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I, INTRCDUCTICN

Cne of the najor problems fac'ng the developing countrics of the world
today is the industrialisaticn of their respective countries s that the
standard of living of their reople may be raised in the first instance, and
also so that they may be less dependent on other countries of the world for
thelr basic requirements. The desire to industrialise rapidly is however
not unconnected with the desire tc try to twidge the big gal between the
industrially advanced werld and the young but develcping countries.

Industrialisation is nct an end in itself but a means tc raise living
standards - the per capita income of the pecpls of the country, Governments
and cther people involved in the struggle for the soltion ~f the problems of
the developing countries through industrial growth therefore neced to consider
general industrialisation aims and problems and every specific project in terms
of its contribution to the economy, Tuis hclds true whether a country is a free
enterprise economy or a centrally planned economy and it is essential for those
concerned with all aspects of industrial development to be familiar with the
various arguments which may be advaiced to justify the value of certain types
of induetrial projects to the economy.

The two main ways of approaching an assessmert of the value of a project
to the economy are:

(1) To foous on one or more important characteristics of the project
o+8s foreign exchange benefits, or maximum use of labour and
minimum use of capital, and

(1) To concentrate on the cverall expected results in an attempt to find
the approximate net value of the project to the ecornomy, taking into
sonsideration all major measurable factors.

These two general oriteria - sommeroial profitability and mational economie
profitability - tend to weigh heavily with the project analyst seeking to
judge the over=all value of a project.
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Since the emphasis in Nigeria tends more towards industrial duvelopment,

by private onterprise, subscquent relovant Earagrapns of this paper will
concentratc on the cvaluation of such projucts,

II. INSTITUTICNS AND DATA
(4)

8 for Projeet Develo

(1) Agencdes for projoot developmept

Generally speaking, oxeept for the list fow years before independence
in 1967, Nigeria is rolatively new in the ficld of industrial development
even though the progress made during the past five years in particulur has
been very encouraging,

The central ngencies for projeet developmnt are the Nitional Eecnomie
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Council and its Joint Flanning Committce, Thesc are Bodics °n whizh all the
governments of the Federation are adequatcly represented and winse main task
is the consideration of largeescale industrinl projeets which e ccnsidered
to be very important to the ceonomy., The function of these twe Bodies eould
rightly be said to be the comordination of the policius of all the governmants
of thc Republic in such a way as to avoid wastc and unneeess.ary duplication,

Nigeria being a Fedoral Republic, industrial dovclopment is & concurpent
subjeot and the Federal amd the Reglonal Govornments all share responsibility
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for the Smltidhl development of the country and cach Region ms hor own

charged with respontibility for industrial dovulopment, plans the Regional
industrial development,

The Federal Government on her Part handles project development Shrough

her Departments - Ministries of Industries, Eoonomic Development and Finance -

which deal mostly with the assessmert of private sector industrial pProjecta

for purposes of gramting industrial incentives under her incentives legislations.

ke s e e

atlop which, in conjunction with Rogional Government Departments , ‘
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The Nigerian Governments! agencies for project cvalunticn in general
.re the Nationnl Eeonomice Couneil wnd its Joint Planning Gommittec,
Prirticular projects arc however assesscu by three Federtl Government ministrics =
Finance, 4ndustries and Economdc Devel-pment and sinil r itegional Lepartments
du the same work in the Reglons,

The Governments »f the Federntion nre dircetly rosponsible for financing
t ¢ major dovelopment projects sot cut in the Hationnl Develnpment Flan and
for this purpose, loanms nre raised both internally and cxtormilly. Private
investors, both indigenous and forcign, alsc supply their cwn earitals  The
Federal Government has, however, alsc sct up the following financing instituwtions:
(a) The Nigorian Industrial Dovelopment Bank which glves both short=term and
long=term loans to descrving medium~scalc and large-scale industrics throughout
the Foderal Republic, (b) The Federal Loans Board :nd, (e) The Pcvolving Loans
Fund fa Industry; the last two cater mainly for small-scalc industrics and
give loans, in descrving cases, to such industrics anywhere in the Federation,
The evaluntion of projceots in rcspect of which loans are sought is handle.d by
officuers who visit and eclleot all relcvant information on the projeet bafore
recommonding support or rojcction,

In addition, each Recgional Government has its Finance Corporation which
takes part in the finaneing of projoots which are considered deserving of
such help.

