USE OF SOCIAL ANALYSIS IN PROJECT APRAISAL

The following notes are concerned with the proposal to incorporate routinely
a "social analysis" in the appraisal of Bank projects. The following are the main
points made:
(1) The advantages of taking account of the effect of a project on
economic growth and some dimensions of income distribution in
a single-valued indicator may be small since many other relevant

criteria have also to be taken into account.

(2) The proposed methodology is ambiguous regarding whose values
distributional weights are supposed to express, and the methods

of their derivation are unconvincing.

{3) Assessing the distributional effects of a project is subject to
wide margins of error. In practice, social analyses are likely

to be methodologically naive and lack an adequate factual basis.

(4) The rationale for using project selection as a means of income
distribution is weak in that (a) it may be less cost-effective than
conventional methods; and (b) some of the more important costs
of redistribution (incentive and political costs) inhere in the redis-

tribution itself and not in the method by which it is accomplished.

The Proposal

The proposed social analysis would specify, by the use of distributional weights,
the rate of trade-off between three variables, viz. economic growth and two aspects
of income distribution: distribution between savers and spenders (often interpreted
as distribution between government and citizens); and distribution among different
income classes. Costs and benefits would be thus expressed in units of "socially-
weighted dollars", and the summary measure of the project's profitability - its
internal rate of return - would be a ratio of socially-weighted dollars per socially-
weighted dollar.

I. PROJECTS HAVE MULTIPLE OBJECTIVES

The advantages claimed for the procedure are that the growth-distribution trade-
off is made explicitly, and applied routinely and consistently from project to project
(in any one country). Even if this is accepted, the advantage may not amount to much,
since there are many other desiderata influencing project selection which remain out-

side the formal optimizing procedure and hence have to be incorporated in the analysis
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in an ad hoc and possibly inconsistent manner. These include other aspects of income
distribution - e.g., distribution by age, sex, region, and ethnic group; employment
creation; the project's effects on national morale, unity, or prestige; and - to be
realistic - its effects on voting in the next election, and/or its appeal to influential
elites - intellectual, and otherwise.

To attempt to quantify these variables and specify rates of trade-off between
each and every one of them would be absurd and would be seen to be absurd. Even
to expand the set of distributional weights to include those dimensions of distribution
mentioned above would strain credulity. Project selection must remain a politico-
economic art: many of the relevant variables cannot be forced into a single grand
optimizing framework. Once this is understood, the advantage of so treating a sub-
set is seen to be marginal - even if the trade-offs within the subset could be quant-

ified in a plausible and convincing manner.

II. WHOSE WEIGHTS?

In the Squire-van der Tak volume there is an ambiguity concerning the derivation
of distributional weights. Do they represent the value judgements of the analysist -
or his employer (in this case, the Bank) - or are they his interpretation of the value
judgements of the government of the country concerned? A recent document® states
that "the distribution weights ... will reflect the Bank's opinion. However, whenever
possible, such weights will be agreed on with the government concerned, and in all
cases the weights should be as realistic and relevant in the country context as
possible" - which soundsrather like having a bet each way; or perhaps the weights
will be arrived at by a process of negotiation and compromise between the Bank and
the country. None of these approaches is satisfactory:

(a) Most governments - which are collections of conflicting interest
groups and shifting coalitions - simply do not have a well-defined
set of preferences which would enable them to articulate a set of
distributional weights.

(b) Even if it could, a government would be reluctant to define clearly
its distributional trade-offs, for reasons well expressed in the UNIDO
Guidelines for Project Evaluation:

"... the qualifications of political leadership are many and
varied, but for better or worse a grasp of the tools of

economics has never been high on the list. Yet without

Bconomic Analysis of Projects: Implementation Program, Issues for Discussion.
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an understanding of the overall methodology of benefit-cost
analysis ... it is difficult to imagine that the value judgements
necessary for calculation of national parameters [of which dis-
tributional weights are an example] could be elicited from the
political leadership... The ... most important reason why the
political process discourages rather than encourages explicit
quantification of political value judgements with respect to
the goals underlying calculations of national economic profit-
ability is that political leaders rely on the support of distinct
interest groups that are partially {at least} in conflict with
one another. In such circumstances ambiguity has obvious
advantages. One can hope to appear all things to all men.
The corollary is an understandable if deplorable reluctance

to take explicit positions that indicate the precise extent to
which the political leader values one objective (with its partic-

ular lobby) over another objective (with its particular lobby)."

