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1. National and Commercial Profitability

The point of benefit-cost analysis in general is to do for a
government ministry or agency what a ocash-flow analysis does for a
private invesior: to provide guidarnce in the foi*m\;lation and
evaluation of investment projects. The essential dJiiference is
the point of views cash~flow analysis examines projects from thq
vantage point of an owner for whom the assumed goal is the flow of
funds into the company treasury; bdenefit-cost analysis examines
projects from the vantage point of a government for which the
assumed goal is the improvement of the quality of life,

The balance of a project's cash—flow account, its "commercial
profitability", may be very different from the balance of its
benefit-cost scocount, its '"national economic profitability". For
example, a p:oject that would expand the supplies of an essential
ocommodit; might find markets only if the commodity's price is
reduced by an amcunt that more than offsets the expanded volume of
sales. The negative cash-flow of such & project would obviously
make it commercially unprofitable even without any calculation of
its costs. PFrom a national point of view, however, the benefits
to oonsumers from lower prices might make the project very desirable.

The difference in point of view makes it quite natural that -
commercial profitability and nationmal economic profitability should
diverge. The effects of a project on consumers, on employment,
on the balance of international payments, on the distribution of




income - all of which are essential concerns of a fgovernrvent — are
merely instrumental to a projeci's commercial profitability. It is
only in an abstract model of the cconomy, one stripped of concen-
trations of economic power, of external effectc and other inconvenient
attributes of the real world, that the minvisible hand" of oompetitive
markets can be counted upon to make the particular interest charac—
terized by commercial profitability coincide with the general

interest characterized by national economic profitability. In
reality, commercial profitability is a poor guide to formulating

and evaluating investment projects in the public interes?.

This is not to say that calculations of national economic
profitability oan or ought to completely replace calculations of
ocommercial profitability. A government that evaluates private
sector projects in the role of development banker, or controller
of foreign exchange or specific raw materials, cannot ignore a
project’ 8 commercial viability. For it cannot in general enjoin &
private firm to undertake the project or make substantial alterations
in its design or operation in order to enhance its national economic
profitability if these would wipe out the project's commercial
profits. Whenever a private firm (or a public agency whose charter
requires it to be gself-financing) musi be counted upon to implement
a projeot, commercial profitability remains an essential considera-
tion for a government as well as for the private firm. Bul even
here the role of commercial profitability is not the same for the
government as for the firm. For the government, commercial pro-
fitability appears, if at all, as a constraint, for the firm it is
a primary objective and may be even the sole objective.

Thue a government's evaluation of an investment proposal may or
mey not include an analysis of its commeroial profitability, depend-
ing on whether or not it must rely on private firms or self-financing
public agencies to implement the project. Its avaluation should
always inolude an annlysis of the project's national economic
profitability.
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2. The Dimensions of National Economic Profitebility

Commercial profitability is relatively easy to measure, at
least in principle. One calculates receipts and expenses year by
year and then discounts future returns and outlays to a common
present value. Ilational economic profitability is inherently more
difficult to calculate because of the many elementr that go to
make up the quality of life., Ever when attention is confined to
the economic dimensions of life, as is customary in benefit-cost
analysis, the vagueness of '"national economic profitability" is
obvious. Most governments profess concern to promote growth,
aquality, employment, self-reliance - all at the same time. Any
attempt to provide guidelines on project evaluation must therefore
begin by resolving the foroes pulling ourselves in opposite
directions: should we limit oursmelves to a single ''most important"®
dimension of economic performance (for example, growth in aggregate
consumption) in the interest of easy quantification? Or do we
oonsider a large number of dimensions, for the sake of conprehen—

siveness?

Various arguments have been advanced from time to time for
~emphasizing growth in aggregate consumption over all other dimensions
of aconomic welfare. Among the more important, is first that

growth in the aggregate is politically neutral, whereas other
dimensions of welfare such as diztridbutional equality involve value
judgements that put them beyond the competence of the project analyst.
Second, it has been argued that other dimensions can be handled
adequately outside the project framework by means of general

economic policies. For example, fiscal policy is to be ralied upon
for achieving a proper slicing of the economic pie, and the design
and opération of projects can be formulated solely in term= of the
size of the pie. Concretely put, an irrigation project that could
equally well serve large scale, efficient and wealthy market-
oriented farmers and small scale, inefficient and poor subsisience
peasants would be desioned to serve the rich, either on the grounds




that concern for the distribution of the project's benefits would

introduce political dimensions into choice or on the grounds that
taxes and subsidies could be employed to redistribute the benefits

from the rich to the poor, if desired.

