliolt th 1oenl »reducers in
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In establist.ing world prices at the time of salse of oducts, the
trends of price movements must also be taken into account, Here, the data
on the movenent of priees in tic last few years can bc usdd tentatively
but the oonstruction ef big production capucitics in the world, ard, in
particular, on the territory wiere it is intcended to market own products,
should be borne in mind, This will be explained in moru deteil in the
scction of this popur dealing with salc in the dorwstic and forciyn nark.ts,
3. Measures for gvoiding significamt deficicucies in project evaluaticr

In the light of the preceding discussion we can s the re:sons thnt
account for an inercasc in the estimnted cost of investrunt. A univershi
mcasurc capable of climinating all the mistkes could hardly b. proposcd,
The appropriste muosures will follow fron the mature of the overrun of th
c¢stinmated cost of investrent,

It is rcasonnble, however, thet nttompts should be made to cscape ..
mistakcs resulting from o superficial amd poorly prepared cveonomie and
technical docurcrtation. It follows, thercforc, that the preperation of
this documontation should be .ntrusted to thosc who are qualificd to d- it.
If such facilitics arc not available 2t lorkw, then the documentation rust
bc procurcd from abroad, i... from renowncd world fims, provided how.v.r,

that the latter hns a thorough knowlcedge of the riirkct conditions in tin
country of thc invcstor,

Changes in the projcet during the cxccution of constrmetion ~re not
too desirable and arc to b nvoided 18 rmch s possiblec. It is better to
prolong the priod of prelinimry studies amd to moake various analyses while
premring for the construction and then, proc.cd speadily to the construc-
tion without mrking any changes,

Mistakes in cstablishing the cost of the mo Jeet resulting fron
higher prices and contingencies arc clininated by adding ~ ecrtain mount
a8 2 reserve to the already cstablishod cost of the rrojuet caaputed on the
basis of currcnt priccs, In this way, it is counmt.d .t the very outsct

with an inercascd cost, 1., the value of the mojeect when it is completod

and not the ¢stimated value of the project 2t tle noncnt of the prepertion

of the invistrent programe is cstinated, The valuc so cnlculated is then
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uscd during tlc wholc period., The necessary funds ire sceured Heoring

in 11ind this miount, and all calcul:tions ~re1..dc tking such ~n ~dditional
cost of the projcct, If the calcul-tions show th't thce proj.ct is -
profitable one "nd provides specific bunefits notwithst -nding the cxpenditure
for its construction, thon the constricti nis storted ~nd the presibility
of cxperivneing unpl. 'sant surprises in this rospoct is subst ntinlly
rcduccd,

CAlculation of the roescrve is by norwons no..sy job, The expuricnec
gaincd so far hns shown th't the ~ount of resorves rncs frr 10 por ocent
to 30 per cent of the ostiio bt d cost of the prej et st Olish d on the
hosis of prices proviiling »t the tiie of the rrc Joct rropor tion (ussuring
that the constructinn will b st.urt.-l iis..diwt ly), which <.n.nds on the
typ: of project, curition of comstructi-n, stubility of the doncstie ninrket,
inflatory tronds, nd the like.

Ruscerve funds should ~1sc be proevided both for the fixed rsscts -nd
the working copital, There con be no unfores wn works in respect to the
working cipital, however, sonie othor uncert-in rorents iy oceur, such as
grcater consunption of row rnotorinls, longer process of production, ctees
all these factors 12y wrisc on nccount of 1w lobour productivity and
inadcequate training of rionpower,

Le Reduced depndability of cost calcul:tions cncounter.d in proj.cts

dyc to accurccy linftations of capit-l investient ond :nterjel dnput
¢stinmtes

As the cnount of capital investiwnt ord of costs of row materinls and

sinilar cxpensus cannot be ditermdned zeccurntily, therofore the total costs
of production (cost pricc) cannct bu cstnblished with cortainity. If sonc
uncertainity is takcen into account ~s rejirds the cctual sclling price at the
sunc tine of snle of products, it on be scen tht the calculotions

included in the projccts arc not cntircly relinble,

Two probluns ~re c:8ily cistinsuished here, The first onc 18 how to
aseertain in whot woy the chonges in individunl itens affiet the profit-
ability of the projuct, or the plonned return fron the investrent.  The
sccond wnd the norc inmport nt problur is, what mcasurcs should b taken
to rcduce possiblc unplcasant surpriscs in this respect to a nininun,
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To insurc 2 buttcr understanding of the later considurations we shnll usc
a rough generalized cxanples In viww of differing social and ceononde
systoms in individunl countries, the detnils and speecifie charnctoristics
28 rugards the arrangaxnt and position « £ individurl ftens of eosts sheus.
not bc glven, Ve bulieve thot this will not hu.yer th. conprehension of
thc basic intention of these considerations. Let us suppose that tio pr.-
lirdrery calculations fron the investnnt progr-uaw which scrved for tho
projcct appraisal is as follows (the temidnologzy is nlsn genmiralized):

in tums of $

I Yoluc of output 21,000,470
II  Exmnditurcs
Matcrial costs 13,000,0C0
Production woges 2,00( ,000
Overhced exponses A0 ,OCC
(interial costs ~nd salarics) )
Deprecintion allowances 1,400,000
Cost pricc m
Profit 4,000,000
Total: 21,000,000

The fixcd asscts anount to 16,000,000 ¢ollars, whorens the working copito.
is 1,000,000 dollars,

The depreeiation has beun canputed s follows:

Principnl Ratc of Anourt of
Deprecintion Depreciation
Building structurcs $ 4,000,000 5% $ 200,200
Equipnent $12,000,000 10% $1,200,000
$16,000,000 $1,400,00C

| It is assuncd that the following is pric out of the profit:
repeyront of loans obtaincd (for the fixed asscts and the working capit-l)
and contributions (taxcs) to the corunity. Supposing thet thesc two
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iters are, for exnples
Tm. $ l’m.w
Repaynent installnent $ 500,000
the net profit vill amowst to:
$ 4,000,000
- ‘ l,m.OOC
$ 3,000,000

(ot of which repayrment installmert is o be peid); it follows that the

rate of profit on the total capital investuent is:
L.90ycc0 x10 = 17,658
,000,000 |

whereas the net profit remaining in the hands of the investor is § 2,500,000,
) Influence of changes on the planned offects of jinvestment. The degree
of inaccuracy will depend on the greater or lesser intensity of the changes
in imividual iteme.

