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SUMMARY

The existing cost-benefit methods addressed to the developing
countries are based on the premises of a growth strategy or its
variants, They are, therefore, unsuitable to evaluate projects in
the context of a basic needs strategy., This thesis attempts to
formulate a methodology suitable to analyse the impact of projects

on basic needs fulfilment,
A pre-requisite for the application of the methodology = basic

needs analysis = is the identification of a basic needs basket and
the corresponding basic needs income. Analysis of projects then
involves the construction of a goods balance sheet and an income
balance sheet,

The goods balance sheet highlights the effect of projects on
the social stock of basic goods, Social value of inputs and outputs
is derived from the market prices using goods-specific and use=specific
conversion factors. The value of the conversion factors varies from
O to 1, the extreme values representing luxuries and essentials
respectlvely.>fProduct mix considerations are thus taken into
account in the'goods balance sheet. (The effects on basic needs income
resulting from projects are measured by the income balance sheet{)

-~> Income changes above the basic needs level are given a social weight

of 0, whereas changes at or below this level are attributed a
weight of 1. Thus, income distributional considerations are
directly incorporated into the analysis., Opportunity costs of funds
and resources are based on the forgone basic needs benefits from
their alternative uses, Aggregation of costs and benefits over
time is carried out without resorting to discounting.

At the final stage, the two balance sheets are aggregated using .
weights which reflect the relative przorlty given to the objectives
of basic goods production and basic needs income generation,

The usefulness of the methodology is demonstrated by applying P
it to a forest land use problem in the tropics. /



INTRODUCTION

In most less developed countries forestry is a public sector
venture and it is often assumed that the 'public at large' are the
net beneficiaries from.forestry‘activities. On account of the
public goods characteristics of non-marketed goods and services from
forestry, they are assumed to accrue to society as a whole and
considerable emphasis is given to evaluating benefits such as
regulation of streamflow, prevention of soil erosion, conservation of

genetic resources, forest recreation etc., Such attempts, although

important, have often led to the inadequate consideration of the
distributional effects of forestry activities., Where income
distribution is highly unequal and development policies aim to achieve
a better distribution and fulfilment of basic needs, issues such as
who pays for and who benefits from forestry become important.,

Despite the popularity of the theme 'Forestry for People'
adopted by the World Forestry Congress, 1978, very little effort
has hitherto been made to examine its implications in formulating
forest management policies or in identifying programmes and projects.
There is no dispute about the validity of the theme; however, when
the limited resources are to be allocated among the different users, it
becomes necessary to identify the groups and classes whose requirements
need to be given priority. It is also important to identify the nature
of the requirements which need to be given preference in using the
resources. Owing to the differences in individual and group
preferences, a conflictless situation is a rarity in most social
decision-making processes. This study attempts to examine some of

these issues involved in choosing forest land use alternatives,



particularly in relation to the appropriateness of decision-making
techniques, For simplicity the scope of the study is limited to
the tangible goods and services.
Background

Although the fact that most tropical forest management problems
arise from the complexities of the soéiety rather than the
complexities of the forest has been recognised (Nowak and Polycarpou,
1969; FAO, 1973),discussions on the subject mostly deal with the
silvicultural aspects of growing trees or the technical problems
in tropical wood utilisation, generally ignoring the social, political
and economic aspects, Topical issues such as shifting cultivation,

rural energy supply etc., do deal with the above, but rather

superficially, stressing their environmental imp{ications (see,

Spears, 1979). The fact that a pure technocratic approach

to tropical forest management is inappropriate became evident to me from

my experience in managing forests in the state of Kerala in India,

which provides the background for-the present study. i
Kerala is the most densely populated state in India (654 persons/

5q. Km.) and adopting the conventional index of per capita GNP poorer

in comparison with the rest of the country. About 24% of the

geographical area of the state is classified as forests and they form an

important resource in terms of both their direct and indirect
contribution. The high population density coupled with the suitability
of land to grow a variety of crops have resulted in severe pressures

on forest land. Firstly, there are pressures for the extension of
agricultural crops - annuals and perennials as well as food crops

and non=food crops = to the forest areas. Land hunger is so acute

that governments have been frequently forced to dis-reserve areas and

L




to assign them to the landless, Encroachment by landless peasants
is a major problem in Kerala and despite the forest acts and rules
prohibiting this, effectively very little could be done, In one of
the divisions I worked there were a few blocks of forests wholly
under illegal cultivation., Remedies sought through legislation
often transform social problems into law and order problems and have
been found to be of no avail in the long run. Between 1940 and*

1970 the forest area in Kerala has been reduced by 27Z on account of

deforestation.