The UNIDO Quidelines for Project Evaluation]/ rejects both

these arguments and the implication that attenlion be confined to

growth in aggregate consumption. Since the reasons why these
argunents are rejected are basic to the UNIDO approach, it may be
useful to review them briefly here. The first argument, the
"political neutrality" of aggregate growth, falls almost of its
own woight ag soon as it is fully articulated: it is in fact
(though logically) not an argument for maintaining the status quo
with respect tc distribution, since one of the effects of existing
inequality is to make the relatively rich hetter able to make
afficient use of investment projects. This is not the place for
extensive analysis of the cvidence; it will have to suffice to
point out that virtually every gsocial institution, running from
informal networks of friendship through the family to hizhly formal
educational establishments, serve to reinforce the disproportionate
nabsorptive capacity" of the rich with respect to the benefits of
public or publicly supported investment. Whether cilculated or not,
ths effect of "letting the chips fall where they may" is almost
certainly to perpetuate inequality, hardly a neutral result in any
meaningful sense of the word.

The second argument - handling such objections as distributional
equality through fiscal policy - is not much more robust than the
first. Quite apart from the technical arguments that any system of
traafers apart from "lump-sum" transfers, which is to say any
practicable systom of transfers, distoris incentives and thereby

reducen aggregate consumption; there are two excellent reasons

}/ Partha Dasgupta, Amartya Sen and Stephen Marglin, Quidelines
for Project Bvaluation, published hy the United Nations Industrial
o

Deveiopment Organization, New York, 1972, Sales No. E.72.11.B.11.




for not relying on taxes and subsidies to correct undesirahle
distributional conscquences of projects. One is the moral
repugnance that attaches to the dole or any systom of subsidies
that smacks of the dole., ilore liportant »~e the practical
difficulties of taxing away the benefite cnjoyed v the rich.
Throughout most of the world political power is Lighly correlated
with wealth and income, and the prosperous are generally able to
avoid taxes that would effectively redistribute income, even where
egalitarian ideals lead to tax laws that are ~n their face highly
egalitarian. As a practical matter it is simply unrezlistic to
rely on taxes and subsidies to correct undesirable distributional

consequences of investment projects.

This is not to suggest that to reflect distributional considcra-~
tions in the criteria for project formulation and evaluation is to
golve distributional probiems. We are dealing with decisions at
the mergin, with the tactics of economic development, not basic
strategy. And none of the objections of development can be
adequately dealt with on a tactical basis alone, distribution
included. But due regard for distribution at the preject level
may prevent motters from getting worse, and, more important, by
bringing choices and confliicts out into the open in simple, clear
and dramatic ways, can stimulate and focus debate and Giscussion about
basic development strategy.

For these reasons the UNIDO approach Legins with a definite
commitment to the simultaneous pursuit of more than one objective,
or dimension of welfare, in project formulation and evaluation,

But we do not seek to capture every conceivatle aspect of economic
well-being in our analysis. First of all, we believe that the
expension of aggregate consumption and progress towards a more
equal distribution are the most urgent and universal of the various
economic goals of development. Other dimensions of welfare,

although at first glance seemingly independent, can often be
understood as instrumental to these goals. For example, employment




is an oft-stntcd oal of develepment., To -~ ~reat extent, however,

the expansion of employment cpportunitics is simply a means to a
better distribution of income or *+he expansion of aggrerate con—
sunmtion. Imppovement of the bulance of trade, to take another
example, is frequently o means of rmointaining the expansicn of
consumption. Tc be sure, these objectives can conceivably go beyond
distributioral or agoregate-consumption considerations, and the
UNIDO methodolosy is sufficiently flexille to incorporate them as
distinct objectives, but most often we belicve that the aggregate~
consumption and redistribution objectives will be broad enough to

encompass belonce-of-trade and employment considerations.