ed oost estimate o xed assets., If we assumec that during
the implemcntation of the project an incrcase in the cstimated cost of the
fixcd assets camc about by, say, 208 for the construction work and by 108
for thc equiprent, the correspording incrcase in the depreciation will be as

follows:
(in tems of §)
Building structurcs 4,8C0,000 5% 240,000
Equiprent 13,200,00C 108 1,320,000
1,560,000
~4.400,000

anourt of increase 160,000

It rcans that the profit has been dininished by $160,000 and that it amounts
to $3,840,000, 1.e. the nct profit is $2,880,000 (taxcs have been rcduced

proportionately),
iffects of higher pricce of raw patcrials and of other cxppngce. Higher

prices of raw ratcrials and cther expensce are felt in a nore drastic way.
For cxample, if the increase during the wholc perdod of preparation and
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construction mounts to 10% and if this period is, say, 4 years, the incrcas.
will be 2,5¢ por annum and the iten natcrial costs (cost pricc) will increasc
by $1,5604000 (10% of 13 + 2 + 0.6 nillions), or the profit will dininist.
accordingly and anount to:
(in tems of §)
Total profit 4,000,000
Increase in costs of production - 1,560,000
2,4444,0,000
Taxes - _ 610,000
1,830,000
Repaynient installient ~ 200,000
1,3304000
Therefore, the position is as follows:

Rete of profit = 1,830,000 x 100 = 10,7%
17,000,000

instcad of 17,65% as planndd,

The net profit remaining in the hands of the investor is dininished

from $2,500,000 to $1,330,000,
g s¢ o The developnent is vory riuch alike with

the reduction of selling griccs, For exanple , if the prices drop by 6%
(say, by 1.5% per annun), then the value of output will dirdnish by
$1,260,000 and will be followcd by a concurrent dindinution of profit by
this amount,

In this casc the position will be as followss

(in tems of §)
21,000,000
Dirinution due to drop in sclling price - _3:260,000

19,740,000

Planned valuc of output

Consequently, thc profit will beg

4,000,000
= £a260,000
2,740,000
- 685,000
2,055,000
- 20,000
1,555,000

Taxcs

Repaynent installrent
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It comss out from the foregoing that:

Rate of profit = W = 12,09%
» .

in 1lieu of 17,65 as planned,

The net profit rcnaining in thc hands of thc investor is reduced fronm
$ 2,500,000 to § 1,555,000,
Ictal changes resulting from the action of all itans. In the previous sub-
scctions the individual effect has been obscrved of cach perticular itum,
Howcver, in furthcer consideration an attuapt will be made to cstablish the
all round cffcct produced by changes in cvery itor. concurrcntly. Starting
fron the changes indicatcd in the above cexaimples as to what could be the
deficiencies that may occur, bearing in nind the four-ycar period, our niedel
of calculation will bc as folowss

(41n tcms of $)

I Yaluc of outpyt 19,740,000
II  Exmnditurce
Material costs 14,300,000
Production wages 2,200,000
Overhead expenses (material costs and salaries) 6604000
Deprcciation 212560,0(0
Cost price $ 18,720,000
Profit 020
Total 42, 740,00C
The distribution of the profit will be the following:
Profit 1,020,000
Taxes ~ —£324000
765,000
Repayment installrent - 500,000
265,000

On the basis of this actwsl calculation made after the canpletion of
the project, it may be statcd that:
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Rate of profit amounts only tot:

e o

Net profit remaining in the hands of the investor is only $ 265,000,

From the foregoing it may be concluded almost with certainty that, had
we known at the time of making the appraisal of the projcct that the cffects
would be as low as this in all probability the project would not be entercd
into at all,

It should be ciphasised once more here that the 2tove calculation
and examples are gcneralized, aml the results obtaimed shouldi in no case
be considered as definitc findings, but as probable relations under
specified conditions., Conscquently, in asccrtaining the degrce of .
dependability in the above cal culations, it is of 1> decisive importance whether
the profit is conputed in the above ranner o by sore other mothod, whe ther
the tax rate is proportional or progressive, whether it is high or net, and
whether the percentage of the rate of profit 48 big or not, narely, does it
correspond to the prevailing markot conditions in a certain rniilieu, The
anmalyses radc were imtended only to show scrious conscquenccs, duc to wrong
ovaluation of sorc cssentinl elcments, as a rcsult of which large shortfalls
or even oconplete failurcs nay originate.

b) a unre jons. In the prccuding
scction we have attanpted to show what proccdure should b followed to

achieve a8 roalistic a cost estimatc of investnemt projcct as possible and ‘
also, what measwres should be taken for elininating the cffccts of

possible cost overrun., The starting poimt snculd be anticipation of an
incrcase in the estimated ccst to a specified pcrcentage and all calculations
should be made bearing this in mind, It should be taken into account also
thot the capital rescurces so computcd will be requircd in actwal fact and,
consequintly, should be sccured to thet anount ,

Howcver, the imercascd costs of production and drop in s.lling prices
are to be considered as calculative items only. This {8 to say that it is
esscntial vo asccrtain as roalistic-lly as possiblc the old priccs at the
moment of appraising the projeet and .dd thercuron a certain rescrve, This
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oan be donc in two ways:

~ pricos of raw materials should be increased by a ccrtain percentage,
whereas the selling prices should be reduced., Since the estinnted cost of
investment includcs the increase, conscquently, the derreciation in the
production costs is automatically incrcased and should not be incrceased once
more. The amount of incruase in prices of raw naterials 'nd in othor cxpunses,
and the reduction in sclling prices will depend on the conercte situation.
Such cstimation riust bc based on cxpericnce supported by backgrournd knowledge
and, to a considcrable degree, on forecast, or,

-~ calculations based on actual prices should bc radc¢ in ~advance ~nd the
pofit established, amd then it diould be ascertained to what lirndt the
envisaged profitability or profit allow an ovcrall aggravation, taking all
iters into consideration., This reans that in this casc thc starting point
should be thelower limit of profitability, i.e. the linmit bt.y,nd which we
should not go in any case, and then, the amount should be .stablished of the
oversll aggravation which is permissible within the linits of the differcnce
in profitability or profit. The projcct would be approved only if it is
appraised that this anount will be sufficiemt to cover all possiblc agrravation.
This nanncr of ocomputing the reserve is suitable insofar as the ruscrve is
considered on the whole and it is of no significance at that stage to o into
detailed analysis as to where the aggravation will actually occur,

IV. The Inpact of Chonges in Econggle Folicy kicasures on the Expectud
Effect dow roject

In addition to cascs where the rcsults achieved wer: not satisf-ctory
owing to miscalculations and subjcctive weaknesses, errors nay ~lso appear
as a rcault of changes in econonic rolicy neamures, Althoush it may be
assunicd thet cconomic policy reasurcs of any country will not be such as to
1nke the position of domestic industry difficult, espccially not so in the
countries with planned cconory, the inpact of poesiblc measures rust ho
urderstood, as they sanctires are due to acturl circumstances, Vo shall
discuss briefly soric of those measures which have so far appearcd most froquently.
1) chanses in Currepey Dxchan:c Rate

The impact of changes in .xchange rate, in the scnsc of its fall,
taking place fron thc date of the evaluation of projcct till the day when it
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18 put into opcration may be nanifosted as followss

— funds in terne of local currcncy nceded for procurcrient of import
equirent incrcase, and for thc same equiment a larger anount of local
currcncy nust be spent, AS a conscquence, the projcct becores rore ¢xpensive,
This is rcflccted upon production cost as higher deprecintion allowances nust
be provided,