Secondly, on account of the diverse requirements of different
groups, existing forests have to satisfy mutually conflic;ing
demands and hence the problem arises of assigning priority to the
different uses. Forest-living communities and the villagers living
nearby are directly dependent on the forests for a number of products,
particularly fuelwood, Illicit removal of fuelwood is thus a major
problem, especially in the rice growing areas where the prpportion
of the gardenland is very low. There are cases where repeated
attempts by the forest department to restock degraded areas with
species such as teak and cashew have failed on account of the high
incidence of illicit felling of these trees to meet fuel needs.
Diverse uses for the same product create considerable problems in
identifying the priority groups. For example, bamboo is one of the
most important inputs in basket-making which provides a livelihood
for some of the economically and socially backward sections of the
population. It is also an important input in agriculture - for the
construction of fences, bunds, huts etec, Further, bamboo is the only
indigenous long fibre material available for the pulp and paper

industry. Evidently, a decision to allocate the available resources

among the different users is not a pure technical decision. The same




applies to plantation-grown species like Eucalyptus, which can be
used directly as fuelwood or as an input in'the pulp and paper
industry. I have also come across instances when wood from
Plantations ostensibly raised to meet fuel requirements has been
diverted for the manufacture of rayon pulp.

These instances clearly indicate that the distribution of

resources is much more important than the technicalities of production,
It is these problems which provided the stimulus and background for

the present study.

Cogt-Benefit Analysis and-Forest Land Use

Text books on forest management stress the fact that the forestry

production process is unique on-account of (1) the long production
period, (2) the preponderence of non-marketed benefits and (3) the
difficulty in separating the capital and interest element in wood
production, While choosing land use alternatives, especially when
it involves comparison with other forms of land use, it is poin}ed
out that these special features should be taken into account, With
the increasing use of cost-benefit analysis for choice of alternatives,
it has been argued that forestry require§ specific guidelines (Pant,
1975), particularly to tackle the problems arising from the use of a
discount rate when the production period is very long. There has
also been considerable emphasis on the quantification and evaluation
of non-marketed benefits for their inclusion in the analysis of
alternatives.

However, prescribing evaluation methodologies for taking into
account the specific features of a production process has inherent
drawbacks. A yardstick to judge acceptability should be based on

social priorities and not on the specific technical aspects of




production, because developing’a criterion based on the latter may

prevent any meaningful comparison.

Instead of developing a methodology suitable to deal with the

alleged peculiarities of forestry production, it is more fruitful

to examine the applicability of cost-benefit analysis for analysing

projects for specified objectives, With the increasing concern for

meeting basic needs, public sector forestry can play an important

role in achieving these objectives, Fashionable slogans such as

'forestry for people' become meaningful only when they are

translated into action, which would require a choice criterion

incorporating these social objectives. Currently no methodology 18

available to evaluate the contribution of projects towards basic

needs fulfilment. This work aims to fill this vacuum.

Objectives of the Study

Important objectives of the present work are:

(1) to examine the gppropriateness of existing cost-benefit
techniques under alternative development strategies and more

particularly when emphasis is given to meeting basic needs,

(2) to formulate a methodology useful for evaluating alternative

investment programmes when a government or such other agency adopts

a basic needs strategy, and

(3) to examine the applicability of the methodology in land use

decision=-making.

Structure

The thesis is presented in three parts. Part I (Chapters 1 and 2)
introduces the problem in relation to tropical land use with special
reference to the current situaticn that exists in India and Kerala.

A historical analysis of the evolution of forest management in India



and its distributional effects are described in Chapter 1. The
interaction between traditional agriculture and forestry as well as

the possible effects of the implementation of social forestry programmes
are also discu;sed in Chapter 1. Chapter 2 gives a review of the
application of cost-benefit analysis in forestry decision-making and
identifies the areas requiring further attention.

The methodology of basic needs analysis is presented in part II
(Chapters 3 to 10). Chapter 3 discusses the relationship between
development strategies and project appraisal and argues that the
method of analysis should be related to the strategy adopted. When a

basic needs strategy is pursued, a specific methodology is required

to assess the impact of projects on the fulfilment of basic needs.

