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I. Background ani Introduction

This report was prepared by a Group of Experts as part of the role playing
exercise wiich was carried out at the Workshop. The group examined a
"Suppliers Technical Proposal for the Zsiztlishment ¢f a ™ Planti" whnicr
had been preparei for the Workshop. Discussions were then held with
representatives of the suppliers aud a plant was selected by the group
suitable for the country with a small internal market as detailed in
Appendix I. The findings of the working group were presented to the
Plenary Session of the Workshop and the following text was prepared as

working documcnat to support the verbal presentation.
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Il. Main findings

we had looked into this project in some detail based on the
Philips presentation and we would like to preseunt the case at two
levels., In the first one we will go into certain analytical
review of the project as envisaged there and based on these
considerations will be giving some general views and

conclusions. Now, let us cstart with the actual set that Philips
have offered here. The supplier group themselves had told us this
black and white 16" inch does not quite meet the current
technology standards and that very soon they would be moving into
*he next generation. So there would be certain changes in the
analysis if we were to go into a more realistic item which for
example would be a 20" receiver (based on what I woull say
current technology) which would replace most of the discrete
components into ICs. But unfortunately we do not have financial
data on these, this current discussion about the analytical
approach of project viability will depend strictly upon this 16"
set. We have looked into this at several levels.First one is
purely on commescial grounds fcom the entrepreneur's point of
view. This does not mean that the government will necessarily
accept or that it is the right thing to do. But if the project
were allowed then an entrepreneur would look at basically how
much money he has to invest and what he gets out of it. Before we
go into that we would like to point out that we initially tried
to base it on the small internal market scenario that was given
as a data base. But while the smallness of market was allright,
we found that this country's economic pattern was quite unrelated
to the sort of areas we were taixking aoout. S0 most of tne
comments we would be making would not gquite relate to the
specific small market country but more likely to the countries
that are tne working group II in general might be assumed to

represent. Going back .o the project viahility according to



Philips, an investment of about 1.150.000 dollars would be
required in tctal capital (not including the working capital)
in land, building and equipment. As things obtain in our
countries we believe that 30% of this is the maximum that one
needs to invest would be from the entrepreneurs pocket and the
708 could come out of an investment bank. So the total equity
capital would be about .35 million dollars against which we can
raise a loan capital of .8 million dollars. Going by the costing
that this manuaal provides us we feel, that if a set was sold for
70 dollars, (which by the way is very high priced for a 16" sot)
the entreprencur could make a profit on the basis of 25.000 sets
of about 50% on his invested capital, (that is on the equity
part). So from profit point alone the project is quite viable -
it gives a sort of return on investment that people generally
expect in our environment. Next we will come to one big factor
in all our transactions: that is the foureign exchange cash flow
or foreign exchange gain or loss. Based on the 16" set we feel
that most of the countries in our group provide about 20% of
deletions on the total kit. These items would be cabinets and
deflection coil and packing material. The total saving bv not
including these we come to a figure of about 16 dollars which you
take out of the total kit price of 87 dollars (we are talking on
c.i.f. basis in all cases). Against that we have to realise that
certain raw material items would still have to be impcrted when
we delete these components from the kit. In the case of
deflection circuits we will have to import the copper wire and
the boboin or bobbin material; in the case of packing material
one will have to import polystyrene granules., The total foreign
exchange one will have to spend on the raw iraterial to produce
these deleted comporients would be about 3 dollars. So taking this
into account the nett foreign exchange saving per set cones to
about 3,5 dollars,
So this does not look tco bad but against this we have to