- if the¢ raw materials nccessary for production are inported, the st
of production riscs,

- the procceds of salc of the export-oricntud industry in terms of
local currency increase,

It my be wncluded from this that inmported equiprent, owing to such
chrnge in thc currcncy cxchange rate, has negative offects both on the cost
of the rrojcct and on the cost of its production, Howcver, in casc of
production oricnted to douestic mrket, production cost ris.s bucausc of the
incrcascd raw nratcrial prices and the result may b either a dininishud
profitability or an increasc in sclling [riccs, As for the oxport oricnted
mroduction, although the production cost rises owing to the favourable effect
of the exchinge rate on sellin: prices, the profitability docs not chenge,
provided that in thc ueantire no change in the raw raterial rrices occured,
on the one hand, and in the final prcduct prices, on the other. The impact
of changes in the ¢xchange ratc, in the scnsc of its improvenent, has n
cffect in the oppositc dircetion, Developing counuries, cspecinlly thosc
with a planned cconory, erdeavour by neans of spccinl rncasures to neutralize
the negotive effect of the changes in the currency exchange rate.

2) Changee in Custor Tariffs. Changes in the custom tariffs are a reflex

of the cconomic policy of amumry., Howcver, the increasc or decrvase of

the custous rate over the period from the evalu:tion of the projoct until

its rcalization, are reflected both on the estinmate amd on the production cost.

The incrcase in the custon ratc acts on the risc in wvalue of inport
cquipnent, which brings an increasc in the estimate valuc of the project, and

this has a rcpercussion also on the increase of production cost throush
depreciation,

Likewise, thc incrcase in the custom rate for industrial raw
raterials and building naterials, procured fron cxport , acts so as to nake
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the domestic equipment and the construction work rore costly. The consequences
are the same as with the import equipment, that is the estimate value and
the cost of production increase,

The increase in the custom ratc on raw matcrials, nccessary for
production, which come from imports, causcs a risc in prices, and also
in production cost. In addition to its ¢ffuct on the incroasc of jroduction
cost, the incrcasc in thc cstirate value of the rroject croates difficultics
for the securing of additional funds. The incrcns. in praduction cost, cither
owing to inercascd depreeciation or to the incrcsc of raw iateriol rrices,
acts in thc scnsc of a dindnition of profit and profitability. The decreasc
of the custon ratc on iuport ioods acts in the oppesite dirction,

On the other hand, however, the changes in custon tariffs on jroducts
exported, inpairs or inproves the coupetitive power of the cnterprise in the
forcign market, since the inereascd custon tariff brines in increasc in cost
priccs and, vicc versa, the deereascd tariff lowers the cost prices, When
changcs in thc customtariff occur sinultancously with chanses in the
currency exchange rate, then usually both chanius are mutually complemented
and corrccted, as with the incrensc of the uxchanse rte, as a rule, the
custor: rates dccrease. _

3) ensib to atjon. Inflationary tcndencics, as is known, act

on prices in thc scnse of thcir increase, How great the rise in priecs will
be in the period of preparation and construction of the planned pro joct,
will depend on the intensity of inflatiomary pressures. We have secn above
how thc rise in prices reflect on the estinate value, the production cost and
the sclling priccs,

Taking into consideration the intcnsity of inflatiomry pressurcs, an
evaluation should be nade of thc situation which will arise in rusjcet of
mrices in the periad of construction, as well 18 of the situation when the
project is put into operation, On a corrcct rcalization of this ocourcnce
will greatly depend the realistic appreciation of the project itsllf. The
rniscal culated evaluation which results from the change in prices and which
include also the changes brought about by inflatiomary toendencics, have
been discusscd earlier in this pper,




L) Other ghanpes in the ggononjc SYstcll. Likcwise, in cvaluating the
projcct there should be considercd also all thos eclcrients of the ccononde

an influunce on the cvaluation of the projcct. Of

systc: which may have
nee on the ccononic policy of

coursc, the investors camot Mve areat influc
the country, but if ccrtain changes arc being preprred or are in sight, they
The reference here is to toX policices, the

Apirt from the above, it is very risky
inistcered yrices, if any,

adrdinist rative

rust be tnken into account.
policy of adrinistered mricus, cte.
in wvaluating the projcct to consider nly the ~e
ard not to tnke into account how they would e formed if theso
barriers did not .xist,

V. Skill ard Profcssional Compctence of Koy Personncl, who nre eXpected

to opcrate the Factory ') .

In order that a newly built factory nisht function and produce, in
quantitics and quality as providcd by the nrojeet, it rust haw, in addition
to the above said, not only a troimed technical pursc nncl, which will do
spccificd jobs in the tcchnological process, but also cxecutives who arc
entircly faniliar with the technological procuss on the whole and who will
cffectively run the factory. In ccrtain cascs, where no «xpericnce at all is
available for carrying out a specificd technological procuss, it will be nec-
cssary to procurc the rclevant documentation required, thit 1is the so-called
"know=how'" .

In closc conncction with this is the ncud to appraisc the influence
of the periad of the trial run on the cconomic cfficicney of the project.

1) rolindnary ricasures pecessa o sceure adequate staffing. All

reasurcs in this respect relatc to the triining of the personnel in the
period of construction (perhaps this should be started corlicr), in order
that the factory nay run smoothly., as suzgested varlicr, the evaluntion in
this respect should consider the nwibers and structure of personncl, If it
is assurcd thnt troined labour cannot be cngazed, the pro jeet should provide
for the training of pcrsonncl,

The cstinate and thun the rcalization in this respeet wove in severnl
dircctions, as for cxarples

- «fforts should be nade, bcfore the factory is put inmto operation,
toward sccuring thc personncl required, cspucinlly the executive staff,

e
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- that a specificd nunber of such personncl be scnt for training at
factories of sene kind, cither in thc cantry or abroad, The duration of
the training should depend on the complexity ~f the technolorical jrocess
ard the skill of the personncl,

- foreign speceialists should be cnpaed, when it is v question of
dcaling with more complicated technolodcal proccss, for 1 specificd pericd
of tine, rcquircd for the initintion and treining of dorostic personned,

This question ariscs c¢spucially in industrially developing courtrics which
do not heve at thcir disposal sufficicnt pcrsonnel and for which it is nore
difficult to train their non ri.pidly for thc renaging stoff,

In this ratter it would v an crror to be ¢xceedindy sparin: and s lf-
assured that all can be achicved with onc's own forces, 2s fron n insufficicntly
trained labour double daninpe may roesult. First, the prouction will not run
at the rate which is nomnl, comsunjtion of raw naterinls will b hi. her, F
waste greater, cte. Sceond, unskilled personncl will spuil the rochines
and installationsand this will have in consequence new
investicnts and stopraies in production,

Training labour is a conplex probla: and is not solved cither v285ily or
spcedily,

When procceding to procurc cquipricnt carc should be token that the

supplicr niakes possible the training of personncl, cither at his ~wn factory

(1f he engases in suich procuction) or in othar factorics, to which he had
supplicd the equipnent carlicr,

A means of acquiring the best pessible knowlcdze of the technolodenl
proccss 18 that the futurce personncl of the factory be prescnt, and, if
poseible, participatc in the assunbly of the cquiprent. Thus it will, beforc
the factory is put into opcration, acquaint then in detail with the rachines
on which they shall work,

All this involvcs hcavy initial expenditure but proves ultiiately
advantageous to the new factory,

2) ¢ t duction period o :_econode officicney of the
project. Trial procuction is understood to cover the activity of the newly
built factory during the tcsting of the functioning of thc new plants,
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and this only up to the starting of norral production., ~Norral production
)‘ starts when cverything bepins to run nomr.ally in the production, both in
; respect of the voluic of rroduction and in respect of quality.