A brief outline of the proposed methodology - basic needs analysis -

is given in Chapter 4. The procedure for estimating the direct and
indirect benefits in terms of goods production and income generation is
dealt with in Chapter 5, while evaluation of non-labour inputs - again
in terms of goods production and income generation - is discussed in
Chapter 6. Issues involved in the estimation of the social cost of
labour are discussed in Chapter 7 and the procedure proposed here is
compared with that followed in conventional cost-benefit analysis.,

Problems involved in the inter—-temporal comparison of basic needs
consumption are discussed in Chapter 8 and it is argued that the discounting

of future consumption has no ethical or economic validity under a basic
needs strategy. Important aspects related to the estimation of the
social opportunity cost of investment are discussed in Chapter 9.
Chapter 10 discusses the procedure for ranking the alternatives which

requires the aggregation of the goods and the income balance sheets.



Application of the methodology is illustrated in Part III where
the technique is applied to a forest plantation project currently

being implemented in Kerala state. Important {ssues involved in the

allocation of government forest land between different uses are

discussed in Chapter 11, and the analysis of an ongoing plantation

project illustrates how the methodology can take into account

alternatives covering product mix, input mix and institutional

arrangements.

The summary and conclusion from the present study are given in
Chapter 12 which also briefly indicates the unresolved issues as

well as directions for future work to make the present approach

more practicable.,
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THE PROBLEM




CHAPTER 1

FOREST LAND USE CONFLICTS IN INDIA

Management of tropical forests has focussed attention on wood
production and the technocratic approach to this has excluded the

consideration of other factors, particularly its impact on the different

sections in gociety, although they have directly and indirectly

influenced forest resource utilisation. On account of this, there is
considerable divergence between the theory and practice of forestry.

Most of the so-called contradictions in tropical forestry (Leslie, 1977)

can be traced to the failure of the theoretical models to interpret

societal interaction with the forests.

This chapter attempts to examine some of these issues in relation
to forestry in India and Kerala. Section 1 gives a historical
analysis, highlighting how various factors have influenced the management
of forests over time. Some of the distributional issues in
implementing the production and social forestry programmes outlined by
the National Commission on Agriculture (Govt. of India, 1972, 1973,

1976), are dealt with in Sections 2 and 3. The conclusions from the

discussion are given in Section 4.

1.1 Forest Management in India : A Historical Analzsis

For convenience of analysis two distinct periods can be identified
namely (1) the pre-independence period (prior to 1947) and
(2) the post-independence period (1947 onwards).

1.1.1 Pre-independence period

Information available on forest management during this period is

scanty, especially in the case of the principalities controlled by the

local rulers. Except in the case of the private hunting lands of the




kKings and local feudal chiefs, prOpertyﬁright over land was non-existent.
In other words, forests, like water, air, etc. were regarded as
god-given. With the limited demand for forest products and on account

of their free access, a market did not exist for the land or for the

- products therefrom. Development of property rights was iargely an
outcome of the development of externalmarketsl. The high value of
certain products necessitated the formulation of rules and regulations
prescribing the rights and responsibilities of individuals.

Legislation in respect of forests was initially limited to a few
products which enhanced the income to the state coffers. For example,

in Travancore in Southern India (now part of Kerala State), sandalwood,

teak, rosewood and ebony were royal trees and belonged to the state
wherever- they occurred.

Declaring forests as reserved, a policy adopted by the colonial
regime from the second half of the nineteenth century, was an extension
of the principle of reservation of trees. With the development of trade,
the number of trees that could be marketed in any given area increased
and then, from the point of view of exercising right over them, 1t became
convenient to define the right over the land rather than the right over
the trees. Understandably, most of the reservation in the early stages
of forest management was limited to the easily accessible and
exploitable land. In other areas, even when formally declared as
reserved, the local people continued to enjoy free access to the
products.

Under the British Raj initially the objective of management was
limited to the selective removal of valuable species such as teak to
meet the requirements of the ship building industry (Winters, 1975).

Although at a later stage this demand contracted very much, expansion

of the railway network and the defence needs increased the demand for
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large sized timber and forest management was almost entirely aimed
at meeting these requirements.

The forest policy formulated in 1894 was to a great extent
influenced by Voelcker's (Voelcker, 1893) report on the state of Indian
agriculture and there was considerable emphasis on meeting the needs of
the agricultural sector. The policy stressed the fact that a forest's
| claim for land can be justified only on the basis of its direct and
indirect contribution towards sustaining agriculture. Even in areas
suited to grow large sized timber, priority was to be given to meeting
the needs of the agricultural sector (FRI, 1961, p. 338). Absence of

a developed industrial sector coupled with the ease with which the

requirements of defence and railways could be met, favoured such a
forest policy. On account of the low total demand, the large resource

base could accommodate the needs of all sectors without any serious

conflicts.
1,1,2 Post-independence period:

During the post-independence period, the pattern of forest
management underwent considerable changes. For convenience of analysis

it is ugeful to divide this into three distinct stages as given below.

