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Talowed
essentiallytheapproachSuggestedbyLitle-Mirrless

(L-M),morepopularlyknown

asthe
O.ECD.Manual.However,themethodhasbeendescribed

inthebookaspartial

The
bookhasbeendividedintofiveSectionsandthreeappendices.

SectionIdealswiththe

Ina
noteonthesamplegivenatthebeginning.

methodolog9adoptedforthecalculationofeconomicratesofreturn.
Theauthorshave

Thedetailsofsamplingprocedureareprovided
CIOss-sectionofthepopulationasstratifiedrandomsamplingprocedurewithproportionalallo-
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projectsandprovidesareasonablyrepresentative

Cationhasbeenadoptedforsampleselection.

studyconsistsof42

TheppopulationforthestudyComprisesICICI-financedprojectswhicharecompletedduring

1967-70
nurmbering208,ofwhich114arenewand94areexpansionprojects.Thefinal

inthisdirection,thoughonanex-postbasis. systematicattempt

anple
selectedforthe

prospectivefinancialratesofreturnbeforesanctioningassistance,thepresentstudyis

tomicratesofreturn.Althoughfinancialinstitutionsdotakeintoconsiderationfactorsother

amuchbroaderperspectiveintermsoftheirsocialcostsandbenefitsasreflectedintheireco-

REVIEWS

ailofscarCecapitalresourceswhichhavetobeallocatedamongstcompetingprojectstaking

Pontability,intermsofmarketratesofreturn,ofprojectsitfinances.Secondlyasacusto

dialroleplayedbyICICI.Firstasafinancingagencywhoseprofitabilityislinkedwiththe

náanprojects.Althoughitisnotexplicitlystatedonecanseetheneedforthestudyinthe

dferencesbetweenthetworates.Secondly,toexaminetheinternationalcompetitivenessof

nalfinancialormarketratesofretunwithaviewtoidentifyandanalysethecausesfor

onafitsandderivetheeconomicratesofreturnwhicharethencomparedwiththeconven

Rohiectivesofthestudyaretwofold:Firsttoasssstheeconomic(i.e.social)costsand

"relatively
modest

technical
exercise",the1CICI

canbe

Mr.
H.T.

Parekhinhis
introductiontothe

book

Kandardapproachduringthecourseofthepresentstudyshould,therefore,beviewedinthe

ndeliabilityofavailabledataposeparticular
problems.Any

departuresmadefromthe

-benefitanalysisandthattooforacountrylikeIndiawhere
availabilityofrequisitedata

N7oftheoretical
quidelinesisquiteaneffortbyitselfanditis

moresoinanarealikesocial

Oemundane
levelofpracticalapplicationinavarietyofreallife

situations.
Operationalisa-

oisandrigorously
derivedalgebraic

relationshipsanditis
anothertobringitdowntothe

Pehapsthefirst

a

1Sdered
tohavedoneapioneeringworkinthe

areaof
appliedsocial

cost-benefit
analysis.

sone
thing

towriteoncost-benefit
analysisona

theoreticalplane
involvinginticatecon

observations.

consideringitas

shownbytheChairman

1975,136p.

ohtofabove

RateofReturn:ICICI
Pyojects.

Bombay,The
Industrial

Creditand
Investment

rrevienW

in eoitethemodesty

tionofIndiaLtd.,
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evidence
forthepru causes

for:thedifferences
productgroups,sze

oneprojects.
anunsatisfactory

Plausibleexplanationsweregivenandusefulconclusionsdrawnfromacomparison
ofthe

denceandfarsightednessofICICIinthechoiceofitsloanporttollo.
providescorroborative

readerinsightintothe
andexpansionprojects,

returnsarequitehighexcepting
expansion)haveshown

Evenforthe18proiectswitheconomic

returnslessthanmarketreturns,9projectshaveshownasatisfactoryeconomicretunofmore

betweeneconomicandmarketreturnsbutalso

classes,etc.Thischapternotonlygivesthe

Toderivetheshadowwag::

Price/WorldPricetohave

In
case

havegoneintothereasonsbehindthis'surprisingfindingandprovidedaverylogicalsetof
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CommonexpectationthatIndianIndustrylacksinternationalcompetitiveness.Theauthors Totalof42projects24showedeconomicreturnshiaherthanmarketreturnstherebybelyi9a
Sectionllprovidestheeconomicandmarketratesofreturnforthesampleprojects.Ouroe

and
outputsofa

economicandmarketreturnsintermsofneW

economicreturnoflessthan8%buttheirmarket
Onlysevenprojects(4newand3

devil(p.26)

wouldresultinanSVRof0.507butnot0.57whichappearsinthebookowingtoaprinterS

beenobtained.Infact,substitutionofthevaluesgiveninthebookintheaboveformula buttheydidneitherexplaintherationalebehinditnorthewayinwhichthefigure1.5has

This
sec

explanationswhichmakesaveryinterestingreading.

