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The basic purpose of the economic evaluation of a project is to

measure its economic costs and. benefits in order to determine whether

its net benefits are at least as great as those obtainable from other

investment opportunities in the particular country. There are, of cours

many costs and benefits other than economic ones, such as cultural
opportunities from greater travel and the military and administrative

advantages, and sometimes disadvantages, from greater mobility. These
are not considered here because they have been excluded by definition.

In evaluating a project which consists of a number of separable

and independent subprojects, separate economic analysis should be made
of each subproject. Otherwise it is quite possible that the extra large
benefits of one subproject may hide the insufficient benefits of another

In order to measure economic benefits and costs and to compare them

with other investment opportunities, they must be expressed in monetary

terms, which is the only practical common denominator.

Measuring Economic Benefits;

Measuring the economic benefits of transport projects is usually

very difficult because of several reasons? First, some benefits, even

though quite direct - such as the increased comfort and convenience

from an improved road - are difficult to express in monetary terms since

there are usually no market prices for such benefits. Second, monetary

benefits, such as reduced transport costs, benefit a great number of
people over a long period of time, requiring difficult long-range fore¬
casts. Third, many benefits are indirect, such as the stimulation to
the economy from improved transportation5 and for these benefits to

materialize, investments in fields other than transport are frequently
necessary.
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The most important "benefits from transport projects ares

i) reduced operating expense

ii) lower maintenance costs:;

iii) fewer accidents?
iv) savings in time for "both passengers and freight?

v) increased comfort and convenience? and

vi) stimulation of economic development.

Rot all of these benefits exist in all projects, and their respective

importance differs from project to project.

Before discussing the problems of measuring the remaining benefits,
it may be useful to refer to a matter which is rarely considered in their

evaluation, i.e., the distribution of benefits among the beneficiaries.
For example, if the improvement of a port reduces the turn around time of

ships, much of the benefit might go to foreign ship owners. Therefore,
the matter of the distribution of benefits in important in the selection
of a policy of more charges which will channel the benefits to the desired

recipients.

Another case is the following: if a railway, for example, maintains
previously existing freight rates even though a transport improvement has
lowered costs, the consumers would not benefit directly, but the railway
might have higher profits. A determination of the net benefits to the

economy would depend on weighing what the railway would do with its higher

profits.

Reduced Operating Expenses: The most direct benefit from a new or

improved transport facility is the reduction of transport costs. A way of

computation of benefits from the improvement of a highway will be discussed

latter.
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Traffic growth; The first step in measuring the benefit from reduced

costs is to estimate the future use of the facility, i.e., the future traffic

during its useful life. This traffic can be broken down into three main

types; the "normal", the "diverted" and the "generated" traffic.

The "normal" traffic growth is that which would have taken place on

the existing facilities in any case, even without the new investment. This

type of traffic benefits by the full reduction in operating costs made

possible by the new facility, since, by definition, this traffic would other¬
wise have traveled even at a higher costs of the existing facility.

The second type of traffic is that which is diverted to the new

facility either from other modes of transport or from other routes. The

benefit for diverted traffic is measured by the difference in transport

costs on the old route or made of transport and on the new facility. There

are two special problems which should be kept in mind in neasuring this
benefit. The first one is that the relevant costs in this connection are

not the average costs of transport, on both facilities, but the avoidable
costs, i.e. the amounts that would be saved. The second point is that total
distribution costs should be the primary concern in compairing costs of
different transport modes. Besides the cost of shipment, the additional
costs such as loading and unloading, storage, insurance, breakage, etc.

The third type of traffic is that which is newly generated as a result
of the lowering of transport costs and which previously did not exist at
all. This includes traffic from increase in production caused by the cheaper

transport as well as transport not involving an increase in production,
such as the transport of commodities previously sold locally but now trans¬

ported to markets where a better price can he obtained.

Accident Reductions Accident reduction is clearly an economic benefits,
but not every transport improvement reduces accidents 5 whether it does or

not must he investigated in each case. For example, it is quite possible
that an improved highway may initially increase not only the number of

accidents, hut, more importantly, the accident rate per vehicle/km and the
severity of each accident.
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Measuring the economic "benefits involves two main, steps. The first

is to estimate the reduction in accidents. The second is to estimate the

value of the accident reduction.

Time savings; The value of time for passengers and freight is important
in project evaluations. Benefits from time savings can "be substantial.

As far as persons are concerned, the importance of time saving depends
on how the opportunities made possible by the increased availability of

time are used. Unfortunately, in many developing countries there is
extensive underemployment, so this factor may not be very valuable.

Time saved on the shipment of freight is more valuable in the less

developed countries. Faster delivery which is usually accompanied by more

reliable delivery reduces spoilage and makes possible lower inventories.

¥here larger inventories are not possible, a delay may immobilize other
resources.

Economic Developments It is frequently assumed that all transport

improvements stimulate economic development. In fact some do, some others
do not. Each project must therefore be investigated individually and no

helpful generalizations appear possible until more research may show that

certain definite correlations do exist.

Measuring the costs; The cost functions of different transport modes

have been discussed earlier. Measuring the costs is simpler than measuring

the economic benefits.

In calculating the costs, some adjustments may be done using accounting
prices.

Sometimes, a contingency is included in the costs because inflationary
conditions increase wages and prices. For the purpose of ecnomicnanalysis
the prices are considered as constant.
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Another point which deserves mention arises from the failure to define

properly the scope of the project with the result that project costs do not
include all relevant costs. For example, a toll read authority in a develo
ing country included in the costs of a new road only the expenses for which
it would he responsible. This, however, failed to take into account the
necessity for improving access roads. Since the improvement of access

roads was essential for the effective utilization of the toll road, the
costs involved should have been included in the project costs for the

purpose of economic evaluation. They could be excluded from an analysis
of the authority's financial position.

Comparing Costs and Benefits; Once costs and benefits have been

measured in monetary terms the results can be put into one of different
formsî the rate of return on the investment, the cost-benefit ratio, the
pay-hack period, the present worth value.