1. 1947-1960 period:

Immediately after independence and with the formation of the

Indian Union amalgamating the principalities, large tracts of forest

- land came under the control of the State governments. The formulation
of a new forest policy in 1952 was another major development during

this period. This policy stipulated that the country should aim to

have at least one third of its geographical area under forests, although
no explanation was given as to how this figure was arrived at.

A noticeable change from the earlier policy was the recognition of the
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conflicts between local and national interests. It was stressed that
local interests should be subservient to the national interests

and that the rights and privileges enjoyed by the local people should
in no way affect the general welfaﬁ:éﬁﬁ’

Under the Indian Constitution forestry is a state subject and
hence the national forest policy statement did not materially alter the
pattern of management. In spite of the declared objective of keeping
one third of the land under forests, there was a decline in the
forest area. Deforestation can be attributed to the coincidence of the
interests of three groups, namely (1) agriculturists (2) wood-based

industries and (3) the government., Large scale clearance of forest

land, in addition to providing raw material for industries, released
land for extending agriculture and enhanced government's income which
was badly needed to meet the increasing public expenditure.
Silvicultural practices evolved in the earlier period continued
with some minor alterations such as shorter rotations and regeneration
periods, more reliance on artificial regeneration etc. Industrial
requirements were being met almost entirely from.nafural forests and the

practice of mining trees continued. Although the extent of plantations
raised annually increased, still the traditional species with long
rotations = such as teak - were the favourites.

2. 1960-1972 Period:

Priority given to industrial development during the second
five year plan (1956-61), especially the emphasis on import substitution,
promoted the growth of wood-based industries, particularly the pulp and
paper industry. This influenced the pattern of forest management
significantly. At the early stages of growth of the pulp and paper

industry, it was totally dependent on raw material such as bamboos and
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reeds available naturally. The diminishing and unreliable supp1y2 of
these and the inability to increase their output to meet the expanding
capacity was an important factor in the introduction of fast growing

short rotation exotic species, particularly Eucalyptus and Tropical pines.

Encouragement given by the central government through specific plan

allocations for industrial plantations resulted in the Conversion of

extensive natural forests to man-made forests.

3. 1972 Onwards:

Industrial orientation of forestry in the country got an impetus
with the implementation of the recommendations of the National Commission
on Agriculture (Govt. of India, 1972). The Commission stressed the need

for a change from traditional conservation-oriented forestry towards

an 'aggressive man-made forestry programme linked to the projected
requirements of the wood-based industries' (Ibid. p.27). Two major
constraints in undertaking such a programme have been identified as

(1) insufficiency of investment funds and (2) impediments arising from
the existing pattern of organisation of the forest departments.,

Based on these recommendations, almost all states in the country have
established autonomous forest development corporations to undertake

forestry activities such as harvesting, marketing, regeneration and

related operations. Production forestry, primarily aimed at meeting
the requirements of wood-based industries, is expected to cover about
48,00 million hectares of the total area of 75.00 million hectares of
forests in India,

The Commission also made recommendations for undertaking social
forestry programmes (Govt. of India, 1973) for increased production of
fuelwood, small timber and fodder, and the protection of agricultural

fields against erosion. Solving the rural energy problem remains as
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the focal point of the social forestry programmes. Implementation of
this is the responsibility of the state forest departments.
The suggestions for forming district extension units and initiation of
a pilot scheme to cover 100 selected districts are parallel to the
strategy adopted in agricultural extension. Plantations are to be
raised primarily in village wastelands, railway and roadsides, canal
banks and in private lands as farm forestry. Forestry in the farms is to
be encouraged by providing incentives to farmers through subsidised
supply of seedlings, free technical advice through extension units etc.
It was also recommended that the val&e of trees standing on farmlands
should be excluded from the purview of wealth tax (Govt. of India,:
1976, p. 121) in order to encourage tree planting.