Regardless of all the jrelinimary neasures taken, it should not i
expccted that the factory will start jruduc tion irgediztely with the date
of its bcing rut into oreration, in the volue and quality pmovided by th
proJects Lven in inlustrialized countrics it rust r.ckon with a cortain
period of running in and an uneveness of productions This « sr-.cinlly @ ust
happen in the industrinlly ¢ velojins countries, whicr. « ithter hawve none v
only a poor tcchnienl «Xiv ricnce, 2t loast in cortoin oo noric branche s,
The noriod ol trinl rroducticn viric s teeoriins to the kirng of refuctyon
ard the lovel of the irdustri~l dove lojrant of the o untrre ;

The pericd of trinl procuction oftin ends with 2 rneative roault, thet . ’
is with a loss, particularly sc if this ;rria 1~sts lon. r theon whnt e ‘
considercd as nornial,

In conncction with trinl jroduction the followiny shiould b rointed cut:
in the investnent prograui. account rust be taken of the trial preduction
as wall as of the loss that aprears thereing when cvalunting the proj-ct,
the true period of durntion of the trial production rust be cstablisherd,
bearing thereby in 1.ind all the considerations jointed out above, Also,
the reality of the mrount of loss which i8 forveast rust o uvstablished;
in providin: funds lor investrient, those for the planned loss duriny the
trial production 1ust also bc sccurcd, If funds have not been sueured, then
in case of a loss dif ficultics apwear in the working of the factory.

Errors in this respect nay be twofold, On the one hand, the pericd of
trial production may last long.r. 1In such cas: the benefits reckoncd with
fran new investrent arc delayed, This, howcver, nay beve nore scrious

8

conscquences if soric fim cormitrmonts have in advanee been cnterdd into in
respect of the new production. On the other hand, a highcr loss than planne i
creates difficultics for finding now funds for coverin; the loss, All that

taken together s a result that the incrcascd loss dirdinishes the bunefit

cxpected fron the investrermt in proportion to the increascd loss,




VI. Bequirquonks for Dorcstic and Export Market Analysis with a articular

Yiew on pro ject evaluation

As has bucn pointed out above, the construction of n rroject has a valucg
only when thc salc of the products thet will be fabricrtod is cntirely
sccured, That is why the ;rojuct Lust contain 1 lotailed nlysis of the

rarkct where the products will be snlo, and it shoul! s clearly indicated
whether the salc is intunded for the dore stic rorket or fop < X;orte

1)  How market amalysis should he carricd cut consid.rin_ the above-tientioncd
ddmdtations. In uvaluating the ;r juct, full 2ttonticon should b iven to

the market, since the sale of pructs is one of the « soontid facters for

the existince of the enterrrisc, T icke investionts in rrojoets £ar the
products of which sales re prodlunatic resns t wr ek Lofinitiv ly the

funds investud or, in casc of partinlly sceur.d smles, € dirinish considerably
the mrofits fror: the funds inve stod,

The (xtent of uxplanmation will derend 1 -¢or0 ool n the kind of
product and thc consunption arca, Nacly, 2 4ifforent oxplwnation will be
7iven, for instancc, of the snle of bakery products ~nd a difforent onc of
the sale of a great aluminiun fnctory, The narrower the consuinption nren,
the casier it is to appraisc markct rcquircrents,

Rescarch of 1 market with a wider arca, that is of cdurn! over a
lorger rcgion, is a conplex proble, often beyond the ronch of the investor's
posaibilitics, Of course, thc investor should within the linits of his
possibilities terd to deal with thc question of sales as best as he can,

For nany important mroducts spocial institutions should be responsible
for market rescarch (domcstic and world market) and the results of such
rcscarch should be availablc to all those imtercstcd, both to investors and
thosc who carry out the evaluation of the project. Unfortunatoly, in
devolopin: countrics such institutions as a rule cithcr do not cxist or arc
not able too oftan to accouplish successfully such a difficult task., The
way out is to ask for advicc of a foreign cngincerin; firn or of
spccialised rescarch institutcs, which is o costly venturc of course,
Neverthcless, it is very inmportant to appraise the sales eluicrt in a
projeet to the fullest,
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an investfient prograune roves in

Analysis of sales resulting fron
and it should distin uish the do s8tic market fron the

. Ustic rnrket usually covers:

soveral circections,
forcisn rarket. An ~nalysis of thc
- in countri.s with a pl~ rnurt .conory, an oxaninat

scun jrocduction fits in with the 1ong-tern an anmunl cconorde devl oo nt,

jon of how the frre-

plms,
- survey of the trunds in consur:iption of correspon in: products fr

scveral past yonrs, a8 wcll as how this consun:ption has t..n rcte  Nacly,
how ruch in that period of tirc wns covercd by comestic jioiucts and how
ruch fron ingorts,

— the utilizetion of the exdsting capacitic s nay nist b nc of the
indicators of the possibility of snl. of articles which will b ranufactur.«
by the new factory. Foor utilizatinn of the existing cajacitics is 08 190 O
an indicator thnt th. nw products will krv. n~ sides On the other hant,
however, the full use of chpneities osyoclnlly if the total duand couid nt
be satisficd, may be teken as a good evaluation of salcs of futurc frocucti ny

— in cstablishing the existing requira cnts (procuction and ir;.orts)
caution is called for hocrusc it nny not b rossible to whelly satisfy '
inports the residual da.anc not net by o r.stic production. Very often,
inports are linited by the forcign xchange tviilable, snd thuy would b Do
larger if ot the given tine nore forcign «xchange were 2vailable,

- in riaking the <ceision as to whoether the ¢xistins capacitics are
sufficient to nect dorstic requiranents, account rust be taken of the
assortrint that dorcestic carncities could provides It very often hojrons
that sorc dorcestic production is limited in its assorticnt, so th-t it dous
not reet the deinnd of 211 its variations,

- when the duand in the dorestic mrket is oxamined, not only exdsting
rcquiraients should be considered, lut account rust be taken nlso of the
tendeney of darand to risc, which will comc as n result of the inereasc in

needs,  In cvalunting the tord'oney of the demands to risc, caution is .-

reeorvinded,  The inerease in the maticnal incon will certainly in ;rinci -
tozi.r}:'luunce the growth in denands, Now, where this derand will be chinnell i
t is to what products, deperds on various causcs. The provision of fi.0.8
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for certain invcstrients, as w1l as the construciion of the rrojucts, nay

be a good indicator for the salc of products which arc in closc conmcction
with such construction. For cxanple, an intcnsive housing construction,
construction of hotcls and cthcr tourist cstablishrunts, incrcases the daand
for sorc building natcrials and certain articles for sanitiry install-tions
(c.g. radiato=s, baths, wash-hand basins, ctc.)