(B) Avaidab |

Migeria pursucs a frec cnterprisc coonomy and the vinbility or otherwise
of most projects sponsored by private ontreprencurs is, generally speaking, a
mttor to be docided by them on the basis of feasibility studies, market surveys,
cto, oarriud out before they cmbark ont hair projocts. As far ns private ontre-
preneurs ars concerned, thereforc, they genurally mako usc of the tochnieal
staff of tholr paremt eompanies ovcrscas and in somo ocascs, omploy cxpcrts
specifiecally for the evaluntion of their projects,
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The Governments of the Fuderation, in many enscs, hawe to unbark on
ccrtain projects on their own initintive when suech projeets  arc ecnsidercd
to be of mitional importance, The neocssary tceehnienl start for the cvalution
of large seale projcots requiring particular knowlcedge of certoin industrics
and thelr manufasturing processes are not percrrlly awvailikle, The Goverrnments
ticrefore, in such speeial cascs, cmploy the scrvices of intoern-ticnal consultants
who not only evaluatc such projects but 2lso offur suggestions on tiuu various
aspects of the devolopment projuets ~n which thuy report,

The Governments, however, hive speeinl units/divisions in ecrtain miniatrios
which are charged exclusively with the responsibility for ;oe jeet cvaluation,
An cxample of this is the Projcot Evaluation Division of th. Federal Ministry
of Industries which has just bcon cstablished, though this divisicn handlcs %
mainly government - sponsorced projects and projcct: in which government deeme
it necessary to porticipatc financially, it 2lso werks on some private Frojeots
which are sutmitted to it for appraisal,

The governmonts of the Federation aleo bonefit from the scrvices of a team
of experts supplied by the arthur D, Littlc Group of the U.S.A. These cXports
are mainly conccrncd wit' project cvaluation and have submitted detailed and very
useful reports on feasibility studics carricd out on certain sclected projecots,
They have in fact rendered very valunble sorvice not only to the governments
of the Ropubliec but also to a numbor of private campanics which have consulted
them for any ncocssary holp, ?

As noted carlier in the introduction to this Paper, Nigeria is a young
developing country which is doing hor best in the rapid race for industrialisation,
The sup ly of teohndoal staff for projooct ovaluation can therefore not be said
to be adequate but much is boing done to train the neccssary staff, To this
end, the Foderal Government ms provided for the training of 5,00 techniciams
Por year in order to cope with tho country's manepower ncods, advantage is
being taken of the many training sehomos offored by many of the advaneed
countrics of tho world under their toohnical aseistance programme,




Those, gonerally spoaking, nrc still inndoquate mninly besausc of
insufficioncy of statisticnl datn, Asscssmert of projceets is however bascd,
among other things, on:

(a) roports of fensibility studics, cte, which deturmine whether or not
a particulnr project may be successfully cmbrarked upon,

(b) estimated productior costs, on which will tc bascd 1 deeision on
whether or not a rarticular projeot is likely to be n profitable
verture,

(o) demand for the product, on which will dopcnd any forcenst as to
vhothor a given profitable secalc of operation is in tune with
markot roquircments, Whon privatc ontreproneurs scek industrial incerives
from the government, however, the Foederal Governmert sorutinises
proposals submittud and supports thoso which arc found to be
egonomically sound,

Mgerials industrial scotor is prodominantly dominated by private
enterprise and the ecommercinl profitability or othcrwisc of these private
industrial projeots is asscssed by tho private cntreproneurs beforce cmbarking
on their projects. In goneral torms, coneidoration ie usually giwen to the following

roatat Import figurcs of the particular products to be

manufaotured are collested and tho morkot for the products will, in most cases,
detormine whother or not it is worthwhilc to considor tho local manufacture

of such products, If imports arc insignifioant cven whon thore arc no sources

of local supply, or if earlicr substantial imports nrc deorvasing rapidly year by
year, it is porhaps a warning that, othor tiings being oqual, sush a vonture
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1s not worth ostablishing, If on the other hand » Imports nro substontinl
and there are no insurmountnble problems in the way «f lnenl produetion,
it 1s, in most cascs, 2 sign that the mrket for o Frrticulir product uxists,