In nddition, the UNIDO Guidelines accept the propriety of
including various special objectives that ~11 too often are
dismissed by professional economists because they are not based an
the overt and manifest preferences of the "sovereign' consumer.
Recognizing the socinl nature of preference formation, we consider
" it entirely appropriate that 2t times project formulation and
ev-luation will reflect pclicy mokers' jud;ements with respect to
people's needs even when these run counter to the desires of the
population at large. Such o "merit wants” is education for girls

in traditional mele-oriented societies.

Thus the UNIDO approach repr.sents a compromise between the
arguments tending to minimize the number of distinct objectives and
the arguments tending tc enlarge the number. In general it is
believed that simultaneous considerstion of the contribution a
pro ject mekes to sggrogate consumption and the contribution it
makes to improving the distribution of consumption will suffioce.
But the methodology irv sufficiently flexible to allow for the
jntroduction of other dimensions of the quality of life, as these
appear to be important in specific situations.
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3. Setting Relative Yeizbts on Objectives: The Role of Pol =y ilakers

It is relatively onsier to errce on the importance of taking
account of the muliiplicity of developmental objectives in project
analysis than to egrec on how to de so. In fact one of the principle
conceras of the UNIDO Guidclines is to outline an operationsl
methodology for simultanccusly considering nore than =2 sinzle
objective in formulating and eveluating projects. Ideally, policy
mekers would articulate the reletive importance of various ohjzc~
tives by attachin:: numerical weipghts to the contributions to each.
For example, taliin; agsregate consurption as tho wnit of necount,
income generated to the lowest quintile might receive an additional
weight of 0.5, 2.0 or 10.0, according to the importance attached
to achieving equality relative to the importance of increcasing
consumption overall.

As & practical matier, however, “his iceal seems to ba nt bost
attainable only after o long time. It certainly does not appear
to be a basis for immediate action. Therofore in contrast with
the "top—down" approach of pre-assismed weights, the UNIDO Guidelines
proposes a "bottom-up" procedurc ii. which the weirhts are zenerated
by the formulation ond cvoluation procedurs itself. In brief, the
UNIDO syestem enjoins the project formulater to take the initiative
in preparing nlternative desisms, each primarily responsive to a
cifferent developmant ovécctive. In the irrigation choice posited
sarlier, for example, the technici:n responsible for the project
would prepere two ilternative designs of the dam and distribution
bystem, one omphasizing the expansion of aggrcznte consumption and
(presumably) therefore allocating ell or virtually all of the water
to lerge scale commcroial growers, the other omphasising redistri-
bution of income and therefore sllocating all or virtually 11 of
the water to the smali scale subsistence pcasants.

The next step is to clarify the implications of choosing one
design or the other with respect to the reletive importance of the
two objectives. The UNIDO Guidelines omploys sensitivity analysis to




this end, Obviously, if a high cnou h weisht is placed onn the

income of the peasants, the subsistence—criented alternative will
show up better in terms of nation~1 eccnomic profitability.
Conversely, if we put o sufficic.ily low premium on peasants!
income, the mariict—oricnted altcrnotive will *o the more profitable.
At an intermudiate value, called the “switching value' in the
Guidelines, thc two nlternniives nre equally profitable. Hence
choosing the subsistencu-criented dcsign indicates an implicit
weight hizher than the switchin~ value:; choosing the market—

oriented desigm indicatcs a weisht lowe. than the switching volue.

In the firet instance, the zlterrnutives cre presented to
policy mekers togcther with the switching velue. This is intended
to clerify and facilitate choice Vy guantifyin; the implicotions
of alternstiv: cou.scs of action with rospect to the relative
importance of diffurent objeetives. This srercise can be cxpected
to offer sisificant _~in over traritional proctice in several
ways. First, it will provide a systcuatic framcwork for considering
competing ob ectives, cepecially the o'.juctives for which there is
in principle wi‘lcsprend support but in fact no highly concentrated
politically pewerful lobby., S»cord, it provides a quantitative
focus for dis ussion and dobate about alternatives. Third, it
allows politically responsidble and accouurtable ofricials to
intervenc in the proces: of formul-ation ~nd ovalustion at exactly
the point where politiczl valuc judgements rust Se oxercised, for
in the Guidelines approrch it is the policy meker, not the technician,
who resolves the conflicts between objoctives. By contrast, tra=-
ditional procedures allow the intrusion of conflicts between
ohjectives in an ad hoc nmanner that usuzlly blurs choice and
responsibility and gives the technician a disproportionate role
in resolving these conflicts in the same way that he might resolve

the confliot betwoor sefety end cconomy ia deciding the strength
of a bridge or dam.