- pcrmancrt shortase of souc products in the <-rwstic rnarket 18 a proof
of unsatisficd ruquircrents, but it is not casy to cvilunte the extent of
nceds thot arc not covered,

- in cvaluating the unsatisficd roquirawnts, account rust r-. taken a2lso
of the factorics in process of constructinn whose products, ns substitutcs,
can reet the ascertrined needs, For cxarple, profabricated cleients ray
replace full tbricks, cardboard nmay replace weciden pocking-cis.s, plastic
materials rmay rcplacc both wood and nrctal, cte.

= in sonc branchcs of imdustry, us for uxaiple, in the chaaical industry
(,1astic raterdals, artificial fibres - nylon, mrlon, turylone and the like),
the technical propress is very great, inventions follow or ancther, wherchby
the latest one rmkes the preccding inventions, howcsocver prfoct, obsolcte,
Hence this circumstance rust also be taken into account in cvlu~tins whether
a product will have 2 ready merket.

Matters arc still niore conplicated if the question is of salc thr-ur-h
export in foreign rorkcts. In such 2 casc, the analysis is conditicncd by
the knowl cdge of the world markct, both as a whole and in its scveral parts,
It is on thc basis nf this knowlcdpgc thmt the conclusion should be ninde as
to whether it is possible to uxport the ruspeetive articles, and where to
export therie Since the cvaluation of thu possibility of cxportine is
conplicatud and also a rclative ratter, in cvaluating sales throush oxports
one should not he too optinistic (on this point sc. thc scetion on prices),
This is 1.0re so if thc bulk of the production, owing to a favourable raw
matcrial basis, is dirccted to cxports,

It should b noted herc that if the new cajpoeity is oricnted toward onc
or sevcral products, but in large quantitics, whercas the bulk of the
production is designed for cxport, particular attertion should be idven to
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the long tern tendency of consumpticn of this procuct in the world, that

i to cvaluate whether in the long run consunption will grow pericincntly or
wiothor thore are sicns that it will .cclinc. Inicking this cvaluation,
account should be taken of all the great facterics which are under construc-
tion 2ll over the world for the nanufacture of the respective articioes et
which will to a lrrge extent comtribut. to tle increas. in surply in the
world narket,

Froducts which are ¢ cyundent on constant tectinienu inproverant or
rroducts subjcct to the fancies ~f fashicn while the vquirtient for their
nrocuction i8 not able to follow the fashion are not mrticularly suit-o L.
for cxyort. H.nce in establishin factoricvs for those pur; 8es, caution is
recorriended,

2) Qverall approach to the _roblem ond particl soluti ns, ith re.inn’ t
the difficultics dealt with atove, it cuin never 'o affinmad, with 2 hundr .
per cent certainty, that the s~l. of the product will be sccurcdy The
situation is slightly casicr if only the donestic 1.arket is in question,
espccially in countrics with plenncd econay. Of course, here nlso the
situntion changes accordinz to the kind of product. The matter is,
howcver, far nore complicatcd if salc in forcign markcts is considered,

The best solution is when the sale is sccured by long-tem contracts.
There i no neud to point out that only rclintle forcign partners corc
into consideration for such a conmtract, In this way, the sale is scucurced,
amd the longer the contract the better the situation. Thc quustion ariscs
here only at what priccs deliveries will be made. Two solutions are possible:
to fix in advance the sclling priccs wiich will be valid i r the whole life
of the contract or to nake deliverics at world pices. Fraetically both
nethods have o gative aspccts, as in both cascs therc is a risk (indced for
both partners), In casc of stirulated fixed [rices neither of the partners
looses, if rrices do not change. If prices fall, it is the buyer who looscs,
if prices risc it is the seller (investor) who bears the loss. If deliverics
are stipulated at world priccs, the rise in mriccs profits the seller, whilc
the fall in prices affccts the scller. With the buycr the case is, of coursc,
th: rcverse. Since thore 48 1ittle probability that priccs will roiain the
sarc over a longer priod, stiulations ~t fixed prices are not used.
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When the construction of the projeet is carricd out with credits
provided from abroad, the repaynent of the credit is often stipulated by
dcliveries of products, which will be obtained fron the new o ject. In
this way, thc salc of products is in part sccurcd (to the aount of repayrem),
but in fact only for the puricd of the avnailability of the credit, At the
samc tine, however, it mewns penctration in the rarket of the country
supplying the credit, and creation of conditions for furthor ddliveries
by way of salcs,

Very often in evaluating the possibilitics for sales, <nly specified
arcns abroad arc taken into considoraticon., The forddm cxehanse position
of several countrics dnus not always allow to nake rurchiscs in the nost
jndustrinlizcd countrics. The rutunl cxchances Letween individunl countrics
rnkes frequently possible the snle of sore products, certiinly it world
priccs, in siite of world conpetiticn,

VII. How to ¢valuate the cconordenlly citirur degrec of rrocessing

From the raw raterial to the final rroduct there arc often scveral

succcssive processing stapges, cach stage beiny accanplished in 2 scpe.rate
factory, «ither within an intcgrated organization or in indepundent e
factorics at cif ferent locations, For cxanple, inthe aluniniun industry

there are the following stages: bruxitc ridnes, alurina factorics, aluminiun

factorics (rccuction plant),processing of crude aluniniun (shcet netal, strips,

tubcs, foils, ctc,); for ncat processing, thc stascs arc as follows:
slaughtcr houscs, rcfrigerating plants, rcat proccssing factorics, canning
irdustry, ctc.; in the chemical industry likcwisc there are nany such stagecs.
1) . agtur nroducts a_raximun dearce of sinz.
Experience so far has shown that any further stage toward finalization of
production offers an incrcasing beme fit. This is of particular inportance
for the export-oriented industrics, which havc a favourable effcet on the
balance of payricnts of the country. In ordcr to illustrate this, wc ive
thc following as an cxanple: the price of a ton of bauxitc is $7, of a ton
of alundnn $ 70, and of & ton of alurdniun $ 520, whilc thc price of a ton
of aluminiun procucts is $ 1000 (of hcttcr assortrent). If it is taken that
two tons and half of bauxite arc required for a ton of alwiina, two tons of
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alunina for n ton of aluminiun, that waste in proccssing of crude ~luniniun

is pinirum, it follows that if 5 tons of hauxit. are cxported, $ 35 arc
obtaincd, and if 1 ton of aluwiniun products is xprted (for which § tons
of bauxitc have bcen used), $ 1000 arc obtnined, In cther woras, in order
to obtzin $1,000 it is ncccssary to uxpcrt rore than 140 tons of bauxite,
Of course, for producing alurdniwi, in addition to bauxite, wlso other

