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Cost-benefit analysis is a process that businesses use to analyze solutions. A business or analyst summarizes the benefits of a situation or action and then deducts the costs associated with taking that action. Some consultants or analysts also build models for assigning dollar value to intangibles, such as
the benefits and costs associated with living in a particular city. Before building a new plant or taking on a new project, reasonable managers conduct a cost-benefit analysis to assess all the potential costs and revenues that the company can receive from the project. The results of the analysis will
determine whether the project is financially feasible or the company should continue another project. In many models, cost-benefit analysis will also take into account the cost of decision-making opportunities. The costs of opportunity are alternative benefits that could be realized when choosing one
alternative over another. In other words, the cost of opportunity is a missed or missed opportunity as a result of a choice or decision. Factoring in opportunity costs allows project managers to weigh the benefits of alternative lines of action, not just the current path or choices that are taken into account
when analyzing costs and benefits. Considering all options and potential missed opportunities, cost-benefit analysis is more thorough and allows better decisions. Cost-benefit analysis (CBA) is a process used to measure the benefits of making a decision or taking action minus the costs associated with
making that decision. CBA includes measurable financial measures, such as income or expenses saved as a result of the project implementation decision. CBA may also include intangible benefits and costs or consequences of a decision such as employee morale and customer satisfaction. Cost-benefit
analysis (CBA) should begin with a comprehensive list of all costs and benefits associated with a project or solution. The costs associated with CBA may include: direct costs will be direct labour costs related to production, inventory, raw materials, production costs. Indirect costs may include electricity,
overheads from management, rent, utilities. Intangible decision-making costs such as impact on customers, employees, or delivery times. The cost of an opportunity, such as an alternative investment, or buying a factory versus building one. The cost of potential risks such as regulatory risks, competition
and environmental impact. Benefits may include: increasing revenue and sales by increasing production or a new product. Intangible benefits such as enhancement and employee morale, as well as customer satisfaction by expanding product offerings or faster delivery. The analyst or project manager
should to all items on the cost-benefit list, taking particular care not to underestimate costs or overestimate the benefits. A conservative approach with conscious efforts to avoid any subjective trends in the calculation of estimates is best suited when assigning value to both costs and benefits for costbenefit analysis. Finally, the results of total costs and benefits should be quantified to determine whether the benefits outweigh the costs. If so, then a rational solution is to go ahead with the project. In this case, the company should review the project to make sure that it can make adjustments to either
increase benefits or reduce costs to make the project viable. Otherwise, the company should most likely avoid the project. A number of forecasts are built into the process when analysing costs and benefits, and if any of the forecasts are inaccurate, the results may be in question. For projects that involve
small and medium-level capital expenditures and are short and intermediate in terms of time before completion, an in-depth cost-benefit analysis may be sufficient to make an informed, rational decision. For very large projects with a long term, cost-benefit analysis may not take into account important
financial problems such as inflation, interest rates, various cash flows and the current value of money. Alternative methods of capital budgeting analysis, including net current value, might be more appropriate for such situations. The concept of the current value states that the amount of money or cash is
now worth more than receiving the amount in the future because today's money can be invested and generate income. One of the advantages of using net current value to make a project decision is that it uses an alternative profit rate that can be earned if the project has never been made. This return is
discounted from the results. In other words, a project should earn at least more than a yield that can be earned elsewhere or a discount rate. However, in any type of model used in cost-benefit analysis, a significant number of forecasts are built into the model. Forecasts used in any CBA may include
future earnings or sales, alternative profit rates, expected costs and expected future cash flows. If one or two forecasts are turned off, CBA's results are likely to be called into question, thus highlighting the limitations in cost-benefit analysis. Definition: Cost-benefit analysis is a method designed to
determine whether a project should go forward - do the benefits outweigh the costs? Cost-benefit analysis doesn't just include private Costs, but also EXTERNALITIES and NON-MONETARY costs All costs and benefits are determined. These include external and non-peaceful monetary value assigned
to each value and benefit. Common Common to be used, it is difficult to put value on noise, pollution accounts are accepted future costs and benefits; they will also be discounted, for example, 100 pounds currently worth more than 100 pounds in the future Some costs may have the probability of
occurrence, for example, an accident has a 10% chance of occurrence, but will cost 6000 pounds. Thus, the cost is 0.1 - 6000 pounds and 600 pounds The easiest method is to qgt; the total cost of Pareto approach. This means that everyone should benefit from the project. It is possible that initially some
people will lose, but they can be compensated by those who get to allow the project to go ahead with regulation Definition OF COSTS and BENEFITS Private COSTS Direct (private) cash costs External spending, for example, a new road can mean less money for non-cash rail companies, for example, a