Even if the UNIDC =pproach did no morae, 1t would thercfore ™e

. worthwhile improvaacnt ovoer present proctic:. Jut it holds out

the hope of cven greater improvencnt:  after n nusher of projects

have been formulated and orzlusted in tlie mrnner, the range of
switching vailues for esch weizht nay become sufficientlv narrow
that for all practical intents and Fuvposes, it becouses a point,
a singlc nuaber. Prom that tiac forward, the Lottom-up procedure
can give way to n top-down proccdure in which the technicinn
forrulates o sincle desiym on the basic of rre-asaisned weipghts,
The UNIDO approceh therofore haz the merit of starting with an
nperational proccdur: thot is in itself a worthwhile improvenient
on preccent practice mnd is moraover capablc of evolving into a

reasonable fresimilc of ideal practice.

In general, therc will e at locit two weights to decl with,
which maes the mcthodology somewhat more complicated (but not
unrcc.sonably 80) thesn the nrcecedings summery indicates., In addition
to the weight on redistritution of incomc, therc is a weight implicit
in the “neutrcl” objective of expanding aggregrte-consumption. This
weight reflects the rclative importince of marginal additions to
aggregatc consumption now and marzinnl sdditions later. This weight
enters into bonefit-cost analysis as ~ ratc of discount. To
distinguish this ratc of discount from other rates (such es the
rate or rates that may be relevant for determinations of commercial
profitability in o cnsh-flow analysis), it is generally referred to
as o "social” rate of discount.

The higher is the socisl rate of discount, the greater the
discount placed on marginal increments to futurc consumption relative
to increments to present consumption. The Guidelines contains a
lengthy Aiscussion of the principles underlying the choice of a
social rate of discount. By way of summarizing that discussion,
it rmust sufficc here to mention cnly threc points. PFirst, in
general the higher the assumed rate of growth, thc more pressing
at the margin is th: prerent relative to tha future; tho higher




thercfor. is the corinl rote of 2iscount. Soc-.. o in ~invocore, the
choice of a 3o0ci~l o~to of discount is ~ v~lue “ud=~cnicnt oxnetly
znalogous tu b2 cheice of 2 woi~ t <o *he ince.o of the poor
relative to tlc ineonc of the rich; ark. i rotes of int orost,
rates of “time preforonce’ exhibitsd M- or ioputed to houscholds,
have ornly tangunticl reletionslin to the social rate of discount.,
{ The warzinal procuctivity of copitnl hns ~u importont relc to play
ir the anclysis, but it sntors iato the detorrinntion of the zosial
vrlue of investment, not the social rate of dincourt,) Third, the
social rate of discount connot in =wenernl o mecninsfully determined
in the abstroet. & sensitivity cnalyeis turnin on switchine
velues i3 »njoined 2s the ~pproprinte wey of dc ctormining the social

rate of Jdiscount.

Other wcishits will he introduced n3 spccific situstions require
the consideration of cther objectives. In ~oneral they, in common
with the redistribution weirsht ond the sceirn! rate of ¢iscount,
reflect political volue julgements tiot arc nesnin fully quantified
not in the abstiraci, Lut through o sensitivity ainalysia turning on
switching values, (ne of the more importont of these "other! weights
ie the velue of forciim excionge. Uhinever the volue of increments of
foreign exchange coxcecds the domestic sar ot vealue of the goods to
which a marginel unit of foreimm xchansze woul? in fact ue devoted,
it 18 a fair infoerence i [oroi ;. czchonse is valucd over ond
above its contrihution to ageremte conswiption. Such "over-valua’iomn®
reflects a political value judrement that 1s tantzmount to o merite
want objective of iandependence from the sirings tlot inevitably
ettach to foreign zifts cnd loans, ‘& objuctiv. thet is called
“solf-reliance” for short in the TWIDO Guidelincs.