raw materials and eleetric rower are roquired, s well ns labour, hut
indepcndently fron that, the cxanple given above shows clearly the benofits
resulting fron a high finalization of products, Or let us take ancther
exanples the rricc of a cubic ncter of cclluluse wodd is $ 10, of a tcn of
bleached sulphate cellulosec $ 150, the price of 2 ton of woodless writing
parcr 18 $ 200 (of better quality). If it is taken thot for a ton of

blcached cellulosc 5.2 cu.ne of wood arc required nnd 1,070 kg of ccllulo.se ‘ Q

for a ton of woodluss paper, it follows that if 5.7 cueni. of wood are . rtud,
$57 arc obtaincd and if a ton of pajur is exported (for which 5.7 cuenie of
wood werc used), $200 will be obtaincd, In arder, howcver, to obtain $2CG,
through export of wood, it is necccesary to export 20 cu.ni. of wood, A
sindlar casc aprcars in the finalization of production in other ccononic crin-
ches, whilc in sonc, like the chenidcal imdustry, this is still nor
pronounced,

For this rvason, there i8 a tenduncy in developing countries to
achicve thc largest possible degree of processing and then to ¢x ort such

procducts,
In addition to forwara

intcaration tendencics fror raw naterials to find product, gunurnl

cconandic and profitability considerations 1oy dictate reverse integration
tendencdcs. This applics to all thosc cascs where a factory with a hisher
dearce of processing alrcady exists, whilc the prclindnary stages of
proccssing, i.c. the supily of raw mtcrinls is not available., For cxwiple,
therc cxists an cnterprisc as an electrolysis and zinc rolling nill, but
the sinc concentrate is procured fran another sterprisc (from concstic
mwrket or fron abread), In this casc, the tundency will be the opuning

of an ore nine with flotation cquiprent for obtaining concentrates,
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Reduction of cost of production, espccinlly through reduction f
transrort costs, a groater sccurity in the sup-ly of raw matorials or
scri-nanufacturcs, as woll as clirdretion ~f difficultics connccted with
the availability of foreizn cxchenze, if such procururints arc nade abroad, ete.
arc anony, the nost inportant notives for brckward integration, These
advantages, howcver, nust bc substantiatcd by previous calculations.

Intcgration movaxnts toward raw ratcrinls 1ay have two formes

--nergor with the already oxisting cntcerpriscs, amd

= - sctting up of new dcpartrcnts or factorics for prelindmary stnics,
or opcning of nuw nincs,

It should be notcd here that intcgration novaents tow~ri raw ratecrials
are also rossible hctween dif fcremt coonorde sectors. For cxanplo, betwoen
industry and agriculturc, or betwoecn industry and forcstry.

3) : t8 to the comple of proccesing. When it is a
question of production which nay consist of scvieral siccessive processing
stazcs, then, deperding on the degree of processing, the econonic situation
of cach perticular stace should be appraised. This practically ncans that
the progruyue rust exar.inc in detail both the tcchnologzical and econondcal
aspucts of cach stage. Of course, the rcalizaticn of the project iteclf
nay bc achicved successively, according to possihbilitics, and nccording to
the ability of clininating ccononmic inpedinents, which noentarily stand

in the way of opcratinz the ortimal cycle of proccssing.

As primcipal cconordce irpedinents to = ccnplete, econonically justified,
proccssing eyclc, nay be noted:

a) insufficicnt financial resources, The advanta;us of an imtegral
cyclc, for which as a rule, hish investients are rcquirdd cannot be utilised
if the rcspective investremt funds arc not available, In comnection with
this proble:, two factors nust be enphasized:

-~ if it has bcen cvaluated that a conplcte processing cycle in a
production has an indubitablc ccononie significance, the funds available
should not be scattered over the construction of various jrecjccts, but
should “c concemtratcd on an integral production and thc rest postroncd.
This applics cspocially to dcvcloping countrics and in mrticular to those




S e ok i R A 5

- 48 -
: with planned cconoly, in order that the advantases of the intcrrnl
w pmcuction could he sccured, cspecinlly in rorard to cxport industry.

- in spitc of the difficultics duc to the shortnre of funds, it is

rostly not cconrdcally oprortune to 1 4t the rojict only to the staes

of a low ducree of processin, sinc. hore the accurulntion is low, but the

first nhisc of the project should include 1t lonst one hi h.r styw - f
processini, in orcer te incrense the jre fitability nd thorety the accurilcrion y
also:

b) deficicney of skilled jersonnd. It is cortainly nore difficuit to

sceure all the personncl ~nd toiaster the tochnolomicnl preeess for 21l

stazes of a conplcte cycle, than for irdividud stooes. The trednine £

personncl has been reforred to carlierg . Q £
¢) difficultics in conncction with civil en~inccrin contrectors,
If plants for all stascs of rroduction nre st up nt the s tine nd the
saie location, it will be difficult to find 2 dorestic contractor whe W nldd
be able to undertake the construction of the whole projeet concurrcntlye
Froi: thc above it nay be coneluded thnt (fforts should bu rinde trw.rl
achicving the optdml desree of processing, "ut within the lirdts of 1
possibilitics, In this, if thc construction ny stanes is the way ~ut, wnch 1
| stoge must forn a whole, with clear ceonorde cffoets, which later will e ir
K increased by furthcr devdloment. It neans that the whole is aprraiscd, oy
;, but that construction will go, 1y starcs cconoudcally Justificd, accordinz ir
to possibilitics. re
VIII. Evaluation of Export Orientcd Industrial Trojeccts. the
The discussion so far on the cvaluntion of industrial projects hes e
i buen gencral ~rd rclates to all industrial projects, In this scction,
l | ’ howcver, we shall be sreeific and deal cxelusively with the export oricnted riev
: industrial jprojccts, th
1) casops for ex o ation in eco s with accclerated jpdustrial 82
develorrent. In the coursc of industrialization developiny countrics are |
conpelled to orient sonc frojects to cxrort, There are rultiple fctors in
that account for it which nay be surwarized thus: need to develop optinal nat
carpcities and achicve a favourable effect on the balance of peyrents, al.
whe
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to inprove the quality of their produets and throush cxposure to intcrnational
conpetition, increasc the cconorde cefficicncy of the production,
a) Dgvelopient of Optinal Capacitics as Reason for Oricntatjon to oxport

The industrially developing cruntrics, 18 2 rule, <o not hawe a
particularly developed rnrket,

The pessibility of salc te a sraller oxtent tolls that factorics which
would be established only for nectins the requirc.cnts of the derestic
market, could not bc of a large carneity. It is known, hiwever, thet in s
industrics cconony of scnle plays 2 sroat role, In arajority of industrinl
undcrtakings, the valw of investicnt jer unit ~f ¢y city doclines with the
incrcasc of scale, This ray be illustrited by » rauch xuole trken fror, the
fidd of iron and stcel industry (ficurcs oxprosscd in dollars):

