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INTEODUCTLON

"he exa of planned economic development was ushered iato
the Indlan national life in 1950 with the setting up of the
Planning Commission, The first medium-tera or five-ycar plan
was put into operation from 18t April, 1051, Since tihien the
country has gone through four five-year plans, one four-.year
plan{l three ons-year plans (196€-67, 1967-68 and 1968-69) and
one what may be ealled a two-year planéa “he sixtn TMlva Yeax
rlan (1980-85) is now underway, 7"he eountry has gained
consideraible expertise over these past three decades in
formulation of the macro-lovel strategies of developmant and
growth, Nevertheless, the pace of econoazlc developmeant has
beéen mueh below the expectation of the planners and the
politicians, and, furthermore, there is a growlng feeling
among the wnowledigavle sectlons o the Indlan community that
whatever galns have been derived through planning have not veen
equitably distrivuted amongst all seetions of the population,

In other words reallsation of tiie basic objectives of econoailc



plannin., vis. growth and equity, has felien short of
expectation, %here are several reasons for this shortfall

but tids 1s not the proper place to discuss ali of thea,

Cne impoitant reason with which we sre dirasetly conceried

in this study, is the geuneral weaxncss of the mlezo-lavel
nlanaing, "his level can De identifled with the planning

of incivicual cevelopment projects., (In the offielal parlance

piojects are often referled to as schemes),

In a vast countiy like India, nicro-level planning
inovitably gets diffused into a large nunber of organisations
and adminlstrative sets-up like government departiments,
civisional and ulstriet-level bodies like development counchls,
"lllla-Parishads” ete, It is at thls lavel that there 1is the
real and wrgent need for nighly compastent ami efficlient mathods
of planning snd well defined pubtlic investiaent criteria, Ouz
peisonal assoclation with the ovei-all planaing for socloe
economic development of the State of Goa, Da:an & Diu over
the last one decade hag vividly brought home the faet that
most of the development departments ale Lll-eguipped to undertase
competent miclo-level planning, “he situation in otner parts
of the country is believed to be not much different, hat Ls
woIsSs, a veiry cavalle: attl ude towynxds micio-r-lanning is
‘lscerned in the development rlans, Someiimes projects are

copled from other aress irrespective of considerable differonces



in the soelioeecouomic and geo Io-climatic con itions, Ho

investment criterlia a:e gem@rally followed,

Mt projeets mie the bullcdlng-blocks of investament for
development plannin:.. wWithout effieient project plaaning,
the objectives of macro development planning cannot be reallsed
to a large extent, 7he intellectual community has realised
the need for a nighly competent and efficient micro-plamning
an: several effoits have been made in the iecent past to evolve
techniques of competent micro-planning especially with reference
to the developing economins, iiconomlc appralsal of projects,
or ‘oeial Co:t-eneflt analysis of project investnent, is a
most significant developmant of the last one decade in this
dizection, "he thlee mejosr works wnic: have gained international
recognition in this fleld aze the methodologles of aconomic
appraisal ox (CBA of piojects developad by (1) Piof, I.H.D.
Little and J.A. Mirrless ol “ngland, (2) the UNIr0,and (3) Lyn
Squire and L,C. van der Tak of the world nankéa Host of the
international aid-giving agencles (including UN bodies) have
“@en lately insisting on economic appraisal reports when ploject-
speclfiec financlal assistance is required. !owever, in many

f the developin, countries, systematic ani full.scale use of

pioject appraisal teechmiques is not belng made. I Inila, a
separale Pioject Appraisal Idivision (PAD) has been set up in

the Planning Commlssion (PC) a few yenrs back, which 18 mostly
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conceined with laxge-secale projects for which assistance frca
the international besles i: sought. towever, full-secmle use
of shadow piicing - an essential foatuie of the C3A - 18
sepor tadly not bein, done. oimllarly, project appxaisal has
not s0 far become & Iegular feature of the miecro-plaaning
piocess in most of the itstes and othe: lomr=-leval planoing
boiles, Xo national oY regional parametezs to be used in
piojeet appraisal at the mlero-levels of plaaning have been

deiived.,

Mar piesent study 1s an attempt to make an in-depth
analysis of the theoretical underpinnlng of the three methodo-
logles of C:A x;fexred to eailiey with & view to nigh-lighting
their comuon as well as ¢istinguisning features, and, further-
aore, to demonstiate thelr application to a live Iadlan project,
Tne llve-project that we have szelected ns a deasonst:ative case
study is tie sugarcsne production and processing projaet of (oa,
“his projeet combines the farming as well as piccessing
operaticns, and application of the thyee [ CHA methods to this
single projeet will thu:z demonstrate thei:r use ia both agrienltural
28 woll as indiustrial projecis. In the piocess of practical
application o the metnocs, even 17 by way of demonstration, we
develop some ilmpor tant nationesl anc regional parsmeters fol use
in thl:s counuy.(‘ Hopafully, this study will p!pvlm the basice