1.5
C-m-a

viz.
rateforlabourtheauthorshaveusedasimplerule,

SCFof1.5butnottheotherwayroundasgiveninthebook. page,itbecomesapparentthattheratioshouldbeDomestic
whenwereadtheabovequotationalongwiththerelatedfootnoteNo.3givenontheco

accountingprices"(p.23).Herealsonumericalexampleswouldhavebeenhelpful.Furth

andanSCFof1.5wasassumedforderivingt representativecollectionofcommodities....
estimatingtheSCFistotaketheaverageoftheworldprice/domesticpriceratioforaw

NaluationofNon-Tradables(excludinglabour)ithasbeensuggestedthat"Anotherway

hensionastheabovestatementisamenableformultipleinterpretations.Simila
projectaccount"(p.22).

similaritemsln
anddomesticpricesof

beequaltotheweigh

averagedifferencebetweentheknowninternational

"Actual
domes wasassumedto costsweredividedbyaconversionfactorwhich

internationalpricesarenotavailable. domesticallyproduceditemsforwhich
internationalpricesareavailable. takenforthevaluationoftradablesforwhich

AfewnumericalexampleswouldhavehelpedinbetterCompt

than12?%.

detail.Theinputs

SWR=

Labour.Actualf.o.b(incaseofexportables)andC.i.f(incaseof
importables)prices

Tradables,Non-Tradables(otherthan
labour)

However,ithasbeen
Compressedin

about

jectarecategorizedunderthreeheads pages.
Itcertainlydeservesmorespaceandgreater

isthecorepartoftheentirestudyasthecalculationsmadeinthesubsequent
sectionsareba

Little-Mirrleesinviewofthedeparturemadeinthevaluationof
non-tradables.

onthevaluationmethodsdevelopedhere.



345 SectionIV
entitledAssessmentofResultSprovidesanswers

tothequestions
regarding

the

Furthercalculation
ofstandard

deviation

0t
coefficientofvariationwouldhaveindicated

thedegreeofriskinessassociated
withproject

TeturnsanditwouldbeinterestingIOseethebehaviour
ofriskacross

industrygroups
andalso

adoptedforthederivationofsubjectiveprobabilities.

WOuldhaveIncreasedfurtherhadtheauthorsprovidedatechnicalnoteoutlining
theprocedure

tonof
projectsmadeonthebasisofreturnsunderbestassumption,

expectedvaluaIand

expected
valuelapproaches.Thisexercisebyitselfisalaudableeffortanditsusefulness

istributedOveralltheotheralternativereturns.(b)Byassigningprobabilitiesaccordingto

SUbjective
evaluationofalternativeoutcomes.Thereisvirtuallynodifferenceintheclassifica-

di0.6tothebestassumptionreturnandthebalanceprobabilityof0.4beinguniformly
Poect.

Expectedvaluesarederivedintwodifferentways:(a)Byassigningaprobability
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DEtNeen
expansionsandNewProjects.

Consideredcrucial.Thesefactorsmaydifferfromprojectto returns,alternativeeconomicreturnshavebeenderivedunderdifferent
eturnsfor31projects.Thisisanattemptmadetowardsriskanalysisofeconomicreturns.