(c) Attempts to infer the distributional preferences of governments by
examining their actions are unconvincing. Since, if only for reasons
of practicability, only a selected sub-set of the government's actions
and inactions are analyzed, the analysis may be more revealing of
the preferences of the analyst than of the government.

These points are acknowledged by Squire and van der Tak: "Governments make
decisions every day related to some conception of welfare. Usually, the conception
of welfare is not clearly defined; as a result, decisions are often contradictory."

(page 49); ".. government actions and policies may be misleading guides and may
often appear to contradict government statements ... inegalitarian fiscal measures
may reflect constraints on fiscal policy rather than a lack of real commitment to

objectives of income distribution." (pages 101-102)

The question really has to be faced: Does the Bank wish to appraise projects
according to its own value judgements concerning the trade-off between efficiency
and some aspects of distribution in each country? If so, how are the value judgements
to be made, and how explained and justified to the countries concerned? Or does it
wish to make use of each country's value judgements? If so, how does it know that
such judgements exist and how are they to be revealed? What if it does not like the

overnment's distributional preference?
g p
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IlI. DISTRIBUTIONAL EFFECTS DIFFICULT TO ASSESS

Assessing the distributional effects of a project is not easy, and is subject to
wide margins of error. Properly done, an analysis of efficiency and distributional
effects requires much more information, a higher degree of disaggregation, and a
more sophisticated analytical perspective than does an efficiency analysis alone.
Anyone with even a passing acquaintance with the public finance literature knows
that many aspects of the incidence of taxes and subsidies is controversial, even con-
ceptually - let alone empirically., The same is true of the agricultural economics
literature dealing with the effects of such things as fertilizer subsidies, product
taxes and subsidies, marketing margins, etc. One cannot expect project analysts
to be even modestly expert in these areas. The result is likely to be naive analysis

based more on conjecture than fact.

IV. INCOME REDISTRIBUTION VIA PROJECT SELECTION

The rationale for incorporating distribution weights in investment appraisal is to
allow more government investment and income redistribution to take place. It is
argued that "administrative costs or political pressure, for example, may limit the
government's action. Thus, the possibilities of taxing the agricultural sector may be
limited by the costs of collection and administration, or the political power of the
rich may be sufficient to prevent the government from redistributing incomes to the
poor. [Clountries may also be faced by a fiscal constraint in the sense that the gov-
ernment cannot raise sufficient revenue to achieve its desired level of investment or
its desired redistribution of income. The obvicus implication is that the government
may wish to use project selection as an alternative, additional method of increasing

public income or of redistributing income."?

The notion that project selection offers an additional and perhaps lower-cost
means of redistributing incomes and contributing to government revenue may be
plausible insofar as administrative costs are concerned. But even if it is a low-cost
method, it is also a rather inaccurate, rough-and-ready method. For example, most
projects are geographically specific so that they cannot help poor people generally,
but poor people in specific localities. Also, although the benefits may be aimed at
particular target groups, the shot is often widely scattered. Cost per dollar redis-
tributed may not therefore be all that low.

This picture of governments being full of good intentions, but being unable to
carry them out because of an inability to raise sufficient revenue, is debatable.
It could be agreed, per contra, that, historically, governments have shown great
ingenuity in devising ways of raising revenue, and that lack of reform is as
much indicative of lack of will as fiscal powerlessness.
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The argument that project selection may be used to circumvent the political
and incentive costs of income redistribution is much more dubious. These costs
arise from the adverse reactions of individuals and groups to the fact of redistrib-
ution. If a group has the political power to prevent further redistribution away
from itself by conventional means, why should it permit such a redistribution via
project selection? If incentives are blunted by money handouts, will they not also
be blunted by receipt of income in kind in the form of government-provided services?
For these questions to be dismissed, it must be supposed that the people concerned
suffer from "redistribution illusion", whereby they find a redistribution by one means
more tolerable than if it were brought about in some other way. While this possib-

ility cannot be ruled out, it seems a weak reed on which to base a policy.

