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Abstract

The paper seeks to find outhow far lumpy projects-such as power
projects-are carefully evaluated by traditional cost-benefit analysis. -
These projects are rather unconventional in view of their techneecononmic

charactersistics. These characteristics are spe:lled out in the first part

of the paper.

To illustrate the inadequacy of the simple discounting formuli
‘'on a project selection criterion, a hypothétical two power projects exer-
cise h;s been undertaken. The economic evaluation results are found #n-
consistant whenever discounting referred to different start.up'dates.
Then the conclusion is reached that simple discounting formuli are not

valid epoughas a yardstick for power project selection.

In view of the dynamic naﬁure of power proje&ts, it is suggested
“that project selection methodology could be improved through reformula—
ting cost ana demaﬁd as funétion; qfltime By means of these time func-
‘tions, the impact of certain techno-economic characteristics of these
pgojects.are adequalety reflected within the same framework of cost;
benefit analyéis. By means of the suggested time functions the issue of
optimal time of power.expansibn is envistigated. A simple approach is
presented in wpich power station introduction date is endogenously deter-
mined. This conclution has é.particular relevance. To ‘nuclear stations

whose investment effeéiency depénd on their introduction time.



;uThe‘notion of an expansion tioe path function has been« determined
‘ and given a certain meaning within.a sectoral investment model. In the

_ model,faggregate instailed oapacity has been vidﬂaliééd as a cabital st-.

: ock.Via this model the investment decisions at the sectoral levelfis

- hasically explained by the same methodology of cost benefit analysis-which .

"apply at the project level as well.

} To perform a sensitivity analysié{ the compﬁtation of sectorial
capacity expansion function is done under varying conditions within the
: framework of the suggested ;nvestﬁent modei. For this kind of analysis,
a number of computations are perfotmed with all paramete;e except one being
held constant to show the leverage of{eﬁery simple paramete; from such
an anal§sis, it has been éhown that the production coefficients influence

the expansion path Strongly.

The‘advantages of linking lnvestment decisions at both the sec-
toral and project levels by one basic methodology is stressed The advantages
are thet it eleminatee the possible;iqvconeigtanciés-steming from differ-
ent eeparete technioues for eaoh planning ieVel{ It alsopmovides- a
; cemmon.iangqe}for mioto and macro plahners,so that various phases of the

planﬁing work are more related.
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