survey, spoiling the landscape, noise It is difficult to measure, you could : 1. How many people would like to receive compensation, but there are problems, you could ask people who have already suffered What is the cost of overcoming it? for example, the cost of double glazing, but it can not be done
with the landscape What is the price of human life: one could give monetary value to human life, but it is not satisfactory BENEFITS Direct benefits, it is the income from solid work. However, they may fluctuate. It is also difficult to predict demand in the future Consumer surplus Time saved from the new
road can be provided with the cost of the hourly discount rate in the cost and benefits analysis Work out of costs and benefits for each year of the project deduct the cost of benefits for each year to give a net benefit for each year discount each year net benefit to give it the current value add all this To give
Net Current Value (NPV) a Select interest rate, this will reflect the public's preference for current benefits in relation to the future. What are the problems with cost-benefit analysis? Transformation into commensurate (measurable values such as q) Harmonizes the benefits of landscape, noise, the cost of
human life. Unpredictable, for example, Chernobyl planning takes a long time to benefit and costs can often vary, for example, Wembley Stadium currently has a 1 billion pound Choice interest rate for future benefits and costs, deciding on the distribution effects of Example Costs and Benefits Analysis of
costs and benefits of hosting the Olympics Home About Course EcoN 437 - Cost-Benefit Analysis Course covering methods and applications of cost and benefit analysis including the evaluation of the project in the context of topics include: socio-economic frameworks for cost-benefit analysis, rules for
accepting investment the choice of social interest rate, risk and uncertainty, shadow pricing of inputs with and without distortions, and special problems in project evaluation. Other goals income distribution and macroeconomic goals are also being considered. Backgrounds: ECON 255; ECON 310 and
The Resolution Department Course Offers 2020-2021 Autumn In this article we will discuss about:- 1. Cost-benefit analysis 2. Using cost-benefit analysis 3. Cost-benefit 4. Common steps 5. Internal approach to return 6. Shadow prices and project estimate 7. Value. Value of cost-benefit analysis: In
making business decisions, private firms, driven primarily by profit, take into account only domestic direct effects (i.e. the cash flows accrued to them and the costs they have to bear) and do not take a longer and broader view of their activities from a social perspective. However, public enterprises and
non-profit institutions must take on the broader social implications of their decisions on resource allocation and investment. That is, they take into account both internal (direct) and external (indirect) consequences of their business decisions. The analytical model, called cost-benefit analysis, is used to
analyse the broader impact of resource allocation and investment decisions. Correctly understood, it is a social analysis of the costs and benefits of investment projects, although the word social is often omitted. Thus, in analysing social costs, we assess both the direct and indirect costs of the project to
society, as well as the direct and indirect benefits to it. These indirect costs and indirect benefits are often referred to as external factors. Thus, the analysis of social costs and benefits, in addition to the direct costs and benefits, takes into account the external factors of the investment project. Cost-benefit
analysis is therefore particularly used to analyse the desirability of public sector investment projects and programmes and is analogous to the capital budgeting method used to evaluate an investment project by a private enterprise. Explaining the cost-benefit analysis of Prest and Turvey, which are
pioneers of cost-benefit analysis techniques, write: Cost-benefit analysis is a practical way of assessing the desirability of projects where it is important to have a long-term perspective (in terms of looking at the effects in the distant future as well as in the near future) and a broader view (in the sense of
allowing side effects of many species and many people). industry, regions, etc.), i.e. to enumerate and assess all relevant costs and benefits. It is important to note that market prices for resources are not used in assessing the social costs of a project, as they tend to be distorted; they are distorted by the
introduction of taxes by the government or by the imperfection of the market or by the monopoly control of resource owners. Instead, the social cost-benefit analysis uses shadow prices that reflect the costs of opportunity or the true resource shortages. It's This. it is worth noting that public sector
enterprises and non-profit institutions face the same resource allocation and investment problems as the private sector. However, in making decisions about them, while public sector enterprises take a broader view and take into account both internal and external consequences (i.e. external) of their
decisions, the private sector, based only on profit considerations, takes a narrow view and takes into account only the internal consequences of its business decisions, ignoring external consequences that can be harmful or useful. Thus, when analysing costs and benefits, we are concerned not only with
the internal benefits and internal costs of the investment project. Instead, cost-benefit analysis lists and evaluates all the social benefits and all social costs of a project or expenditure programme, as opposed to the capital budgeting method used by private firms that take only their private costs and private
benefits into account to assess the desirability of an investment project. Thus, according to Todaro and Smith, the need to analyze social costs and benefits arises because the normal criterion of commercial profitability that guides investment decisions of private investors may not be an appropriate
guideline for public investment decisions. Private enterprises are interested in maximizing private profits and therefore tend to take into account only those variables that affect net income and expenses. Both revenues and benefits are estimated at prevailing market prices for inputs and products.