4. Shadow Prieccs ond the Division of sebour between the Conter

and the Picla

It should be noted here that the volue of forcirm cxchange

appropriatc for calculations of nntionsl sconomic profitability
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may differ from the cfficicd valv e of forzim exebongse even whon
self-rclianc: does ne* enter the picture ~s - separate objective.
er aany reasons offieinl oxchonge rovos wny undorestinets the
valuc of foreim oxchrn,c, cven viewed solel. in terme of the
cmrre mie=consunption obhjective. The Guidclines indicates o
r:rocedure for caleulatin - the appropricte v-luc of foreiyn exchanr~e
relative to the agreg te—consunption ohjective.  In the contoxt
of agmregnte-censumtion, this valuc is callsd ~ "shacow price!
ratlhicr than a weight. +o cmpihasize that no now vali: judzements
are required in ocder to cnlculate it. Arother shadew price of
irportance in meny countries is the shadow wage, o wage rate that
roflects the cexistence of uncmployment, overt ond disguiscd,
cndemic to imuch of the developing world., These shadow prices, as
well as the weimhts reflecting value judeements, welbng to the
catesory called "nationsal paramcters! in the Guidclines. National
poroactoers arc distinguished by their simultancous relevance t6 o
large number of projcets. This males it necessary and appropriate

to centrzlize their compuiation.

By conirnst, othcr sladow prices are bLest lcft to ficld-level
technicir~ns to calculete. Take for instance the cemont going into
& concrete dam in an aree in which thore is & scvere ccment shortago
accompanicd Yy rationing and other forms of non-market allocation.
In such ~ situation tae market price of cement is likely to
understate its valuc in terms of national economic profitability,
and the narket price must be replaced by ~ shndow price. But the
calculation of this shadow price, and many of the shadow prices
that enter into Loancfit—cost analyseis, is most approprictely
delegnted to field-leval planners who cen take local conditions
into account.

This is not to say theat no gencral principles are necessary
for calculeting field-lcvel shadow prices. On the contrary: nmuch
of the discussion of applying the UNIDO methodology at the projoct
lovel is devoted to laying out a goneral retionale for computing
thosc shadow prices that aro assipned to individual project planners.




In eddition, the projeci lowel plormor oels L osonsinility
for malting the cotivntos o Lonefits ot custs mesninsful.  rhe
_(i\ii_clc‘l‘“in_e‘:g therefore devotos cong dernble ~titontion to trerolatings
abstractions like Togere i conswmtiont ane 'rocistritubion® into
operational ceturorics irto wl.ich ficlo=level Jlinucrs con fit the
consequences of the projects they enalyze. Soporcte chapt rs are
devoted to th: measuroront of Adireet woirosnte=consunntion Lencfits,
direct agrregite-conswaption costs, indircet ~oorente-consumption
henefits and cosis, ~nd redictribution hoasfits ~nd costn. ‘he
greater aumber of chepters doveted to the rogreintoe=-congwintion
objective rcflects no srentor import-necs for this oujeetive, Mut
rather o common sct of principles for this cnd the roedistribution
objeetive. For bLoth, th. bisic measure of benefits anl costo is
"willingncss to pay?, thaot is, the vrlue of ~oods cnd scrvices to
individunls, The difference between the tuo owiectives lies in
the restriction of the rodistribution cLjective to spccific sroups
of disadventased people, defined in geacrnl ¢ither by income elaus
or by region.

.

5+ Actusl vs, Optimal Resources Allocstion on tho Basis of Shadow

Bricce and iicifits

The UNIDO spproach to bhenefit-cost anclysis coriects cxisting
market prices, both to rcfleet differcaces Hotweon agegregnto-
consumption and privatc warket valucs end to roflcet sismificant
additional dimensions of ccononics well=heing that are not mossured
by the level of aggrerzte consumption., & besic tenet of the
Guidelines is that =2l1) corrections to markot prices - nll shadow
prices and weights - should reflcct the actuel allocation of
resources, present and prospoctive, rather thon an optimel allocation
of resources. It ic temptirg to nveseribe recipes for project
analysis in the context of optimality, for such preecriptions are
both nore elogant and conccptunlly simpler. Indeed, were we