(11) Ruve and cost O gilo est Thesu depend on o number of

factors, among which are the loenl wallwbility of raw nateriol s y cost of raw
mterial if not loenlly avrilible, loenl lubour SURRly, the cxtont to which it
is skilled or othcrwisc and loeal wige ritus cte, 1l of which will e nstitutc
part of the produstion cost, and the size of the market for the Frticular
Product which will detcermine the salces revenuc,

(iii) ang : ;0 ak_aspuotst Thuse depend on the nature of th
Projcets concerned and cntreprencurs usually S8ULply thelr own oxperts who offop
necessary adviee,

(iv) Regu ROk 8. 08 managerial ond tochnd on) gersopnelt Manngerdal and
tochnical personncl arc difficult to got locally sinec the fow wallnble have
already been absorbed, The optroprencur is responsible for the roerultment cf the
Personnel roquired nnd wevally reamits them from abroad if not loeally wailable,
Docirions on the typc of persomel to be rcopidted will depend on the maufacturing

Prooesses invulved and also the managerial and technienl 'knowehow! neeessary,

(v) La0000ing plap and 20urees ol
of t1o private investors, whother indigenous or foruign, They arrange their own
fimncing plans and their sources, Great importanco is usunrlly attached to theso by
the Governments of iMeoria and whilst investors arc nccded in almost all ficlds,
consideration is given to sound and relinble tinaneing Flanning nd as much ~e
possiblc, loecal finaneial P rticipation is oneouraged,

L ppralgel of Inguskrial Projoots
The appraisnl of induetr.al projcets by the Governmumt is based on A numbey
cf fﬂﬂt@'o

alaneet Thoese are also the responsibility

8,

Emphasis at the moment quito understandably appears to be on laboup
intensive projucts, Nigoeria is onc of the duovelorping eountrics with 1nrge
numbors of potortinl workcrs and a shortage of cnpital. It is not surprising
thereoforc that some stross is Placed on the importance of scleeting industrics
which make maximum usc of the dbundamt factor w laboup - and minimum usc of the
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senrce factor - capitnl, This is n tendoney which ean hardly te eondemned
prrticul~rly boeeause of the tueming popul-tion vhich, if not umployed,

nry constitute n soeinl probloms Alt. cugh libcureintonsive pre jocts appenr
tc hawve a speeinl appenl te the Government, well=planned enpital intonsive
projucts arc not discouraged uspeeinlly sineu in o modern ceonomy such o

development ean hardly be proevented,

Sp- eial emphasis is on pr juets which will up=griic the loeal raw
materials and thoerefore give them increased value net only in the intornal
market but also in the outside world where forcdign oxehange enn be earned,

In view of thc almost universal provnlence of foreign oxchnnge difficultics
in countricsmcking to accelerate the price of thelr industrinl development,
1 eriterion frequently applicd in judging the cconomie merits of pro jucts is that
of forcign cxshange bencfits, Industrial prcjcets arc in mny ensos aceopted
on the ovidence, or at least the belicf, that they will be substantinl nct
savers or carners of foreign oxchrnge. In this conncetion prrticulnr cmphasis
is now placed on projects which will substantinlly lcnd to import substitution,

National ceonomic profitability ~e a eriturion of governmentnl appraisal
of industrial projucts _s, strictly spcaking, not much usud yet. This is
probably partly becausc other factors of a politieal naturc mny be given more
wolght and/or bcosues the goncral desire to nccelerate development overshadows this
eriterion vhich, in any exsc, is not quantifinble.

Governmental appraisal doos not ncglect the nequisition of skill, tochnical
and managerial, ns 2 faotor wlth which to rockon, Much ns it is oxpeoted
that peoplo engaged in certain industrics will nequire ncecssary ekill as time
goos on, tho Government attaches importance to the training prograrmes which
industrialists havc for indigonous mon employed by thom, This is to ensure that
as much ns possiblo, indigenous mon can in future succcssfully tiko—over from
the expatriate tochnicians, cte.
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Other considerations include the upe-grading of nwnilable loeal raw
mrterinls being cxportud for processing broad, The Government usually
wishes tc cncourage projeects that will up=grade loeal raw materinls and
where possible, develop an export mrrket for Nigerian procossed grods,