According to the analysis of social costs and benefits, actual revenues or revenues from the project do not actually reflect either the social benefits of the project or the costs incurred on inputs assessed at market prices used as true social costs. In addition, when calculating social costs and benefits, the
Government or planner takes into account the external consequences (both external economics and non-economy) of public investment projects, while private enterprise will ignore them when evaluating the project. It follows from the foregoing that the divergence of social costs and benefits from private
costs and benefits, investment decisions based on private costs and benefits, will lead to inappropriate decisions that will therefore not maximize social security. In addition, the approach to analysing social costs and benefits considers that social costs and benefits can be addressed by appropriate
adjustments to market prices. In addition, as the benefits of the investment project are mainly in the coming years, the costs will also be incurred over a long period of time in the future; it's discounted social benefits and social expenditures, which are compared to the decision on the desirability of the
project. However, to discount the social costs and benefits of an investment project, a social interest rate is used to obtain a net present value than the market interest rate. Using cost-benefit analysis: The cost-benefit analysis method is particularly used when a longer and broader view of the impact of a
project or cost program is required. As with private equity budgets, cost-benefit analysis is usually used when the economic impact of a project or investment expenditure programme or policy changes increases in the future. However, unlike private equity budgeting, cost-benefit analysis attempts to
assess all the direct economic impact as well as indirect side effects. Cost-benefit analysis is used to assess whether a project or a specific public expenditure programme should be accepted or rejected. This assesses the benefits, both direct and indirect, from the project or specific public expenditure
programme, as well as the costs that will be incurred on the project over the years. The current cost of both benefits and future costs is then assessed using the appropriate interest rate from a social point of view. It follows from the foregoing that cost-benefit analysis is a method of evaluating government
projects and investment programmes to decide on the desirability of projects. Accordingly, it is used to evaluate large public investment schemes, such as the construction of dams and airports, disease control (e.g. malaria control programme), defence and security planning, and spending on health,
education and research. Cost-benefit criterion: Calculated the current values of both benefits and costs at this social interest rate, after which they are compared. If, taking into account this social interest rate, the current cost of the benefits of the project (or other investment program) exceeds the current
cost, then this project or investment program is accepted for implementation. On the other hand, if the current cost of benefits is less than the current cost, the proposed project or investment programme is economically inefficient and should be rejected. In addition to using the entire investment project to
assess the economic rationale, cost-benefit analysis is used to determine whether the size of the project to be considered at present should be increased and, if so, to what extent. This decision is usually taken through traditional marginal analysis, which assesses the additional benefits of the proposed
increase in size and additional costs. Thus, the goal of public sector decision-making, whether it is airport construction or regulation of public services (such as electricity production and distribution), is broader, maximizing the private profits that guide the private sector. When making a decision, the
government or state-owned enterprise must take into account not only the benefits that benefits (beneficial external factors) that are accrued to other members of society. Similarly, cost-benefit analysis takes into account not only the costs paid by the enterprise, but also the costs (including pollution) that
it inflicts on others as a result of its activities. General Cost-benefit analysis steps: There are no simple rules or steps that the government or any public body should take to review costs and benefits. Through cost-benefit analysis, we strive to find social profitability of the project. In calculating social
profitability, both social benefits and social costs need to be measured, taking into account both direct social costs and benefits (i.e., the real cost of inputs used directly in the project, as well as the real benefits in the form of the real value of products derived directly from it), as well as indirect costs (e.g.,
external disadvantages) and indirect benefits (e.g., job opportunities). Social returns are judged by the difference between social benefits (both direct and indirect) and social costs (both direct and indirect). The whole process of calculating social profitability or social costs and benefits can be divided into
four phases: 1. Determining the function of a social goal: the first step in cost-benefit analysis is to determine the function of a social goal that should be maximized. In this objective function, weights should be attributed to various benefits (e.g., increase per capita consumption, increase in employment,