consider that when we are importing kits there are additional



charges in foreign exchange that have to be related to each
unit. The first one is the cost of inventory or rather the
interest that you pay on the inventory because the X1t has to be
held in stock over a longer period than an imported set. While
one can argue about the exact figures, we assume that you pay 2
months extra carrying charge on a kit compared to when importing
the finished receiver to that you add depreciation of equipment,
cost of training and foreign personnel. The total of the nett
outgoing foreign exchange if you were to take on such a venture,
would be about 4.50 dollars. So the nett negative foreign
exclhiange per set, if you assemble the set, rather than import
strictly based on the prices given would be about 1.00 dollar
per set. At this point we would like to mention that if we were
to shift our attention from 16" to 20" the kit price would of
course change. The components in most cases would remain nearly
about the same but the picture tube will go up and so the
percentage of local manufacture would go down from 20% let us say
to about 15%., And the foreign exchange loss per set (by a very
rough guess) from 1.00 might increase to about 3 dollars per set
which is 75.000 dollars per year. (This is an éxtrapolation
based on good guess - the exact figures cannot be given). So the
first criteria of project viability is on, the second one of
foreign exchange is not quite there. The third one would be that
if we were toc put up a project to the government how they would
lonk at it from the consumers' point of view. The sales price of
the completed set based on the figures of 16" comes to 170
dollary, which is not unrealistic in the sense that that is the
sort of price that these sets would get in a protected market.
Compared to this, even if the sets were imported from high cost
areas like E.E.C. one would pay below 80 dollars c.i.f. So there
15 a very substantiai social cost in addition to an additicnel

foreign exhange cost per set. But we still believe that most



governments if confronted with an assembly project (unless there
is an overcapacity) would tend to allow this thing tu go through.
As a matter of fact such projects are already in operation in at
least two of the countries of our group. In one country a 50 cm
black and white set sells for 400 dollars so obviously anything
can be made to happen. Now if the government were to give
permission and if people were to buy the sets at your price you
would be able to make a reasonable profit. Is there any other
profit?

Now as far as we talk of technology transfer we briefly touched
¢n it on Monday one aspect we would like to make very clear that
when talking of "current®™ and "special”™ technology the technology
is identical, difference is only in the processing of material.
Even there, looking at your Pilot Plant we have found that the
degree of skill and detail required in what you might call low
sophistication approach is still quite considerable and if one
could produce the sets that are being produced in this Pilot
Plant with the low reject rate it shows a very high degree of
skill and organisation. Relevant to our country -if we were to use
these dispersed components to achieve that level of skill and low
rejection, it would be quite an enterprise. If we were to use
the ~urrent generation of equipment for television receivers
which according to us would be designed round integrated circuits
(the only major discrete component would be deflection circuit,
tune-, and of course the picture tube) the requirement of the
lJocal skill in depth in putting the set together would decrease
substantially. In five years' time except for a few people in the
company'we do not tiaink anybody else would be required to know
aaything much akout "technology” anyway. If we were to assemble
the TV sets, looking ahead say in 1985, we zre quite sure we will
import one circuit board with perhaps two or three ICs at the
most, put on the few discrete components, fix the picture tube,

insert the wvhole package into a cabinet, and there you are,



And the chance of going wrong would be very little. This would
apply not only for black and white (if we look ahead to the
technology that is already available) but also te colour
receivers. So we do not think there would be any material benefit
from the point of view of technology transfer if we assume that
we would be assembling sets that are now available and certainly
would be provided by any supplier in two to three years time
which is what we would require to make a proposal like this
going.

Lastly, on the question of cost benefits (overall) to the country
it certainly could not help the consumer because he always would
pay much more than he would otherwise in any closed market where
low volume industrial ventures are taken up, and which do not use
local resources and raw material. There are no sets of parameters
that we can think of where we would be able to use any lccal
material more than in cabinetry ard packing to a significant
degree. What will we d0? Mr., Zeren earlier said that in Turkey

60 odd percent of the components were made locally which probably
might be true now, but as things progress and looking ahead, we
think it would be very uniikely you couid do that in future.

Scme of the benefitls though could accrue if you were to assemble
TV receivers: you would perhaps get in association with a
multinational company with multilateral interest whose
association you could use later tc branch cut into all sorts of
products, So there is some merit and advantage in having an
association with a leadi g group and even if you lose some money
here you might be able later to develop associated produstsin the
electronic industry (probably in industrial electronics, etc.).
It probably would not quite happen so easily in the mackets that
we are talking of but one could make a case for it,

So going over all thne parameters that we have dicussed firstly,
the project is viable and probably would be permitted by a
government, The extra foreign exchange loss to the country could

be sold to tne government by convincing them there are long term
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benefits of acquisition of technology, benefit of some employment
{(though it is very little really).