fiame-work fo: deve oplng the teciinlques of economie appraisal
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of projects in Incian conditions, Actual exrerience in thelr
practical application over & few years will enable the economlc-
analysts to furthe: refine the parameters and sharpen other

tools of economlic analysis,

Organi sation of this study

This study is presented in elght chapters,

The first iwo chapters deal with the theoretical aspects
of econoaic appiaisal of projeets, In tue flist chapter we
have pIesented the  ensial outline of the theory of appraisal,
while the secon: cehipter deals witn the speclfie theories of
the three leading methodologies of ICiA, vi:i. tne Li, the
UNILC anc the o7 (Jo:1ld Bank) =ethods, Various formulae
enunciated by the authors of the thiee methodologies for
derivation of important parameters fo: use in project appraisal
are ciscus:.ed., A comparative analyslis of the theocretical bases

o7 the thiee metho:s i1s also presented in detail in this chapter,

The third chapter deals with the mathematical derivation
o” the national and regional o: project-speclifie parameters
on the basis of the available Indian data, This chapter
piesents the basic framework necessary for economic anpral zal

of niojects in Indian con~itions,

The fourth chapter presents va.ious details of the sugar-

cane pzocuction ani piocessing projeet 07 Loa, “he soclo-economic



condition: in which the project 45 set are discussed. "he
estimates of pioduction of sugarcane in Goa and impoirt of camne
from the nelghbouring state of Kainataka axe also presented.

A .eneral intioduction to the sugar factory (tie p:ocessing
unit ) 1s given, 7his chaptexr has two appendices, %he first
appendix deals with the suivey of .ugzarceanc farms from which
we culled out the data on various factors affecting cultivation
of sugarcane in Coa, 7he second appendix presenis in nnt.sghell

the finanelal po:zition of the sugar factory.,

In the fifth chapter we present the coamereial appraisal
(at market prices) of the project, while thiz 1s important
fiom the point of view of the owneis of the suzax factory and
the sugarcane famers, it 15 alse an essential preliminazy
step for economic appraisal or CBA., An impo:tant contribution
of this chapter is collation of date needed to @t up the
anmal statement of costs and beneflits of sugarcane production
and sugar faetory's operation, 'he resulis of comme:icinl
arpraisal highlignt the failuzre of the project as a commsicial

ventuze,

In the sixth chapte: we attempt the application of the
tizee mothodologles of CiA to ous case study projeet. 7he
naticnal anc regional paramete:s (based on Indian data) derived

in Chapter III axe used in this chapter. sAmilsarly the anmial
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statements of costs and beneflis for the farming and Tactory
operations presented in Chapte: V are usaéd as bagls for shadow
pileing in this chaptexr, ierlvation of soclal costs and soeial
venafits 1 s discussed. sesults of economic appralsal of ibe

pioject under the three methous agye also presented,

"he last two chaptexs are in the nmature of concluding
chapters of the study. In chapter ssven, we have an lysed
the various reasons for dlffazences first in the comawmrcial
versus social results and then among the I sults of the thies
SCIA methous, “"he data problems llkely to bs faced by any
economic analyst in Indla aze nighli htied anc a fow s gestions
io impiove the e:ata bas@ ars Mmade. Agalnst the baekground of
the limitations of the data, the valldity of national and
1egional parameters cerived by us and used in thi: study is
ciitically examined., This chapter alse deals with two
analogous issues, viz, sensitivity analysis and exte:nalitioes,
ensitivity of the projects seocilal results i: examined in
1elation to two of 1°s most important variables, i.e. supply
of local cane for crushing in the processing unlt, and sales
pIice of sugar, Iupact of the modern teennology @xpected to be
used in cultivation of sugarcane on the traditionnl ecxop of

Goa (paddy) 1sevaluated as an externality of the project.

"he 1ast chapter (eight) coals with tihe functloning of
the ecasestudy project. First we have snaly:sedthe im.ortant

Ieagons for 1ts failule from the traditional financlal accounting

angle and then dlscussed some of the poliey implications to make
it 2 comme:clally viable project.
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1. "he rifth 7ive Year Plan (1974-79) was out shoxt by
one yaax by the Janata Govermment which came to power in 1877,

and hence the Fifth Plan virtually became a foul-year plan,

2, "The Janata government introduced a new five.y=2ar plan
(1978-83), but the same was :helved by the Congress (I)
government whlcn regained power early in 1980, am hence thls
plan had a run of only two years. /e have, therefoie, called

this a two-year plan,

- “ince the original work of ILittle ~ {lrrleass /Janual of
Tndu:trial onjéct Analysis in Daveloplng Countiles, 1068) .as
sponsorad by the 7Co (Diganisation for Zuropean Cooperation
and Tevelopment, Paris), thelr method was earlisr referied to
as 0ICD method. liowever, the authors independently pudllshed
in 1974 a more developed ‘reatise on the subliect (Project
Appraisal and Planning fox Doveloping countries), and hence

we refer to thel: work as L{ method zataer than 052D,

4. Detslled derivations of these parameters, based on

indian data, are given in Chapter III,