desired income distribution). These weights will reflect the importance of the different benefits of the project. 2. Determining different benefits and costs: The second step in cost-benefit analysis is to identify and transfer all the benefits and costs, both direct and indirect, investment projects. The direct
benefits of a project can be measured by an additional number of goods and services produced if the project is carried out in comparison to conditions without which it is not carried out. Thus, the direct advantages of the irrigation project are the number of additional crops produced minus the additional
costs of more labour, seeds and equipment used compared to unroisted land. On the other hand, direct costs include capital expenditures incurred on capital equipment, installed machinery, land acquired for the implementation and implementation of the project, and operating and operating costs incurred
during the entire project period. In addition to the direct consequences of the investment project, there are invariably indirect or external consequences. These indirect or external beneficial effects are classified into two types - (1) real or technological and (2) monetary Real external benefits may include
cost reductions that will be incurred under other government programmes. For example, the construction of an irrigation dam could reduce flooding and that would reduce government spending on flood control and soil erosion programmes. Such real indirect benefits are taken into account in cost-benefit
studies. On the other hand, indirect (external) monetary benefits are generally not included in the transfer of benefits and costs in the cost-benefit study. These external monetary benefits are accrued in the form of increased business activity or an increase in the value of land as a result of the project.
Thus, areas in Delhi that are falling near metro railway tracks have caused an increase in the cost of land in these areas. In addition, shops and restaurants that exist in areas adjacent to the subway lines have found an increase in the volume of their business. These indirect or external monetary benefits
are distributive and are not included in the metro cost-benefit studies. Similarly, the indirect effects of the multiplier and the induced investment effects resulting from public investment projects are also generally overlooked (except in certain special circumstances) because they will occur regardless of
whether investments are made by the public sector or the private sector. For example, if the purpose of the state investment programme is regional development, the implementation of a local investment project may stimulate local investment; to create a multiplier effect on income and employment
generation, which will reduce regional unemployment. Since regional development is part of a function of social purpose that should be maximized, some of them include them in their research on the costs and benefits of the regional investment programme. 3. Assessment of social benefits and costs:
The third step in analysing social costs and benefits is to measure the social values of the benefits, i.e. the results (both goods and services) produced by the project and the social costs of the resources used in the project. Their shadow prices (also called accounting prices) are used to evaluate the
products of goods and services instead of their market prices. Shadow prices are used to measure the social values of products, as market prices do not divergest from their true social values. In fact, the greater the discrepancy between shadow prices and market prices, the greater the need to analyse
social costs and benefits for a decision on public investment. Similarly, cost-benefit analysis also measures costs using shadow input prices or factors used in the project. It should be noted that the shady prices of inputs or factors are their costs associated with opportunities, or values predetermined by
the factors and resources used for investment and production over the life of the project. This is because the proposed project requires the removal of resources from other activities. For example, 50 per cent of the required labour is removed from the ranks of the unemployed for an irrigation project. The
cost of social opportunity such work was zero and should be calculated as such in cost-benefit analysis, although employed workers would be paid market wages. The same is true of the downtime of the land used for the project. If there is no alternative use, the cost of land downtime is zero. This is
despite the fact that the Government actually has to compensate landowners for the acquisition of this idle land. This compensation will only affect the distribution of the benefits of the land project, not the social cost of the project. All benefits and costs (both internal and external) must be reduced
throughout the project period to meet their current values. In this regard, it is also necessary to make a difficult decision on the appropriate social interest rate at which future benefits and costs will be discounted in order to find their current values. Another important issue in calculating social benefits and
costs is that the total unit of the account (also called the figure) is measured and expressed, especially when the country has trade relations with other countries of the world and therefore needs to be sold and purchased abroad. This total unit is necessary to make domestic and foreign goods comparable.