But in the very broad and long term perspective as sO whether one
should d it at, the concensus of the group is that where there
are other possibilities of improving industrial activities using
the limited resources of raw mat.rial and skills, one should be
very careful in investing a fairly substantial amount of money in
areas which may have limited viability. Two million dollars or
1.15 million dollars is not really all that much in the context
of a country but one could say that similar amcunt invested
elsewhere would produce greater return socially. So the project
can be succeeded, it will mzke money and government will accept

it whether it ought to be done - the answer is a qualified "no”".



WORKING GROUP 2 - REPORT
7 May 1981

Forei Exchange Pcsition
'1gn Lxchange

This is based on 25,000 sets/year; figures in dollars

Per set produced

Expenditure Saving et
(-) (+)
1. Deleted Itens + 12,78
1.1 Cabinet 10.66
Deflection Circuitry l.44
Packing Material 4.00
16.10
1.2 Cost of Raw Material when above itemrs

produced locally (1.00 for Deflection
Circuit, 2.00 fpr Packing naterial) 3.00

1.3 Royalty to be paid to supplier for
non~-import of deleted material, say at

3% of job cost of 10.70 0.32
3.32
2. Other costs chargealtle -
- 4.26
2.1 Interest on inventory for 2 months
on CIF of kits (see 3.3) at 15% 1 R4
2.2 Depreciation of equipment and tools
+8,000/25,000 1.92
2.3 Training (10,000) and foreign
export (50,000) over 5§ years
60,000/125,000 0.48
4.26
3. Kit Cost - 87.36
3.1 Price of Kit (100%) 87.3¢€ v
3.2 Less CIF cost of deleted items 16.10
3.3 Net price of kit (imcluding 1.3) 74.26
4, Total foreign exchange cost (Assembly) 78.84
S. Cost of finished receivers of investor 77.87

6. Net foreign exchange +/- (each set) —. 97




7 May 1981

Project Viability - Commercial Considerztions only

Assumptions:

0Of total investment capital (excluding working capital) of
1.15 million dollars, the entrepreneur invests 30% and
obtains rest from Investment Bank

1. Investaent

1.1 Equity Capital 350,000
1.2 Loan Capital 800,000 1,150,000
2. Return on Capital
2.1 Transfer price (per set)
a) Ex-Factory price 146.80
b) Contingency, say 5% 7.34
c¢) Mark-up, say 5% 7.34
d) Taxes, say 8.10
169,58
2.2 Total gross return for
25,000 sets 7.34 x 25,000 183,500
3. Return on Investment
3.1 Op Total Capital 15.96%
3.2 On Equity Capital 52.439%
. ’ Note: It is hoped that Working Capital (mostly for

Inventory) can be raised from bank at 15%
charge,
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GENERAL COUNTRY DATA

PROFILE

Surface area : 97,740 g "

Populat lon t number (year) :
denalty ]
growth rate/year :

Climate : mcditeriamean ; dry e

Language(s)

Religion(s) : Moslem 90 3 ; Chrietia

Capltal city 1

2,980,000 ( 1978 )
30 per sq v'm

3.2 %8 ( 19720-1976 !}

ldnd

nw 10 3
Inhabltanta

1 834,000 ( 1975 )

Currency : Dinar ( 4D ) Exchange rate 1 IS § 2 = 4D 0.302 ( 06.1979 )
GENERAL ECONONIC PROTFT ILEL
DISTRIBUTION OF GOP (mnJo)

1978 1876 197?
Consumption 37%.0 481.4 889. ¢
Invesiment H 88.8 150.3 6.8
Lxports H 118.9 19%.0 242.0
- laporzs H - 301.1 - 485.7 ~ §46.2
TOTAL GOF at current prices s 278.¢6 387.9 472.0
PER CAPLTA GDP at curvent prices |0 103.2 139.5 163.3
Average real growth rate ! 1.9 % ( 1970-1975 )

SECTORAL ORIGIN OF GOP (%)
Agriculture 4 12 ..
Ninlng 5 § 4
Manufacturing : 22 .. 1
Others : 59 .
BALANCE OF PAYMNENTS ( min o0 )

Inflous 378.1 469.0 631.1
- Outflows - 318.8 - 458.0 - 859.9
Net chauge in International reserves: 57.¢ 1.0 1.2

FREPARED AS A SERVICL OF THE INVESTHENT CO-OPERATIVE PROGRANAL RRANCIL OF (RUIDO
ON THE BASIS OFf AVAILABLE INFORMATION.