Although it is too early to appraise clearly the implications,

two factors seem to be rather striking. Firstly, it appears that

- T LN L) b e R = W

forest management is increasingly being ziéecteéhto fuifii“the
requ{remenﬁs of the consumers of products fromuﬁooé?ﬂased iﬁdustriés,
diﬁih&shing the share available to the agffﬁﬁitufaliﬁopuléfién;
Secondly, the recommendations of the Commission imply that even the
production of basic necessities like fuelwood are to be undeftaken

 primarily in the land outside the government forests and sometimes even

at the cost of reduced output of agricultural products. Often it may

appear that encouragement for social forestry programmes is given not
out of genuine concern for meeting the needs of the people but to
minimise the pressures on government forests so that they can be utilised

wholly for production forestry programmesa.
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Despite such a clear bias on the part of the forest departments,
other social, political and economic factors have operated affecting
the forest land use. Growth of population, failure to implement a
thorough land redistribution programme and the increasing landlessness
are some of these factors. 7Two major consequences of this have been

(1) the reduction in the forest area and (2) the degradation of the

forests primarily through illicit removal of trees, overgrazing etc.

(a) Reduction in Forest Area

It is estimated that between 1951 and 1973 about 3.4 million
hectares of forest land in the country have been diverted for other

purposes (Chakravarthy, 1974), reducing the area under forests by

about 47. The extent of deforestation has varied from region to region,
primarily depending upon the pressure of population. In the moist zomnes
where the productivity of land is very high deforestation has been
particularly serious. For example, in the state of Karnataka during a
period of two decades ending in 1975, nearly 7% of the forest land had
been utilised for non-forestry purposes (KFRI, 1977). In Kerala, the
most densely populated state in the country, the situation is still
worse. Between 1940 and 1970, 3450 sq. km of forests have been used
for agriculture, irrigation projects, settlement programmes etc.
bringing down the area under forests by 27% (Chandrasekharan, 1973).
Similar situations prevail in certain other states also. Although

as per records the area under unclassed forests in the state of
Assam is estimated as between 11000 and 12000 sq. km., most of this is

reported to be under occupation (KFRI, 1978).
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(b) Degradation of Forests:

Illicit removal of wood to meet the fuel needs is probably the
major factor responsible for the degradation of forests in India.
Recorded removal of fuelwood from the forests in the country in 1970
was 13.00*mi11ion*m;. However, the actual consumption during that
year is estimated as 175.00 million m; (Govt. of India, 1976).

Although production from woodlands outside the forests would have
contributed considerably to the difference, pilferage from the forests
is also an important factor. Villagers living near the forests depend
on them for their entire fuel needs. Even in a well wooded state

like Kerala where the dependence on forest fuel is comparatively low,
about 6000 forest offences were detected during 1975-76 of which nearly
/0% related to the removal of fuelwood and such other products

(Govt. of Kerala, 1977). Scarcity and the exorbitant price of fuelwood
in rural and urban markets coupled with poverty and unemployment foster
a flouriéﬁing trade inillicitly collected fuelwood and charcoal in
many regions. When fuelwood is not available, there is a shift towards
the use of cowdung and vegetable waste to meet household requirements
(Singh, 1978).

The historical analysis given above clearly indicates how resource
allocation problems have worsened over time. When meeting industrial
demand becomes the principal objective of public sector forest
management, obviously there will be a reduction in the share available
to other sectors and consumers. It seems that inter-personal
distribution problems are being evaded in'formulating production
and social forestry programmes. This aspect is elaborated below by

analysing the conflicts between shifting cultivation and production

forestry and the distributional aspects of fuelwood production programmes.
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1.2 Shifting Cultivation vs Production Forestry

Most studies pertaining to less developed countries treat them as
dualistic economies where two sectors, namely a backward, largely
non-monetised, agricultural sector and a modern manufacturing sector
co-exist. Labour being the common factor of production in both the
sectors, tﬁere ﬁas‘been considerable discussion on how it is shared.

Land is treated as a factor of production primarily related to the
traditional sector. Between the traditional and the modern sectors there
has been little dispute on sﬁaring land. However, partial modernisation
introduces dualism within the traditional sector and then the conflict

over sharing land between the expanding modern agricultural sector

and the traditional subsistence sector becomes very intense. Quite

often the modern agricultural sector is directly linked to the
manufacturing sector - to provide raw materials, wage goods etc - and its
expansion in the context of limited supply of land has led to the
shrinking of the traditional sector, affecting food production and
increasing unemployment. Expansion of forestry activities in many
tropical countries seems to have such an effect and has increased the

conflicts between forestry and subsistence cultivation (see Upadhyaya,

1980).
Slash and burn or shifting cultivation is a common form of

subsistence agriculture practised in many regions in the tropics.
Commercial utilisation of vast tracts of forests is constrained by the
existence of shifting cultivation. Efforts to prevent forest fallow by
declaring the areas as reserved have been of no avail. The