Finally, it seems unlikely that project selection is not already being used to
forward various aims other than economic efficiency, including income redistribution -
though perhaps not in the dimensions envisaged in the proposed methodology. In
these circumstances, the incorporation of distributional weights will involve an opport-

unity cost, at least in the eyes of the government concerned.

V. APPROACHES TO PROJECT EVALUATION

Since the many different items and considerations relevant to a project appraisal
cannot be all incorporated within a grand optimizing framework, the question arises as
to how best to organize the requisite information for consideration by decision-makers.
The practice that has evolved over the last 30-odd years is to put into one bundle all
those items - goods and bads, services and disservices - that are amenable to economic
principles of valuation, and to express their net value by means of some summary
statistic: net present value, or internal rate of return. Items excluded from the
quantitative cost-benefit analysis include some that are conceptually amenable to
economic valuation, but incapable of being so valued in practice; and others that
cannot be valued meaningfully by reference to objective market phenomena from
which consumers' willingness to pay, or opportunity cost in terms of other market-
able items, can be inferred. Such items include distributional considerations, which

have to be assessed in terms of political value judgements.

To present information concerning a project in the form of (a) its net effect on
GDP (which, roughly speaking, is what the "efficiency” analysis tells us); (b) the
distribution of costs and benefits among various relevant groups; and {c) its effects
on othe relevant variables, is a perfectly legitimate way of proceeding. It corres-

ponds to the way of thinking that says, for example, that country A is wealthier than
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country B, but has a less egalitarian distribution of income. In the Squire-van der
Tak "social" analysis, the information contained in (a) and (b) is combined, with the
aid of explicit predetermined weighted factors, into a single composite indicator,
expressed in (or based on) units of "socially-weighted dollars". Unlike the dollar
values in which "efficiency" analysis is expressed, these socially-weighted dollars

and rates of return derived from them, are not related in any obvious way to nation-
al accounting dollars. However, there is a natural tendency to think of them as if

they were, to the confusion of clear thought.?

It is misleading to say of the efficiency analysis that it "is implicitly based on
value judgements on growth and equity, viz. (a) the country is growing at an optimal
rate; and (b) gains received by all project beneficiencies should receive equal weight".
It is simply not concerned with these matters. What it is concerned with is predict-
ing the net effect of the project on the availability of goods and services valued in
terms of opportunity costs and willingness to pay. Now to use efficiency criteria as
the sole basis for ranking projects may be to make the value judgements quoted above.
But again, it may not. For example, to choose projects solely on efficiency criteria
may not mean that that decision-maker placed equal distributional weights on all
gainers and losers, but rather that he considered that any adverse distributional con-

sequences of the project would be corrected adequately by conventional redistribution
mechanisms.

Consider, for example, the discussion (on page 10 of the document cited above)
of how the use of "social" analysis could influence project design and raise rates
of return. If the average rate of return was raised from 18 per cent to 20 per
cent, the gain to a country like Indonesia, with a lending programme of $4 billion
supporting projects worth $8 billion, would be about $1.6 billion. "This illustration
does point to possibilities of tremendous pay-offs ...", is the conclusion reached.