There are two main approaches to finding a common account unit. The first approach is unIDO's approach, and the second is the Little-Mirrlees approach. In the UNIDO approach, benefits and costs are measured by domestic market prices using consumption as an account. In addition, this approach has
been adjusted to differentiation of market prices with social values, using shady commodity prices and factors. In addition, a shadow exchange rate is used to make domestic and foreign resources comparable. In the Little-Mirrlees approach, the benefits and costs of projects are measured at world prices
so that they can represent the costs of the capacity to produce and input. Using world prices to measure benefits and costs helps to avoid the use of a shadow exchange rate. In addition, the Little-Mirrlees approach uses foreign currency savings instead of consumption of government savings. That is, the
benefits and costs in this approach are estimated in terms of currency equivalent. However, this does not mean that project accounts are held in foreign currency, but only that the project valuation report registers values in currency equivalent in order to estimate how much foreign currency the project has
earned. It can be noted that both UNIDO and Mirrlees have some measurement problems. 4. Finding a social discount rate: In the cost-benefit analysis, the next step is to choose the appropriate social accounting Since the benefits of the investment project are reaped mainly in the coming years and

costs will also be incurred over a long period in the future, it is discounted social benefits and discounted social social which are compared to the decision on the social desirability of the project. This requires a social discount rate. Private enterprises are used to discount future benefits and costs when
calculating the commercial rate. However, for the social roodiability of public sector investment, the market interest rate is not suitable for discounting future social benefits and costs. Now, why is the social discount rate different from the market interest rate? Individuals hope to live only a certain number
of years and therefore discount the future at a higher rate, which is reflected in the market interest rate. On the other hand, since planners or Governments in developing countries would like to see more broadly and give greater importance to the consumption and well-being of future generations, they will
use a lower interest rate to discount the flow of future social benefits and costs that are estimated using shadow prices. So, Todaro and Smith write: Social discount rate may differ from market interest rates depending on subjective assessment of future net benefits; the higher the future benefits and costs
are estimated in the government's planning scheme, for example, if the government also represents future unborn citizens, the lower the social discount rate will be. 5. Criteria for deciding whether to choose a project: Finally, a decision must be made on whether to accept or abandon an investment
project for investment by the Government. This requires a criterion for decision-making. The most commonly used criterion is the Net Real Value Criterion (NPV). To use this criterion we have to find the net current cost of the proposed project, using the following formula- Where, Vt is a stream of social
benefits measured through shady prices for manufactured goods, Ct is the social value of inputs measured by their shady prices (i.e. cost of opportunities), RT is a social discount rate and Co. is the social value of investment in the project. Now the investment project is economically beneficial from the
point of view of society, if the net current cost (NPV) of the project using the social discount rate is positive (i.e. exceeds zero). In other words, the proposed investment project should be accepted for investment if the current cost (PV) of the project exceeds the social cost of the initial capital investment
(K0) currently. Internal return approach: It should be noted that the current net value (NPV) is very sensitive to the social discount rate chosen to find net current value. Thus, an alternative criterion for domestic profit is used to or project deviations. The internal return method is also based on the current
value of net cash flows generated by the project during its lifetime. The internal rate of return (IRR) is the rate of discounting, discounting, net monetary value equal to the initial investment value of the project. If R1, R2,R3, ... Rn are net cash flows associated with the project that have an initial investment
value equal to C0, The Internal Yield (IRR) is calculated by establishing. Solution for r, we get an internal profit rate. It can be noted, however, that the initial cost of the project and the value-added value of the project's products and services have been calculated over a number of years using shady prices
for goods and resources to analyse the social costs and benefits. Decision rule: According to the Internal Profit Rate (IRR), if the internal rate of return (r) of a capital project exceeds the cost of capital, investments in the project must be made. If the internal yield (r) is less than the cost of capital, the
project should be rejected. When the internal profitability of the project exceeds the cost of capital, it will increase the value of the firm and, therefore, it is worth making an investment in the project. For example, if the use of funds costs the society 12 per cent per annum (i.e. the cost of capital is 12 per
cent per annum) and if the internal return on the project is 15 per cent, the project should be accepted for investment. It may be noted, however, that it is not easy to calculate the domestic rate of return if the project has a lifespan of more than one year. Fortunately, electronic calculators are available