UNIDO DISCLAINS RESPONSABILITY FOR ANY INACCURACY OR INCOMPLETEMESS OF WIE DATA,

UWITCD  NATIONS

INUDUSTRIAL

DEVELOPHENT

ORGANIZATIN
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AVPINDLIX 1

SMALL INTEKNAL MARKEID

CONPARATIVE HANUFACTURING ADVARTAGES

Reacurces ~ natural )

« labour 1
-~ financlal '

Inf\astructure - transport 1 atigwnt

~ enecrgy [

In€latlon ratuv { year ) '

Haln manufacturing branchaes

{ Susmary of chapter II! )

phosphates, copper, potash, vieat, fruite aad vegria-
blre, livosteok,
1?7 8 active population ( 1978 )

601 min kWh (1977) ;
- development lostitutions ! Indiwtival Devulopment Bank ; The

148 { 1929 )
t focd awd beverage, ohemicals, textiles.

——

i Mmwmnvue oonmeroial bunks

i ®saport : .
L3 minm t. ofl rofined ( 1976 )

Finanodal Market ; Frue Zoma,

FOREIGH INVESTHMENT POLICY

Opan to foreign Investment
{ branches  preferences )

Allowed proportlon of foreign capital

Investment Incentives
lLegal - Investment code/law
- proflt repatristion
~ capltal repatrlation

- others

Flscal - corporate lncome tax
-~ other corporate taxes

tan holiday/reductlion
carry forvard of loases
tariff reductlon

double taxation avoldance

- others

Tirancial - borrowing incentives
- others

Hembership In International and reglonal
economic organizations/institutions.

( Summarvy of chaptecs [ and 11 )

v sn dnduatrey, mining, toursem, poulttry und egg faming,
eea traunspord.

'

- e e o

49 8 for oommnvial enterpriove ;
100 % for vthave {f approvved.

up to

1978 Enomuvagesent of Investm. [as n® i3.
guaranteed,
after 2 yrea in 3 equal inotalm. fyr ;
speaial ocasee withont Limitation ;
no disorimination betucen Arab and non-A,
38,8 and 40.0% ruspeativaly oapdial,
wrbaa land awd b1y taz;ecolal services
tax;excies and ruotoma duties
¢ yeare ; wulvr covtatn oonditions 9 yrs
8 yoars
exesption for approved evon. entaypriecs
no agrecments
§-7 year axnpition from veal vat. tinea;
straight-1ine depresiation
S-P.M T, 0-T oradit available for tou-
riam and Enhntrial projeats,
finanatal marka:t

in

Unéted Nitiona, FIWA, The World Bank,
IMF, Taliws Dewclopment Dank, Aroh Eco-
nomia Cownadl, CAEU, Amib Commm Mardel
Oyganiaation of the falwaia Confercine,
151D,

- printed 09,1980 / 300 copleas --

L
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I -GOVERNMENT ECONOMKWIC POLICY

Memberskip In inter~nationa) and regional economlc organizations/institutions : United Nations, ECWA, 1he World Bank,
IMF, Islamic Development Bank, srab Economic Couneil, CAEU, Arab Common Market, Organisation of the Islamio Conference,

ICSID,

Monetary policy ( convertibility and controls ; membership in currency unions ) : the JD ts pegged to the SDR with the

US $ as tha interventicn currency. Control ie administered by

the Foreign Exchange Control Department of the Central

Bank. .
19786 1978 1972
Currency : Exchange rate : US $ 1.00 = JD : 0.3194 0.3321 0.3292
Foreign trade : Total imports (SITC 0-9) : 730.8 1,022,1 1,361,1
Thereof manufactured goods (SITC 5-8) : 462.7 613.6 969.6
mainly ; machiiery and transport material 232.1 305.4 476.7
Total exports (SITC 0-9) : 153.2 209.1 289.5
Thereof manufactured goods (SITC 5-8) : 49.1 72,3 102.6
mainly : SJood products and liveatook 35.4 64.2 80.9 :
Foreign investment : Inflow of direct foreign investment 0.23 - 0.09 0.41 ';’
Thereof manufacturing sector : ‘e
National budget : Total expenditures ( - ) : - 642.9 - 674.4 - 929.3
Total receipts ( +) : 502.0 465.5 828.2
Balance ( tor -) : - 140.9 - 208.9 ~ 103.1
Public debt DOM : 1 561.5 207.8 1,236, 5
FOR ¢
( min US ¢ )

