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TTE _G0ICE OF TTC I IS OF PRODICTION
IN T ST-£FRICA

One of the Tundamental problems in develoning
econonies is the selection of industricl nrojects,
A ronge of investment criteria hias Tteen suggested on
which to base this cholce, Certainly one connot say
that these criteris hrve Tound wide application in
practical nlamming. Tio recson is obvious, the lack
of deote is one of the c¢ssenticl limitations #~nd one
cannot help feeling irritated while studying the
theoretically more ~nd wore ‘'idesl! investment
criteria, It is not the intention to susggest that
these elegant nrozositions are without mse, but it
should be renlised that if one wishes to renlace
tintuition! with 'science! in development »nlans, the
applicabhility-aspect of criteria should not he
neglected, The gap could he wridged from two sides,
() the improvement of strtisticsl information and
(b, the modificrtion of exigting criterias to more
useful tools in -roctical nlonning, It is bhelieved
thot 1t is portictlsrly the task of reseorchers in
develoning cowniries to emnhrsize the first asgect, and
it is honed thovw this proposced resenrch nrogranme
reflects this belief, On the other hand,;-intcilcédtunl
vonity will inevitnbly insc-ire aon ottempt to deal
with the second rsnect,

The empiricsl resecrch will focus »arinarily on
tine cost function in snecific industries using
alternctive tecimicues ol production, The analyticel
Tromevork will bhe the breck—-even ~nelysis os nnplied
Py Sen, 3oon ~nd othcers, This anclysis is micro-econonic
in natire, 1t decls with well-"efined single nrofnction
Nrocesses,  The ontimun teciriirvic oFf wroduction is
derined as the one writh the i licst benelfit-cost rotio,
“here henefits »nd costs con me volued a2t ncrket
prices or, if these <do not reflect scorecity valnes, nt
adivsted mrices or 2cccouating orices, 1t will be
demonsirated leter thint rongh orders of masnitode
of accounting wrices are suricient fo mrke the
cnelysis uwseful,

The technique of “reak—even ~nalysis cqn be .
shovn in two ways, srithmeticrsllr n2 <ranhically,
The demnonstrotion of the techni o of hresck-even
anelysis and its possibilities will draw hesvily on
G.X. Boon's, Teconomic Choice of Fumen snd TPhysicel
Fectors of Production, 1964,
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FFinimel versus ontimal wnlant size.

“hrt hes been discussed above is the ontimum nl-nt
size, lech s the size which leads, within =~ S“egiflc
period to minimal tatal costs, Tblo implies prc lems
snch =z the estlipation of futire demané, normnl cnnacity
etc, Tis concept is of sxtremec immortence, when one
wonts to pirofit from economnies of scale,

The minimum size of plant, ~nother 'hot'! sunject in
industrial nlanning, comld be Adefined =s that nlant
size at which establishment is economicelly instified,
in other words, when *the immort nrice or the market
orice of local competitors is egusl or higher than the
smit cost vrice of »Hroduction.

Both olant sizes can in nrincinle be deduced from ihe
enzlyais,
LwniT;
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Hininel size o - Ul
Ontimel size (todoy): o - U2
Optinel size (today + %N): O Us

(N = lifetime of cenital
ecnipnent)
Accomnting nrices,
As stated chove; the »rices used in the analvsis have
to reflect scecreity values, ‘*ccording to prof, Clark
TR No., 15: Toward nore Comprehensive ~lamaing in Test
‘frica’ shadow nrices of Foreign exchange, investment

funds, #nd trained oasanpower Aid not diverge substanticlly
from their market nrices vntil reccontly. A project
enalysis using merket prices could therefore be guite
useful to evaluate the technicues of »rodnction in

sting incdustries.
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The foctor ezeluted here, cnd most inmmortant vhen very
labour-intensive methods of =roduction sre 00“~idcred is
tnskilled labour, There 1z evidence that morket wo_es
for this tyne ol lolour - on M™ully Instified uOCltl
grouvnds - are considerably hicher thon relative scorcity
would sumgest,
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Anplicasion of the critsrium
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Little systenc saxrch cn opntinal technigue~ has
heer done. Yet, & stort has boen made in soversl
research institutes (M. I.T., N-thorlands DLcononic
Institute end others) ond 1 : United Nations,
gepoclially by its Conitre for Industrial Rescerch,
Morzover, a wealth of roterial is srobably aviilable
in hueginecse firme in developcd ccountrics, thou.n at
best only cut-of-date natoricl will he nade -u-lic.
For swecific indusiries, Indian textila for initance,
inductry gtudies heve besn nade.

Though the sbove mentionad gtudies carteainly «c not
form an exhaustive liet of materinl potenticlly
availeble, it intende to indicate thet deta have heen
collected, but ¢s yet not precented in the an:ropriate
form. It is the intenticn to focus in the first stage
on the collection of this neteriel. During the
inevitable weilting tire, cese-studies will be nade of
sone imnortent industriec in East-Africa.
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