writing ¢ trestisce thet comprchended Loth the stretogy ond tactics

of cevelopment, which - and this is the renl sticking point - we
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could snticipate with renl cuafidence would o nut inte offect
throushout th: cconowy, v mi~ht hove siclile? to iteaptation.  Bug
ur goals ~ro more nedest oad we thind anre reclistic. Ye do not,
snticipatc that tac efforts of 2 l-ndful of technicians oAl
politicisns cone. racd with orojuect enalyeis can bring ghout o
wholcsale reform of ceenu ic policy. And 80 we have takon "whot is"
ond "whet is likcly to L ag the starting peint for tie calculation

of sindow prices ond woichts, rother thrn ‘whet ought to he",

One .xrmple will indicate (he differance Letwoen correcting
merket prices on tic hosis of “what 13! -na correcting them on the
basis of "what ought to L', We advize besing the shadow price of
foreigm exchanse in teras of agrremte consuaption on thc actual
(ana antieipatcd) cllocction of foreiym uxchange ot the margin,
even if an nltornstive allocotion can 7. shown to nc superior in
terns of individucl willingness to pay. To calculste the shadow
price on the basis of ~in "optimal” ~llucstion of foreim cxchange
would be appropriate only if onc coul” reasonably cnticipate that
the nocesscry policy changct will in fact take place, and this
appeers to us to impute unrealinstic power anl influence to project
enalyets in brin~ing about cha.ngeé in policy outside their arca of
Y The URIDO Guidelincs avowedly reflocts
a dsoquilibriwn c.pproach to Lenefit-cost annlycis; governmental

immedintc responsinility.

power is assuned to be frogmented rathor than concentrated so that
the government is Lotter thought of as divided azeinast itsclf
rather than es monolithically pursuing or copable of pursuing
policies that can ve menningfully charactorized as optimal.

6. Summarys The Distinguishing Features of the Guidclines for
Ject Evaluation

This is not the plece to attempt a cetailed, point-by-point

For a mure detniled discussion of this point, sce Amartyn Sen,
"Accounting Prices and Contrcl Arcas: An Approach to Project
Evaluation", Eoonomic Journal. i
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comparison with alternative appronches 1o bonefit-cost molysis,=
dather it is provobly wore nsceful to sumarize tic distinetive
Teatures of tlc UNIDC Guidelines, the inpertanrt points that we
believe sct it opart frow obtacr approaches and iakc is o supcerior
vchicle for accomplishin~ the generrl purposes of Lenofit-cost
enalysis.  First, os the title inlicates, UNIDO's ~im ic to provide

Guidelinces for Project Dvoluction, not to provide o comprchensive

4

chucl.  Barly on, the nuthors dispoired of writing o sct of
detailed instrictions capsble of compreliencdine the nrohlems of
countries diversc as lierico cna Cuba, Indiz and Cceylon, Deypt ~nd
the Ivory Coart, Debniled manucls con only be written country Ly
country, by individuols intimetcly conversont with the ceononiie,
social ond politieal structurc of the countrics for which they
write. This is portly becausc the grent variotions in the quality
and availability of d~tn on which shadow prices and weights rest
necessitate corresponding variations in the analytic fromework,
But it is more BLeeruse the shadow prices and wei-hts depend as much
on institutionnl pattcrns as on technology and resources. The aim
of the Guidelines is to provide a besis for writing comprehensive
manuals, to dircct thinkins about projects along the lines that
have Leen outlined in this brief csszy and are elaborated in the

Guidolineg thomeselves.,

The second distinctive feature of the Guidelincs is the emphasis

on the multiplicity of ohjectives relevant to project formulation

and evaluation. Other approaches may bring in more than onc objective,
but this is customarily donc in on ad hoc or peripheral fashion that
hides the conflict Letween obicctives and generally attaches seuond-

class status to considerations other than the sizc of the cconomic pie.