Sizc of capacity Investricnt por ton Tot~dl invest: et
in crpitnl cquip-
rent

500,C00 4,00 200,000,000

1,500,000 255 382,4500,CCO

It nay be secn fron thc ahove that, nlthoush the cna, neity is threo tires
larger, total invcstrient costs only 1.9 tines iore, In 2ddition to odvantaces
in mallcr investnents, the size of the cqpacity influences the cost of
froduction, This influcnce i8 both dircct nnd indircct, The a.ount of r
invecstient affccts dircetly the production cost, throuth depreciation and

repayiient of credits, In cther words, the larser the capacity, the siialler

the investients per unit of capacity, nnd, ccnscquently, alsc the production
cost is miallcr (per unit of capacity).
larger capacities allow application of a greater autennticn ard rnore
nedern technological proccsses, which results in a fall in procduction cost
through a reduction of workers, crirloyment of less skilled labour and larger
saving of raw raterials (better utilization, lcss waste),
In addition to direct influence, thc sizc of the capacity influcncces
indirecetly in various ways the rcproduction cost, e€.8., throush the raw
naterial prices, transport cost, overhead expenses, ete, Larger capacitics !
allow to realizc, say, less cxpensive procurcrents, casier supply, better \
usc of transport facilities, proportionatcly lowcr ovcrhead exrcnses, cte. |
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On the basis of the above discussion, the following may be stated:

- 1irited sale in the dornestic narket does not allow the settin; .y
of factories of lerge capacities, and

~ the larger Lle capacity, the lower, ;.r unit of capacity, both the
investrents and production costs,

All these circunstances act in opposit. cirections, that is tie one
excludes the othcr,

Fron this we ray conclude that larger c:;~cities should be preferred,
while for the sale of products which tho daicstic narlet carnot absorb,
another solution rwust be sought. An€ this solution is to be found in cxport,

In this way, domestic consunption amd ex: -rt =re conplasntary and enable
the setting of larger capacities for the purros. of lenefiting frn the ad-
vantages that such capacitics offcr, This will lLern.fit the donestic market,
bccausc the lower production costs will rosult in low.r 3elling priccs.
Alongside with this lower prices cr.atc possibilitics f sale 4n for im
Larkets, and help the industry stanc intermotional coipetition,

Sinultancous coubinmation of dor.stic comsunption and .xport, makcs it
possible to cstablish optirnl capacitics, that is such cnjacitics where
investnent outlays and production rosts arc the lowcst., 'hother am opti: 1l
eiracity will be crected, depemds, of coursc, also on the ~vailable resources,
The advantagcs of optinal capacitics arc of no use if the available resource:s
arc not sufficient for its sctting up, In any case, however, it nust
endeavour to build rational capacities, Thcsc are not optiral omes (d.e.
the best possible), but still large capacitics, which give the ahove mentioncd
advantapes, but only to a ccrtain degree,

Autoration and nodern technolosy sinultancously nake possiblc a production
of better quality. Consequently, fror: optinal capacities products of high
quality are obtaincd, this being onc of the conditions for ready snlc, both
in the doncstic and fareign rmrket.

b) ble cffect o of pwrents ason f t1t

eXport. 1In the preceding section we have attenpted to show that the higher the

degrce of processing the srcater the possilbility of achicving the «conordce

optitun. - This cspecially holds true in respect of products dosi.ned for export.

T e e« e i

than the cxport of raw raterials :c et ot e, OF PTOTLS of the county
Froducts of nining, agriculture, forusts,ctc.)
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One should not pretend, however, thet with the date of putting the
project into operation all will be running well and that exports will be
realised to the full extent. Besides the period of trial rroduction,
additional time is required for rstering the quality of roduction amd over-
coning difficulties relative to exports. To anticipate thc inflow of foreign
exchange irmediately to the full cxtent, 18 too optimistic ard risky, as this
Lay have undesired consequences » 11 on that basis some comitrents have
been made. 1In this respect it nust be said that, until the requirements of
the foreign narket have been entirely satisfied, there i no nced to hurry
with exports. Once the confidence of the foreign rarkets {s lost, it becones
very difficult to capture that same rarket again,

c) 8 of fajlures due to nisiwd zere assu.ptions
grientation t0 export. The planncd optirel capmcity of the imdust rial project
should enable the prices of the products to be on the level of world prices,
and the planned exports to have a favourable effect on the balance of

pomnents of the country. The industrial project will, considering its
orientation, be able to cxist only if cxports dcvelop mmoothly. Faiflure

in this respect (if assunptions do not raterialize), ray lave very scrious
conseque nces,

Failures are not rarc., host frequently the reasons for failure nr.:

- the evaluation of optininl or rational capr.city was unrealistic, In
view of the situation in the world rnrket or at least ina ;nrt or t.is
mrket, where the export is channelled, these capacitics should heve buen
larger; as it is, their production costs turn out to b too hi h for silo
at the world nrarkct prices, High prices are not always the rosult of
insufficiert size of capacity, but ray be the result of low productivity
ard quality of the product, of the fact that the factory docs not deliver
the mroduction, which the capacity niakes possible, ctc,

- rdsjudgaiont in respct of sales. Although conditions in respect
of quality, prices, etc., have been fulfilled, the products cannot be sold,
owing to the conpctition of firms from other cauntries, already introduced
in the narket,

- nisjudgenent of the actuasl impact on the balance of pyrents. Here,
errors in calculantions are possible in rcspect of the volureof possible
export, of thc selling prices, of the anount of tariffs (which are proscribed
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by the inporting country) , of the cost of inport equipcnt, cte. inmd the
conscquence of all this is the failure to achieve the effcct on the halance
»f payrents that had becn anticirrted,

2) Dgvelopnt of txport Orjented justries.

a) LEviluntjon of preconcitions for dvveloprent. Inthe [receding section
we have tricd to cxriain why sorc industry rust 1o vxrort=oricnted,  Hero

we shall dolinonte sare rreconditions which riake it rossible for inustry t

b oriuntcd te oxort. The success ¢f the oricntation dejonds, of crurs.,
on the oxtert of fulfil.ont ~f these rrecenditions, These jreconditions
nroly in the first rlace to the imdustrially doviloerins countrics, wherens
for the irdustrinlized countrics, such oricntation is, in ccrtain cases,
rossible nlsn without fulfilert of the sc rrecondiiti nse  Preconditions for
the devile:ient of the industry which intunds to oriint itsclf to cxjort,
~re 18 followss availabhility of doiestic raw nnterinl ~rd ~vailable skill.
The role of incifcnous row naterinl ro scurces

Thc first precondition for devel ~prient of industry dosiined to

rreduce for export is that the raw retoerinls required for its jroeduction
sheuld be suprliud ceonorideally fror dornestic s—urces for 2 1-ner vori @
of tire, Thus, thc industry will not necd to sccur. toreign cxchange for
rrocurcient of rwrintcrials,