these days, with which we can easily calculate the internal rate of profit from the data. In addition, calculations of current values and internal profit rates can be made using personal computers using simple computer programs such as Lotus 1-2-3 or Microsoft Excel. Choosing among several investment
projects: the internal profit rate method can also be used to make a choice among several projects. This is a problem faced when the firm has limited funds to make investments. To decide on the choice among alternative investment projects based on the criterion of the internal rate of return, domestic
profit rates (IRRs) are calculated from the cash flows of various available projects. Then, in terms of the internal profit rate of different projects, you can get a rank-order from the highest profit rate to the lowest profit rate. Investment funds should then be used for those projects that give the maximum
possible return on these limited available funds. Shadow prices and project valuation: In free market trade countries, the allocation of resources between different projects is made through a market mechanism and is based on market prices for products produced by projects and market prices of the
factors used in them. However, in developing countries, there is a market deficiencies and factors, and therefore market prices for goods and factors are not their true social benefits and the social costs of various investment projects. It is the distortions in the markets of goods and factors that lead to
market prices for goods and resources, with their real social values and costs. Therefore, to properly evaluate various investment projects, they need to analyze social costs and benefits. Thus, the optimal allocation of investment resources between competing projects requires adjusting or adjusting
market prices for goods and factors to reflect their true social costs and benefits. Therefore, when assessing investment projects, economists use shadow prices for factors or resources and goods. Small and Mirrley, who have made a significant contribution to the social cost-benefit analysis of projects,
write: The whole point of shadow prices is that they really need to be more accurate in line with the realities of economic deficits and the strength of economic needs than guessing what future prices will actually be. E.J. Mishan in his theory of social costs and benefits gives a simple and general definition
of shadow prices. He writes: Shadow or accounting price is a price that economists attribute to a good one, or a factor that is a more appropriate rate for economic calculation than its existing price, if any. But the fact that more aspirations the economic assessment of investment projects is the subject of
serious disputes. Many economists define shadow prices in terms of the cost of factor or good opportunities. Thus, Mr. Meyer writes: Shadow prices are determined by the interaction of the main political goals and the main resources. If a particular resource is very scarce (i.e. many alternative uses
compete for this resource), then its shadow price or alternative costs (the predetermined benefits in the next best alternative to be sacrificed) are usually high. If the supply of this resource is greater, its cost of opportunity (or the shadow price) will be lower in less developed countries, imperfect markets
can lead to discrepancies between market and shadow prices. Such discrepancies are considered to be particularly serious in the markets of three important resources - labour, capital and foreign exchange. A private firm will try to maximize the possible future profit from its resources when evaluating
investment projects. Its assessment of various projects is based on market prices for goods and resources, so the evaluation of projects to invest in it is called Assessment of commercial projects. On the other hand, a government or planner in a developing economy is concerned about maximizing its
social objective function and is therefore concerned about social costs and benefits, and therefore its evaluation of projects is based on shady prices (or costs of opportunity), really reflect the reflective costs and benefits from projects. Thus, the evaluation of the project by the government or planner on
the basis of shady prices, reflecting the real social costs and benefits, is called Economic Project Assessment. Evaluating projects at the expense of new targets or shady prices is an important tool for optimal allocation of investment resources in developing countries. Costs of opportunities like shadow
prices: Let's explain the relevance of the concept of cost opportunities in economic evaluation of projects. When a project uses goods and resources, it deprives them of others. For example, a dam project, it would use savings that might otherwise be invested in the textile industry or in the construction of
rural roads. Similarly, as the decision to invest in the cotton textile industry is made, more cotton will be needed to produce it, and this cotton could be exported to generate foreign exchange. Similarly, the labour force used to build dawn could be used in the textile industry. Thus, it is clear that the goods
and resources used in one project can be used in alternative projects in the economy. The concept of cost of opportunity assumes the cost of net benefits from these resources in alternative projects that must be sacrificed for their use in a project. Shadow prices reflect the costs of factors or resources
used in any investment or project. Three important resources, the shadow prices of which need to be explained in detail- are labor, capital and a foreign exchange. Cost of labour opportunities: In a developing economy with a dual economic structure, there is a surplus of labour in agriculture. For an