QOVERNMENTAL POLICIES TO INFLUENGE EVALU.TION OF INDUSTRIAL PROJEGES

The Government trics as much as possiblc to gear its poliey towards
thosc projocts which will aid the rapid realisation of the nims of the naticnal
dovclopment plan, To this ond, offorts arc concemtrated on thosc projects
which will lcad to thc achicvement of this objective and in order to attrast
particular projects, cortain incertives are provided in descrving cascs, Thesc ’ (}
incontives arc bricfly as follows:

(1) Ingom ¢ inoontivoss Companies operating in industrics aiready
deelared 'pionuer' under the 'Industrial Development (Income Tax Relicf)
Act, 1958! can bo granted pioncer cortificates which cxempt them from company
taxation for a number of years, depending on the level of investment in the
project,

) men gyt Compenies ean also be grantced this
incentive for a number of years in respoot of imported raw materials under the
'Industrial Devclopment (Import Dutics Reliof) act, 1957!. This is to make thoir
Producte compotitive in price with imported cquivalonts and is granted in ’
dosorving cases, '

(111) dndystrial Moensing appro 3er _gsohome: Under this incomtive which
is somowhat simil~r to (ii) above, looal manuhoturan ean import cortain raw
materials which are not available loea'ly either duty froc or at o concessionary
rate of duty,

Genorally, the Custome Tariff structurc is such that as much ns postible,
raw matorinle carry low duty oxcopt those which arc available loeally in
sufficiont quantity and aceeptable quality,
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There is, strictly spenking, no rustriction on tredc with the cutside
world and the import products hns not buen  (nnd will not Le) prohibited
sinply boenusc they nrc being produced locnlly. There is, however, necesstry
1.gislation ~gnhinst dumping (where it is proved buyond dcubt) nd protuction
ns a measure for cntbling the infant industrics to find tir cwn foct is used
only in very descrving cnsce ‘nd not just to pretect incfficiont produetion,

4 lovel of protection that will b neeussnry t. nllow - ruisontble rote of
rcturn on capitnl is carcfully ehosen ond stups are tiken too wnsurc that

sonsumcrs nre not oxploited ns a rosult,

V. CCNCLUSION

The desire of developing countrius to {ndustrinlisc ns spcudily s
possiblc is so great that, At the initial stages, projeets do nct appenr to roceive
cnough critical approisal pefore they are emburked upcne It is nct wnusual to sce
in thesce young developing countrics n number of 'whitc clephant! projects whose
contribution to the ceoneny may not b substantinl cnough to justify their
ostablishment. Thus, ticre mny grow v number of estblishments which can
thrive only bohdnd high tariff wills or very heavy subsidics,

The dovcloping countrius hove still much to learn from the oxpericnces
of the ndvaneed countrice: they can try to avoid a numbcr of the initial
mistakes which characteriscd industrinlisntion in the past, It is thercfore
very cssentinl that the likcly scetors for the ¢xpansion of domestie production
should be identified and the alternntive ways of incrcasing domcstie production

considerced,
The cholces should therofore bes

(a) more officicnt usc of existing plant capacity,
(b) oxpansion of cxisting plants, and
(o) oonstruction of now plante.

Much s it is osscntinl that privatc investors nre allowed frecdom of
choice in their fiolds of specialisation, it will be to the advantage of tho
producer and the consumer ard thorefore tho soumtry nt large if projocts
ostablished arc such as will not roquire high tariff walls or henvy subsidice to

mnkc than vinblo.




This can be nchicved by the sotting up of Froject Evaluntion Divisicns/units
by all the govurnments of the Federntion, Thoes. unite should be storred madnly
by experts and t ~hnieally qualificd men or cxpardenced eivil servants whosc
contributicn to the work can be relicd upon,

Ono main weakness of prosemt planning procedurcs is the limited date
available to cvaluate individunl projects. Privatc investors and gevernnont
ageneics do rely on cngincers, cte. to design speeific pr jocts whieh scrve
as a bosis for ovalunting the desirability of ~ given kind of investrent. It
may not be casy to hmve such facilitics for many scetors in which production
might be desirable, It will thorsfore be nvivantageous if arrangenents eculd
b6 made whoreby imternntionnl orgagigations could help ti¢ developing countrics
in the ovaluation of a few selocted projeets whieh arc most likcly to contribute
subatantially to thoir development,
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