Economic development : Fconomic activity centered on

Development strategy orlented Lowards :

Current nat. dev. plan : duration :

Total plan budget JD 765 min hON

agriculture, phosphates, potash

rataing of domestio revenus, phosphates processing,
tndustry

5 years, from 1978 to 1980

. FOR :




I - REGULATIONS ON PRIVATE AND PUBLIC FOREIGN INVESTMENT

Ob ject Instruweents Content

Eligibility 1972 Law for the | Fundamental polioy : foreign tnvestment welcome and encouraged ( both Arab and non-

T Encouragement of Arab oapital ) provided it oonstitutas an approved eoconomic entcrprise.
Investment n°53, | Eligibility ariteria : enterprise must ba in the seotors of industry, mining, touriem,
as amended by poultry and egyg farming, sea transport. Minimum aseets are manlatory tn each sestor.
1973 Law n°60 and Foreign_loans : subjeot to Central Bank approval, :

Corporate _status | 1977 Law n°16. Type of corporation : wnlimited ; limited partnership ; publioc shareholding limited
1978 Law n°16, company ; pvrivate shareholding limited oonpany.
1964 Company Law | Minimen_capital : JD 5,000 minimm fixed assets for industrial projeots ; JD 15,000
n°12 and amend- for tourism projecta ; JD 60,000 for publio conpanies ; JD 10,000 for privats oconp.
ments., Allowed foreign participation : 49 % for all comneraial enterprises ; exceptions oan

be made for other approved enterpriaea,
Mininum parttoipation of looal partners : usually 51 % ( see above ).

Registration 1975 PRegistratiory Application : must be sibmitted to the " Encouragement of Investment Comnittee " for
of Foreign Com- approval by the Counoil of Ministers.
panies Law n°d6. Time span of decision : 30 days.
Financial Profit : remittance guaranteed.
transfers Qg_et_'_t_gl : may be withdrawn after 2 years, in 3 equal instalments ; in speoial oascs,

wr thout limitations.

Technology ( fees and royalties on livenses, oonsultanoy, management | : remittance frcm

- et o

—— s o 0§ o e O

-~ g -

Yechnology 1963 Patents and | Protestion of industrial property : eignatory of the International Cunvention for the

PSS e st ——— - o e - ——

transfers Designs Luaw n°22. Proteotion of Imdustrial Property. Priority given to Members of the Paris Union.
Licensing agreements : 8see above.

- o = H

Patents : if approved, valid for 18 yrs. Renewable feas payable in the 4th . 8th and 12th yra

Trademarks : (f approved, regigatration proteots the trademark for 7 yres ; this protec—
tion may be extended indefinitely for periods of 14 years.

Laboyr 1961 Labour Law Wagea : subjeot to bargaining.About JU 40/nonth(1576) .Overtime at lcast 25 % mora.
n°2 and 1965-1974 borking howrs : 42/week,
Amending Lws n®2 ) Soctal bene Tta : holidays and leave,health requirements,insur.,social fringe benefita.
and n°25, Labour disputes : strikes and lovkout, though legal, have never occured., 30 Unions afji-

liated with a (ieneral Federation. Disputes settled through aollcutive burgaining.
Foreign_ lubowr : residunce and work permita must be obtained.

—— e e - -~

UN1L DO -- TNDUSTRIAL INYESTMENT PROFILE -- printed 09.1980 / §00 coples -- o
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AND

Object

Instruments

Content

PTaxation

Inoentives

Envtronment

1964 Income ‘lax
Law n®2s8, 1979
Mhoome Tax Amen-—
dment.,

Covporate taxzes :

Peraonal taxes :

Other_tazes :

Lagal :

Fiseal :

Financial :

Othera :

no provieton.
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YUUBLIC FORKIGN INVESTHENT( continued )

-

% &
< |

Income tag : rates of 45 ¥ (financial tnstitutiona) ; 38.5
({ndustrial publio shareholding limited companies) ; 40
(publio and private shareholding companies).