AanotherinterestingaspectofsectionIIisthecalculationofexpectedvaluesofeconomic

Whilelongerlifeassumptiondid

regardtofactors aSSUmptionsin
Besidesbestassumption

xplained.

bweringtheeconomicreturnsmoreorlessconsistently.Thereasonsforitareclearly

rativemethod(i.e.)singleSCFforallNon-Tradables,calledmethodll,hasresultedin
Edlowreturnprojects,thesmallerlifeassumptionhasconsiderableeffects.Useofanalter

mothavesignificanteffectonthecategorizationofprojectsintermsofsatisfactory,marginal

SSumingalowlifeof12yearsandalonglifeof20years,

furtherprobeandinquiry.Sensitivityofeconomicreturntoprojectlifeisconsideredby

orantfromthatatactualwagerate(p.56).Thisisaverysurprisingfindingandcalls

Eiteactualcosts,theporttolioofacceptableandmarginalprojectswouldbesubstantially

onceuentlyithasbeenconcludedthatitisnotnecessarilytruethatiflabourisvalued

WhenonereadsTablel|-6onp.55alongwiththefootnote
enonecaneasilyseethatthesensitivityofeconomicreterntochangesinshadowwagerate

Another
interestingfindingisthattherank

ang
anditsusefulnesscannotbeoveremphasizedinaperiodofinternationalpricevolatility

depended
oninternationalpriceslyingwithin10%marginoferror.Thisisasignificant

nsidered
atacutoffrateof12%,nearly36%ofthesampleproject'sacceptabilityorother-

0echanges
fortheoutputofallprojects.However,whenindividualprojectacceptabilityis

relation
coefficient

betweenthethreesetsofreturnsISashighas0.97.Asaresult,the
ativerankings

ofprojectsarenotlikelytochangemuchundertheassumptionofuniform

fluctuatingexchangerates,

nConsidered

Economicreturnsarefoundtobehighlysensitivetochanges(10%higher, lower/
intheinternationalpriceofoutputandthedegreeofsensitivityhasbeenfoundto

-acablesS,

whichusesasingleSCFfortheentire
Non-Tradables

component,hasalso

sviyofeconomic
returnstotheadoptionofan

alternative
methodforthe

valuationof

inversely

withtheinitialrateofreturn,

shadow
wagerate,(1)lifeofthe

projects.
Further,

(ii)thevalueof

on
M/basically

dealswiththesensitivityof
economic

returnsfor
changesin(i)

interha prica
otOutput
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NPVandNPV

Š
forthecalculs

Iftherearemorethanoneproject,theranking
based

usedforrvaluing

withtherankingbasedon

WithandWithoutPrinciple'fortheestimationofincrementalcostsandbenefits
isnot First,thereasonforadoptingthe"BeforeandAfterPrincipleinpreference
tothe Non-Tradables.Afewpointsneedalittlemoreclarificationwithregardtotheworkings

of

approachhasbeenfollowed

i

statementoftheconversionfactors
tothestudy.AppendixI||isquiteusefulasitcontainsacasestudyofacementexpansion TradablesbasedontheOECDstudy.AppendixIlgivesanumberofstatisticaltablesrelated AppendixIprovidesrulesadoptedinthestudyforthedecompositionandvaluationofNon

valuedatcifpice

Exge

onprojectsIRR.maynotnecessarilyagree

tionofmarketandeconomicreturns.

explained.Secondly,thelnternalRateofReturn

consistentwiththeL-Mmethod.
originalranking.ArefinedversionofDRContheotherhand,hasgivenresultsthara rankingofprojectsundertheERPmethodhasbeenfoundtobenotconsistentwithtne weremadeundertwoalternativecriteriainregardtothevaluationofNon-Tradables.Tha EffectiveRateofProtection(ERP)andtheDomesticResourcaCost(DRC).ERPcalculatans SectionVcomparestheL-Mmethodfollowedinthebookwithtwoothermethois,viz

UNICOguidelines,whichtakesintoaccounttherelatedindirectbenefitsandexternalities. discardinganequallywell-knownapproachtoprojectappraisal,morepopularlyknownas

foreignexchange.Thirdly,theauthorscouldhavegiventhereasonsmoreelaborateyfor totheofficialexchangeratewhichwouldthenhavereallyreflectedthescarcityvalueof Theauthorsshouldhaverecognizedthisfactorandreckonedwithitbyaddingapramium knowledgethatdollarsfetchapremiumovertheofficialexchangerateintheunofficialmare

However,itiscommon
seemtohavebeenconvertedintorupeesattheofficialexchangerate. tionalmarket,thegapseemstowidenfurther.Secondly,inthebookinternationalpriczs

price.Insofarastheoutputofdevelopingcountrieshastobepricedlowarinthe whiletheoutputofthesecondprojectisvaluedatf.o.bwhichisusuallylowerthantheCif

formerwouldindicateagreatereconomicreturnthanthelatterasthevaluationbaseforout

projects,oneanimport-substitutionprojectandtheotheranexport-oriented
proscttheE

substitutionprojecttheoutputis
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thesamebetwaent
volumeofoutputremaining

projectsvis-a-vis

for
economictatso favourofimport-substitution

raiseafew
morepor First,thecalculationprocedure

to

and
practical

applicabitd

difficultyof
valuingno

thecase.