;/ For a comparison hetween the UNIDO Guidelines and the OECD's
Hfanual of *_Industrinl Projcct Analysis in Developing Countrics
{Volume II: Socinl Cost Benefit Annlysis, nuthored by Ian Little
and James Ilirrlccs, published by the Orgonizotion for Economio
Co-operation and Development, Paris, 1969), sce Parths Dasgupta,
"Two Approacher to Project Evaluation in Developing Countries",

Industrialization and Productivity.
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Third, the Guicelines offers » praeticnl ~ppruacl to Aefining
the weights thrt ~re the quantitotive cxprossion of tho rcdative
importance atvachin: to verious ohjectives., The sensitivity
enelysis on which the enolysis of projecte turns hes the twin
merita of an immediato improvement in formulatic: ~nd gvnluation
and the sradual approacl to n supcrior systen in which wiights can
he assigned prior to projcet desin. t not unly clarifics the
naturce of the political value Judreients inhorant in pullic
investment decisions, it also 21lous ~ and indced, ohlirus =
responsitle and accountoble policy makers to perticipate in the
decision process -t exactly the point where these volue udgoments

can he most effcctively trenslated into sction.

Fourth, and finrlly, the UNIDO Guidclines is Loged on the
assumption that any methodology for benefit-cost analysis can have
at best o modest impect on the overall framawock: of cconomic policy.
This ie, to Le perfoctly clear, to assume o rclatively permenent
state of disequlibrium, with all its accompanyings inoptimality. It
is.to essume that overall cconomic policy reflocts a division of
classcs and intercst groups, rather than o consistent sct of measurcs
conceived and carricd out by & monolithic governicnt,

T.  Concluding Comment

An impartial and unbiased judgement on the UNIDO Guidelines is
hardly to Le oxpected from one of its authors. Naturally, I believe
that the Guidelines reprosents n si;mificont ~nd worthwhile step
forwerd in the art of project formulation and evnluation. Noverthe-
less, candor roquives thot I speak to th- “uidelincs' limitations
as well as its virtucs. Candor is reinforce. I hrston to add, by
uomm;n sensc. For nothing could do the Guidelines or, indeed,
banefit-coat analysis genorally, mcro harm than to claim morc than
is to be realistically expected, and to have those claims dis-
appointed. The major limitotion of the Quidelines is that, like
any framework for projodt analysis, it deals with the lactics of




oty . ., . - oy ’ L T A e e e e At
SatAEF U SIS SR A0 S TS e J v T 1 ot terrioy
uscful for eocnrrar o ot ol g ants BY e peaaion of
JTAnnry odunTtpeny en oo e i 0 e e e e Lo Lrprneion of
priaary aucction wit i Tooes b D awtveroity cducrtion.  For
thoce guentions oL L e aie doqwe o rf oatio 1 v thnt e nanot be

weantinyfully rovr 0 te o op Tow e,

Tho mperepritt v 1 ol 1 fitecoso o dysic is the conporicon
ef alternstive nses [0 avor phyoieo b oroseuress, v of ~lternative
sourco of mupplysen s Yo na ondes T orlioy cmaple of o

cholew Between cum o peinl ~27 cwloistone wtilic tion of irrigtion
1llustrotes vory woll *00 firet Lind o) eooricon. The soeond is
illuastrntod Dy the comporicon of auel e o ad cenvontion l nourees
of cluetrieity. For o tiae tc co-) it ~poenrs zenzible to
reatrict calculrtionn of notionnl coornomic profitability te co-
parigors of ~lternntives thint £rll within - 2in le sindotry's or
areneyts Yudmet, wnd to rely on otier instruments for co=or’iantion

betweon minintrios ang ogenclon,

It ey well Lo nslod whether such nedcst  wias ~re worth the
rigke of creating or crccerbating confllict tinl ur aethncologpy,
with ite cophasis on the maltiplieity of ohjoctives, wppeanrs to
introducc.  The position of the Guidelinge to th't confliet is
croatod not Ly this or that metheloloy for Lenofit=cort snnlyaise
but by the paths ~lon- which economic dovelopnunt tlira nlece,
luting conflict, which i# the bLest that alternrtive methodologios
(inclucing tho slternative of no iicthedolosy) offer, will naturnlly
apperl disproportionclly to thosc whorce intercsto cre Lest corved
by followiny customcry nnd trwiitlional foran of compronisc. Dro-
matizinz conflict will nppear not w3 a cost, Lut 03 a honefit to
those who have tl.e ideels of cquelity nnd soclal Justice on their
side but who, lacking woys of tronsleting these ildecls into conorete
terms, heve itraditionally reccived the worsce end of the bergnin.
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