The changes in project design under discussion would reduce project contributions
to GDP, but would alter the distribution of costs and benefits. For example,
they might reduce the annual increase in GDP by $0.04 billion, but transfer
$0.20 billion from the private to the public sector (where it is deemed to be
worth, let us say $0.40 billion) giving a net increase, in social prices, of $0.16
billion. To call this "a tremendous pay-off" is one way of using words, but
surely it is apt to be misunderstood. Suppose the transfer was affected by
additional sales taxes; could this also be described as a tremendous pay-off?
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saverily of internal injunies caused
by seatbolls and no raduction in
accident injuries generally
Waould you, please, try 1o
confirm this information and,
true, publish the fects? | had my
first seathelts fitted 30 years ago.
L. L. Klinge
East Molesay
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sensitive servos. | was also rgther
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After a lot of functional
checting of the system (by
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enginecnng consuitant) | decided
19 concentrate on the inkage
macharism which runs across
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riaithang-dnve cars, By carctully
reducing the play miherent in such
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to reguce the fren travel of the
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| have driven an assoried range
of cars {or almost lity years, and
the Sciroceo (my frrsty Germane
made car) 1s the most satsfaciony
of the ot — sull tunring on the
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50,000 mites. Tha detaded
designienginenning solutions are
of an extremely hugh standard for
& mass production car, with no
COMPIOMISe on cost savings,
which is rather SUIBNSIngG
No car 15 perfect ang there are
some rgakng diiticaitios with the
Zenith carbureitsr — and spare
pans arz not cneap Tho pant
waork is In almost-as-new
condition, with virwally no signs
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S. Bantall
London NW?7
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crossover mechanism knkmg the
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favour of cars buit specifically for
righthand drive, rather than
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Must Germans
beit up? '
P HAVE just returned from a trip
to the Conlinent and | was
astonished to be toid by a
solicitor in West Germany that
the seathelt legislation was
abolished there after some years
in forca. The reason was,
according to his information, the
saverity of internal injuries caused
by seatbelts and no reduction in
accident injuries ganerally.

Would you, please, try to
confirm this information and, if
true, publish the facts? | had my
first seathelts fitted 30 years ago.

E. L. Klinge
East Molesey
Surrey
You have undoubtediy been
misinforrmed, Since 1975 it has
been compiisory to belt-up when
traveling in the front seat of a car
in West Germany, Howaver,
thera is no fine or punishment for
not befting-up, thotiph insurance

companmes do reriuce injury
payouts to non-belt-wearers and
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intreduce a fine or some other
penalty, It is compulsory for rear
seatbelts to be htted to cars sold
in Garmany but it isn't
compuilsory for tha rear seat
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According 1o 2 Which-
doctors, vaiue for monoey — or
the lack of 1 ew huis evarything to
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IRparsnt 1o me as twenty other
tacions, including rehabality,

Nor do | own g rogue Mirahor
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hat ratter — despue what
Vilueh? says,

Among thew reasons for
choosing one, people are light to
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who sold it, the colour, the
faeling it gives them when they
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"Which?"' is something we all
have lo examine in buying a new
car. "Why?" is something else
again.

Graham Barnes
Farnham
Surrey
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{Col) G. H. B. Moss
Sturminster Newton
Dorset
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outsider) is to defele the
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et amang e poroas b
sacior of the makel The Nove
shou's camn hea,,
urdaubtediy sefl hie
andd prve Vaushali g
fors, 0K s s bait o
Lutt for ono, arm net
conmohiung Thovo wits say that
Vaushalb wothery” jols are .
jeepardy should thire, anpain, The
saber and Coriton arg
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Vauxhall's new Nova -— a big selar

ol a Cavaher Estate (whien enuld
dant siles of the S Estats
ined the brdbant Movy, the
Vaunhall 1ange 1s set o go nito
batile with Ford, BL and Taliyot,
ale, throughout the 'Lighues. So
please — | know how the Laons
feal, bt as the drnver ol an Astra
Usay "Don't ban the Nava " ¢
wart 1o see Vausnall sueceed
more and more — and the Nova
will help them do ths.
M. D. A, Howlen
Gillingham
Kent

Blinding zlong
HOW RIGHT your readers are 1o .
criticisc the unnecessary use of
high-niensity rear lam=is! 1 ey,
however, 1ake issug vath Mr 8.
Walton {Motor, wie Jsnuary S
who feels it correct to usa these
glarng objects in rainy/wet
conditions, .
The reduced visibility in flying
spray makes overtaking
dangerous enough, without the
diffusion of vivid red hght by
millions of raindrops. fn such
conditions forward visibitity is
restricted to the distance 10 the
rear of the offending vehicle.
The object of introducing these
lomps was 1o aid visibility 1n fog,
net N falling rain or the other
situations rghtly mentiongd by
M Wazlton, Of course, it is
possble to teave these larnps on
inadverently — and the
manutacturers hardly help by
hiding the warning light bencath
the dashboard, as in the case of
my Ford. Why not position the
light witn all the other teli-tales?
Al least this would reduce the