Property tax : wurban land and building tax : 10 %/year on the
capttal value of land ; 1?7 %/year on the net rental value of
buildings.

Loana_and_teghnology : 10-20 % withholding tax.

Customs_duties : variable base, either speaifia or ad valovem ;
rates mngt‘ng from 0 to 30 % ; more on luxury items.

Salaries : sohedular system ; 11 tax brackets ranging from & to 50 %

= o o o

Dividands : exempted.

e e ot e @ @

Eduoatt
4 %/year of net rental valus of butldings ; sovial servioces tax
on mervhandise inports and ohargeable tnoome. Lioise duties cn
domastio produation of alooholio beverages, tobuvco products, et.al.

——— B o G G =+ s e e O e e

Coyporate_taxes : 6 year inoome and sooial servioces tax holiday ( 9 yrs
for public shureholding limited oompanies ovr enterprisss outeide
Aman arvea ) ; 6§ year exemption from building and land taxes ( 7 yre
for publia shareholding limited companiee or enterprises outeide

. areq ) ; exemption from cuastome duties on vapital goode for
utilisation in an approved economio enterprise ; exemption fyom
tnport fees, oustoms duties and other charges for a period oj 3 yrs,

Pevavnal taxes : exemption from income tax and sooviul servioes tax on
salaries paid by foreign conpanies to non- employees ; seve-
ral other jactlities regarding their moving

Remit tances abroud allowed. Straight-line depreciation. 6 year ouvry-
forward of lossea, Bank oredit availabla, S-1, M-I, and L-T Lo tou-
rism and tndustrial projeots, Finanotal market

State land available to approved anterprises. Fres zona




Il -COMPARATIVE ADVANTAGES OF THE HANUFACTURING SECTOR

Hatural resources endowment : pliosphatea, copper, potash, wheat, fruit and vegetables, livestook.

Labour resources : Actlve population : .17, M(wmanufacturing .. WVjagriculture 87 %).Un/underemploymant ., % ( 1978 )
""""""""" Avalilable skills : .. (A of active population - ISCO classification)
0&1 technlcal: $; 2 admin.: 4; 3 clerical: $; N commerc, i %; 789 manual: )
Working hours/week: 93/week Annual holidaya: 31 days
Average worker earn. by hour (1), day (D), week (W) or month (M) in manufacturing : gbout 40 JD/M
Financial resources : Central Bank cf ; 4 national ocommeroial banke ; extensiona of foreign banks and { 19768 )
""""""""""" spectalisad tnstttutions.
Market orientation/potential : exvallent potential ; primary link between oil producers and Mediterrancan
Infrastructure : Transport : rallways : .. km normal gauge - Seaports : one
"""""""""" roads 1 3,695 km hard surface - Alrports : one
Telecommunications N tel. lines - 360 telex lines (1975)
Energy : electr. : capacity ., 1,000 k¥ - production g01 (1977) min kWh
oil : reservea ., mwln wm.t. - production 1,000 m.t,
vefining capacity 1,200 (1976) 1,000 m. ¢, 1
mnat. gas : veserves .. bln e.m. - production ., mln c.m, -
Development inatitutions : Industrial Davelopment Bank, The Finanaial Market, Freo Zone.
Cost of llving : 197 1977 1978
Consumer price index : ( base 1975 = 100 ) : 115.3 187.8 136.6
Wholesale price ind, : ( base = 100 ) : .o
Inflation rate : 15.3 % 0.6 % 6.9 %
Structure of wmanufacturing sector : ( 1976 )
Branch - ISIC claas. number of [grosa luvesatm, amp loyment salaries output value value added
establ ishwenta 1,000 Jb 1,000 JD min JD min JD
31 tood and beverage 1,177 . 4,259 1,879 31.4 9.5
32 Lextile 934 3,988 1,363 14,6 8.9
31 woud 490 81y 056 8.1 2.8
3% paper 58 ys4d 495 3.5 1.7
35 chemicals 68 2,884 2,548 19.1 6.7
36 wineral products s08 2,420 1,232 i1.9 7.2
37 basic metals q62 1,138 1,568 13.8 5.6
3B wavhinervy 801 2,655 694 3.8 4.4 )
32 Cihers 144 499 209 1.3 1.0
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