How the availability of rw natcerdals would be appraised, has bucn
hricfly cxpladned earlicre Incvaluating a project, a particular attenticn
rust be ~iven to this problen,

v If such rawratcrial s in unprocessed formm hnd been cxported until now,
it 1s ncecssary to be cautious so that the new irdustrinl production does not
imrediately liquidate the old cxports of raw ratcrials as that could have
negative inpact on the balance of yrients of the country. It would Le best
if such raw ratcricls could ke ottaincd in quantitics sufficient to cover
both the rcquiruents of cxport and of the new industry,

In addition to ¢ cterrdning the raw raterial rcsources, in the fom. ~f
Orc rcscrves, it should be aprraiscd whether the riw rnterials arc accessible
to opration (for cxanple, the imdnc is opened, transwort is sccurcd),, or new
invcstiients arc required for the purrose. In the latter casc, in caleul:ting

the inpect on the balance of ryrents, this should be taken into aceount,
‘ ; avajlable s

Another factor, as preconition for devcloprent of the export oricnted

inlustry, is the availability of skillod labour > and traincd personnal which

g
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will be able to work on nore coriplicatud technological frocessus, Such
facilities for training should be proviced in duc tire.

As a consequence of lower wages in the industrinl ly developine countrics,
in caiparison to reruneration of 1abour in the industrinlized countric S,
production costa arc lowcr, which 1 . ruat advantase in favour of the orestic
export industrics,

If 2 great varicty of rawrotorial is wdlable, which rore or luss
sccurc through furthcr industri-l proeessing, a favorable offeet on the
bolance of mrnents «f the country the, whon .« stablishing the prioritics
for the construction of industriel yrojocts, first priority should prebs by
be 2iven to projeets, which rogquire loss investmonts bul ot the sa o tire
cnploy the largest possible nwiber of 1@bour, prirerily unskill  -nd
suid=-skilled, The advant-res of this are: first, bocause it holys to resolve
the problui of unuiployivnt, wd, sceond, hoewse for the triinine of such

abour neither nuch tine nor twch oy re roquired.,

b) Cosus of fajlure duc to rdsjudiuant of precon’itions for developent
of cxport orjcnted inclustry. Failures in this resrcct do harren if the two

above precorditions have not been well valuated, The oxtent of the failure
will depurd on the depree of the nisjudserent of thoesc factors. Several
such cascs can be given 18 cxanples:

a) the evidence of the raw material resources has not becn realistie,
8o thet there arc not sufficient dorcstic raw naterinls, or the ore reserves
do not warrant a long 1lifc of vxploitation, In such gases, thrce ways out
are possiblcs

- the deficient raw naterials rwust be inported, for which forcim
exchange nust be provided., Owing to transport cxpenscs, production costs
incrcasc,

- the industrial capacity, owinz to duficicncy of raw materials, will
not he orcrated to the full extent., This will reflcct on production cost
which will thercfore be hisher,

- urgent neccssary reasurcs rust be taken (further prospecting carried)

in order to opcrate the raw matcrinl rosourccs as soon as possiblc, This
will require new investients, which (inasiuch as the funds are provided) will
rcsult in an incrcasc of the rwintcrial prices and consequently in an
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incrcasc of production costs of the industry.

b) thc analysis of thc quality of raw ratcrinls his not been corrcct,
In sor. districts, thc quality responds to the analysis, but cn thu wholc
the orc is of poorer quality. The conscquence is an increasc in procduction
costs,

¢) prosycction has shown that there are or. rosSurves, Lut 1incs have not
been opened or the ¢xd sting mechanization is nct sufficient for the produc—
tion of the quantitics rcquired. In this cnsc, ~daitionnl furds 1ust bo
provided for investient,

d) transrort has not been well cvaluated, oo the ~arncity f the
reilways docs not allow the transyort of the wholo quantity of the raw
rinterials, the 1icans of transport Aru insuf ficicnt, ctce Thoercfore, nuw
furds rust be proviced,

¢) labour is available in the country, but not in nduquatc nunbers
within thc arce of the rew factory. This calls for .xpenscs of construction
of social housing rrojccts, for accorodation of workcrs who will coe fren
other regions,

) difficulties in adjusting labour to industrizl work, whilc the rote
of adjustrcnt is slower then expected,

g) labour turnover io greater than cxpected,

Finnlly, in addition to difficultics of a gcneral nature which should
he aprraiscd in an overall cvaluation of the project, the asscssrent in
case of cxport oricnted industrics, is faccd with speeinl diffioultics in
resrect of a corrcet appraisal of whether the assunptions which hnd buen the
starting basis for oricntation to export will retcrialize, as wcll as thc
assuwirtions rclating to the precorditions for development of that industry.

Errors in rcspect of both the clanents which relate to all rrojects
and of thcsc spccific clements, are pessible in such a large nunber and
intcnsity, that when the projcct is conpleted they ray entircly paralyze the
benefits which were expected from the new project, Thot is why the
evaluntion of the export oricnted projccts is rorc conplex and nceds to be
norc responsible, since if nade supcrficially, it ray have as a rcsult not
the acceleration of the irdustrial developnent of the country, but its
inpedirent and ccononie disorganization,
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On the basis of all that has becn set forth above, the following gencrad
conclusions nay be drawn:

1) The cvaluation of industrinl projects is 2 very corylex wnd
responsible operation, It riquires wide cxperience, o thomuph thecretical
knowludge, an acquaintance with the donestic and foreien rnrkats, ns well
L as the ability of forccastin: the situation that will vxist =t the tire of
putting thc projcect into opcration,

2) The hasis for naking the evaluation rust be 2 solidly preprred
docurentation and firm proofs concerning the fundwu.ormt~l cleients,

3) Errors in 211 kimds of calculations arc possible. an! fter 2 nomal
. O occurence., Thyy appear in cstinates of capital exrenses (both fir fixed

asscts and workinz canital), of mroducticn costs, as woll ns f colling
priccs, Errors in thesc cluients (sonetines vven of 1dnor Lijrrtoned) tny
have distortcd the planncd offccts so nwuch, that the project wuls ot have
bcen oonstrmcted had thoy been known in advance,

This is particularly irportant for develeping countrics, which lnck
capital, cspecinlly in relation to projects of the uxport orientec industry.

L) Failures duc to nisjudacant of factors justifyin.: oriunt-ti n to j

export, as well as cases of failures duv to nisjuderent of jrec neitione

for developicrt should be specially studicd. Failurcs of this kin. irin:

the cxport oricnted industry to a cifficult position, s retires cvern without
. ‘ a way out, It is 2 retter of cornon knowled ;o that developin: countrics
cannot allow their investrunts to be lost cvenin a sincle jr joct,

5) This papcr was intunded to acqurint the reader with the crrers in
calculations and nisjud:;uicnt s typically found in the work of (1o j ct
cvaluation, It nay be possiblc to avoid rnost of these cvrrurs ~nd ris-
Judgerent if the cvaluator is forewarned about them,
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