industrial project, if the labour force is withdrawn from agriculture, the alternative cost of labour is the loss of production in agriculture as a result of the withdrawal of additional workers and the hiring of it in an industrial project. Since many economists believe that agriculture is dominated by
underemployment and disguised unemployment, the marginal product of the worker in agriculture is very low or even zero. On the other hand, when an employee withdrawn from agriculture works in the industry, he will receive a market rate of wages equal to his marginal productivity in an industry that is
much higher than the loss of agricultural production caused by his exit from it. Thus, the cost of labour opportunities or its shadow wage rate used in an industrial project in a developing economy with a surplus of labour is very low, if not zero. This means that the social cost of force in the industrial project
would be well below the market rate. This will lead to greater net social benefits at a higher cost and will benefit the project selected for investment. Shadow exchange rate: Another important example of the shadow price relates to the exchange rate. Overall, in developing countries, shadow the rate is
usually higher than the official exchange rate of the national currency. This is the result of high tariffs and quotas for imports of goods in developing countries and their avoidance of devaluation of their currencies, despite the rise in domestic prices of goods in them due to rapid inflation. This overvaluation
of the national currency discriminates against the export sector, which earns more than foreign currency and advocates import substitution industrial projects. In general terms, a higher shadow exchange rate of the national currency will usually lead to an increase in net cash flows of projects that earn
more foreign exchange than they use, and those import substitution projects that save more foreign exchange than they use. In terms of net discounted cash flows from projects, the use of a lower shadow exchange rate to evaluate projects would give a higher net current project value and would therefore
be preferable to investment. Social rebate rate: The social rebate rate, according to one of the parties, should be to consider the marginal return on private capital as a measure of the value of opportunities, given that investment in a public sector project should receive at least the income earned by the
private sector, which should be replaced by public sector investment projects. This gives a social rebate of 10 to 15 per cent for most developing countries. According to the current author, although this approach considers capital to be a meager factor, it gives a higher interest rate and is promoted at the
stage that the public and private sectors compete for funds, and therefore public investment should bring benefits at least equal to the return earned by a private investor, which is replaced by the public sector in a planned mixed economy, but this is not very good, since the public sector should not seek to
maximize the level of profitability should strive to maximise social security. The second approach to measuring the social interest rate at which the government or planner wishes to discount future benefits is determined by the rate at which the marginal utility of public savings is reduced. This shadow or
accounting interest rate should be equal to the interest rate on public money. This gives a lower interest rate, but implies a higher shadow price or social cost of investing in the project. In practice, however, the social rebate rate is determined by trial and error, so its cost is such that it approves more
projects that go beyond the investment budget of the government or the planning body. It follows from the foregoing that finding an appropriate social account rate very delicate and difficult task. One thing is for sure that the social discount rate should measure social time preferences for current and future
consumption and therefore depend on the subjective assessment posted future net benefits from the government or planner. Thus, Todaro and Smith write: Social discount rates may differ from market interest rates (usually used by private investors to calculate return on investment) depending on the
subjective assessment of future net gains. The higher the future benefits and costs are estimated in the state planning scheme, for example, if the government also represents future unborn citizens, the lower the social discount rate will be. Rule of decision regarding project selection: To decide whether to
choose or reject a public project - the net current cost (NPV) flow of future project benefits and costs is calculated using shady resource prices and social interest rates as stated in the following formula- Where Bt is a future cost estimate and Ct is estimating future costs as using shadow prices, r is a
social discount rate and this is the number of years representing the life of the project. (Note that the Ct above includes the cost of the initial investment in the project.) If the net current value (NPV) of the project is positive, it should be accepted for public investment, and if its current net value is zero or
negative, it should be rejected. Implementation of shadow prices in the real economy: Now the important question is how to implement shadow prices in the real economy, where both state and private enterprises work. Evaluating projects on the basis of shady prices and implementing projects that are
subject to the net current cost criterion pose a complex challenge to its actual implementation. This is due to the fact that shadow prices exist only on paper and are used only to assess the social desirability of projects. In the real economy, a public or private enterprise that actually carries out a project
