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Benefit Estimation

The views expressed in this presentation are the views of the author/s and do not necessarily reflect the views
or policies of the Asian Development Bank, or its Board of Governors, or the governments they represent.
ADB does not guarantee the accuracy of the data included in this presentation and accepts no responsibility
for any consequence of their use. The countries listed in this presentation do not imply any view on ADB's
part as to sovereignty or independent status or necessarily conform to ADB's terminology.




Benefit Identification: The Project
Framework and Economic Analysis
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Specifying the Output-to-Benefit Linkage




Benefit Identification.
Incremental and Nonincremental

Economic valuation of project outputs depends upon
whether they are incremental or not to existing national

output or usage:

Project Output

Incremental the project output is additional to the
case without the project

Nonincremental the output of the project substitutes
for alternative sources of supply in
the economy (or imports)




Benefit Identification.:
Urban Infrastructure Projects




Benefit Identification:
Energy Projects




Benefit Identification.
Transportation Sector




Benefit Valuation Methodology

Non-incremental Benefits Incremental Benefits

Resource Cost Savings Willingness-to-Pay

Supply Price Demand Price




Incremental and Nonincremental
Output vvaluation

* Incremental outputs valued at demand price
(1.e., what consumers are willing to pay for
them)

e nonincremental outputs valued at supply
price (I.e., what it costs to produce them
through the alternative means which have
now been replaced/displaced)




Valuing Project Outputs
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NB> Note that the domestic market demand price includes net taxes (i.e., it IS @ measure of
what consumers are willing to pay for it), but that the domestic market supply prices is only
the cost of production (i.e., it should exclude any production taxes or surplus profits).




Nonincremental Benefits

\ Resource Cost Savings
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Cost of project
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Incremental Benefits of a Tradable Output
Rice Production

Price ($) Existing Supply Supply with Irrigation
Project

Demand for
Rice

Quantity (tonnes)

Q(wi/o) Q(w)

The project is a new irrigation scheme.

Without the project, production is Q(w/Q); price Is P.

With the project, production rises to Q(w), price remains constant at P; all
project output is incremental.




Incremental Benefits of a Nontradable Output
Producing Electricity for Domestic Consumption

Price ($ _
® Existing Supply ﬁupplygvlt_h New
ower Project

Demand for
Electricity

Quantity (MWh)

Q(wi/o) Q(w)

The project is new power generation.

Without the project, production is Q(w/Q); price Is the tariff, consumers
are willing to pay WTP.

With the project, production rises to Q(w); price Is still the tariff.




Valuing Nontraded Outputs

e some goods not traded internationally (policy choice; guality
differences to world commodities; services cannot be traded)

e output may be incompletely marketed (e.g. domestic and
Irrigation water, power, prices set as tariffs, user charges)

e outputs may be entirely non-marketed (‘public goods’; e.g. soll
conservation, reduced waste pollution)

e new supply from project may be significant in domestic terms
and may result in price fall

e value to existing and new consumers must be estimated
(incremental / nonincremental applies)

e where no charges are made for goods or services (e.g. rural
water, environmental improvements) - contingent valuation,
hedonic pricing, travel cost method (TCM), benefits transfer can

be applied ”
ADB




Non-Quantifiable Economic Benefits

e non-tangible (social / political, knowledge /
iInformation / business skills)

e tangible (inputs for processing industry, new
businesses)

e exclude from economic analysis but describe
textually (quantity and quality)




Benefit Shadow Pricing

Adjustment

Numeraire Nontradable Tradable

Domestic Price none SERF

Border Price SCF none




Steps for Applying Economic Pricing - 1




Steps for Applying Economic Pricing - 2