projectwithdetailedworkingsandalsoa

logic

ofL-Mmethodwhichlaysgreateremphasisonmoreproximateordirectt
benefitsandco

available,thevolatilityofinternationalpricesandtheinadequacyofa
reliabledatabasei

tradables,valuationofdomesticallyprocureditemsforwhich
international

prices
arenO

the

putisdifferent.Inthecaseofimport

promotionprojects.Allothercostsand returnappearstohaveabuiltinbiasin thatdidnotreceiveadequateattention,

thiscontextitmaynotbeoutofplace
andassumesfree-trade.In

beenexpressedonthe
Indiaarediscussed.Reservationhas

limitationsofthepresentstudysuchas
Withinthelimitationsofthepresentstudy,theanswarstoboththe

questions
arequit

economicqualityofICICl'sloanprotfolioandtheinternational
viabilityof

lndian
ProjgL

satisfactory.Someofthe



347 withspecificchaptersonhowfundsareutilised,howto e
enterpreneurthe'enterprise'andmarketingorientation'.Thefollowingsixchapterscover

The
bookhastwelvechapters(in87pages)andanappendix(oftwopages)onlnstitutions

Servingthe
SmallScaleEntrepreneurs.Thefirstthreechaptersaredevotedtoadiscussionof

Inmostoftherecentlitera
academiciansandmanagement
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aspectsoftheenterprise

managementtotheentrepreneursforsolvingtheirdaytodaynnanagement
problemsinamore

IM,Calcutta

MemberofFacultyFinance&ControlArea

N.KrishnaRao

ThepresentvolumeaimsatprovidingexpoSureofconceptsandtoolsof throughpropermanagementorientationoftheSmall Itisfeltthatthekeytotheirsuccesslieinetfective Enterprisesarenotabletosustainthemselvesforlonger Governmenttorenderfinancialandothermaterialsupport,
prospectsofgrowthareincreasinglybeinghighlighted.

leonthesubject,theroleandimportanceofSmallScaleEnterprisesinthenational

PgerisintheactivitiesoftheSmallScaleSectorinourcountry.

entyearsthereisagrowinginterestamongtheplanners,

Sienific
manner.

he
financial

whichcouldbeachieved
Enterpreneurs.

Tmanagement

periodsinthishighlyCompetitivesector.
amajorityofSmallScale

schemesofthe
problemsand Conomyaswellastheir

KumarGupta.Calcutta,KwalityBookCompany,1977.94p,

AManagementGuideforSmallEntrepreneurs.bySiddharthaGanguly,SuchisChandra

marketrateoftreturnandfor
economicrateof

return.

1is
seenthat

Despitethevarious

ofPrivateSectorProjects.Theneedforthe
calculationof

economic(or

Rs.15.00

GuhaandSamindra

sbook.
FinancialInstitutionsshouldseriouslyconsiderthefeasipilityofmakingthe culationofeconomicratesofreturnanadditionalappraisalexercise.

d.Corporate
ExecutivesconcernedwithProjectAppraisal,

ManagementConsultantsand archworkers
intheareaofCost-BenefitAnalysiswillbeimmenselybenefittedbyreading

sampla
ofPublicSectorProjectsWouldbeaworthyandwelcomesequeltothepresent

al)rates
ofreturnismoreaccuteinthecaseofPu5licSectorProjects.Asimilarstudy

fortheirpains-takingefforts,Thesampleof
proçectsincludedinthestudyisdrawn

bOOk
1SOSviously

apioneeringworkofiitskindandthe|CICI
authoritiesdeserve

every

n0t
thesame

forbothAbo
returnshoWtocho0secriteriareturnsandonwhatbases? ISSUeS

deserveaseparatesection.

whatshouldbethecriterionrateotreturntodecideonthe
acceptabilityofa

Should
Hitbethesamefor aS90

tobtheoreticallysuperior.Thirdly,theissueofcut-offrateshasbeen
neglected.

gt