must pay market value for the resources it uses. Therefore, to be financially viable, it must make a profit at market prices. This makes it difficult to implement shadow prices in practice. For example, if a government or planning body in a developing country with a surplus of labour has found a textile
industry project from cotton desirable based on cost-benefit analysis using a low shadow wage rate. However, whether a public or private enterprise that runs the project will have to pay a higher market rate of wages to employees rather than a low shadow wage, which has simply been used to judge the
economic desirability of the project to maximize the uptake of the industry's workforce. But paying workers a higher market rate of wages can lead to losses of the enterprise. Of course, private will never undertake such a project, however economically desirable it may be based on an analysis of social
costs and benefits. However, if the government wants the project to be implemented because it generates more for the work, he will have to compensate the enterprises. An effective way of compensating the company would be to subsidize wages, equal the difference between the shadow wage rate and
the market rate of wages actually paid by the company. The payment of the salary subsidy to the company will make the project commercially justified and, therefore, will give an incentive to the enterprise to implement it. It follows from the foregoing that projects approved on the basis of an analysis of
social costs and benefits using shady prices require the payment of subsidies from the state. It is this reasoning that underlies the payment of subsidies for fertilizers, petroleum products by the government in India, because they are sold to people at prices cheaper than market prices. The importance of
cost-benefit analysis: Social cost-benefit analysis is important for development planning in developing countries. A significant benefit analysis is that it can guide investment decisions, especially for the public sector. Given the limited resources, the Government can choose the most profitable ones based
on cost-benefit analysis. The Government can use the social cost-benefit analysis even to assess the impact of private investment projects. This helps the Government develop its policies, either to support or to discourage private investment. The Government can support private investment projects
through grants or financial support through financial institutions. The Government may prevent them from imposing taxes if social costs exceed the social benefits of private investment. The value of cost-benefit analysis can be better recognized when one considers that the alternative method of resource
allocation is a market mechanism that uses market prices for goods and services that do not reflect the true social benefits and costs of investment projects. Because the analysis of social costs and benefits takes into account the broader and broader social benefits and costs, including both the direct and
indirect effects of investment. According to Thirlwall, the cost-benefit analysis method is recommended to evaluate government-funded projects in order to allocate resources in the most beneficial way for society, recognizing that market prices for goods and inputs do not necessarily reflect their social
values and costs accordingly, and given that society is concerned about future consumption levels as well as current levels of current savings may not be optimal. Ensuring optimal use of resources for bullying: Planning in developing countries requires large investments in infrastructure and major
projects such as highways, airports, irrigation dams and steel mills and communication networks. These projects have indirect beneficial effects, impacts, critical to accelerating economic growth and generating employment opportunities. However, these investment projects require not only financial
resources that are lacking in developing countries, but also foreign exchange, skilled or technically skilled labour, and high energy consumption (such as coal, oil). The viability of investment in these investment projects related to infrastructure and major heavy industries cannot be analysed on the basis of
market prices and factors. Therefore, cost-benefit analysis, which uses shady prices that reflect the costs of opportunities or the true value of resource scarcity used in investment projects, is essential for the optimal use of scarce resources in development planning. The Importance of Planning: Costbenefit analysis is vital for economic planning for growth and job creation in developing countries. It is on the basis of cost-benefit analysis that these investment projects are selected in a five-year plan that helps achieve the goals of the plan. Since, based on cost-benefit analysis, various investment
projects are ranked in accordance with their contribution to the plan's goals related to GDP growth and job generation, priorities may be set for which projects will be implemented in the planned period. Little and Myrrley view the evaluation of various investment projects based on cost-benefit analysis as
unprofitable development planning. In addition, cost-benefit analysis helps promote social interests rather than any breakout or group interests. If projects are selected on the basis of an analysis of social costs and benefits, it becomes difficult for any vested interests or groups to confront them if they are
not in their narrow interest. Interests. cost benefit analysis economics definition. cost benefit analysis economics example. cost benefit analysis economics quizlet. cost benefit analysis economics discussion. cost benefit analysis economics help. cost benefit analysis economics ppt. cost benefit analysis
economics grade 12. cost benefit analysis economics pdf
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