National Commission on Agriculture identifies shifting cultivation as
the major problem in the productive utilisation of forests in certain

regions in the country (Govt. of India, 1976). Transforming shifting
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cultivation to settled agriculture is often considered to be
prohibitive in its land and investment requirements. It is claimed
that expansion of forestry activities could provide employment to those

who practise shifting cultivation and thereby provide an alternative

source of livelihood. The validity of this claim would depend on how

the level of consumption in the subsistence sector is affected by the

extension of plantation forestry.
Usually two types of shifting cultivation can be identified.
Traditional shifting cultivation is practised by forest-living

- communities who form an integral part of the ecosystem. Then there is

the forest fallow practised by "the rootless, landless people often
squeezed out of their homelands due to the unfavourable agrarian
structure" (Eckholm, 1979). Here we will concentrate attenction
on the effects of forestry on the shifting cultivation practiSed by
the forest-living communities.

Shifting cultivation of varying intensities combined with the
collection of roots and fruits from the forests is the major source
of livelihood in the forest subsistence sector. Land and labour remain
under-utilised due to the ceiling in demand (Fisk, 1964; Myint, 1973)
and labour/output ratio is far less than in other forms of agriculture
(Boserup, 1965). A society in such a state is said to be existing in
a 'full belly situation' or 'zen affluence' (Sahlins, 1974).

During the early stages of the development of forest management,
establishment of plantations was dependent on the availability of
surplus land and labour from the forest subsistence sector. Demand for
wood from the growing urban centres and external markets could be met

through harvesting the standing timber from the natural forests.
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Plantations were established primarily to reforest the cleared areas.
Silvicultural considerations and short term economic priorities -
determined by the availability of funds for raising plantations -
guided the choice of techniques. As long as forestry is practised on
a small scale an equilibrium exists between the subsistence and the

forestry sectors in respect of the sharing of land and labour.

Using the surplus land depends on the mobilisation of the surplus
labour which is not always easy, especially when the subsistence sector
could support the whole community. Labour availability was often the
limiting factor in expanding plantations and most of the less intensive

silvicultural systems were evolved in response to this. Even in

comparatively more accessible areas the selection system was being
practised and restocking was left entirely to the process of natural
regeneration.

When plantation forestry expands in response to the increasing
demand for wood raw material, naturally the land available for

subsistence cultivation is reduced. Under less=~intensive management

systems, shifting cultivation was being permitted even in areas
constituted as reserved forests. Emphasis on wood production has led
to the imposition of restrictions on the shifting cultivators.
Permanent demarcation of the area is one method by which slash and

burn cultivation is sought to be controlled (See Champion and Osmaston,

1962) . For example, in certain reserves in Kerala, permanent
settlements were demarcated providing each household six hectares of
land in three blocks. Each block is to be cultivated for a period of
two to three years during which the other two blocks are left fallow.
Such externally imposed norms invariably have led to the shortening
of fallow. In the absence of technical improvements in farming this

is bound to result in the loss of productivity on account of soil
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depletion.
The production forestry programme envisaged by the NCA aims at
not restricting shifting cultivation, but its complete abolition.

The net effect on consumption in the subsistence sector would depend

upon how far the expansion of the forestry sector will help to compensate
the loss of income arising from the shrinkage in subsistence production.
A comparison of the two sectors in terms of their labour intensities ,
gugputflabour'ratios, énd the distribution of surplus would give some
indication of the possible changes in the consumption pattern.
Considering the fact that labour is the only input involved in shifting

cultivation, it is more labour intensive than plantation forestry.

4A1tﬁ5ugh the output/ labour ratio of shifting cultivation is higher
than that of settled agriculture, plantation forestry generally tends
to have even ﬁigher output/labour ratios primarily on account of the
high market price of some of the forest p?oductss. The consuéption

effect of land use changes would however crucially depend upon how

the surplus generated in each of the alternatives is distributed.

Although the subsistence sector generates a lower surplus than the
forestry sector,most of it is distributed within the sector, primarily
based on family relationships, tribal customs etc. Surplus generated
by the forestry sector accrues to the government and sometimes to the
timber traders, contractors, manufacturers etc. Transfer of this
to the subsistence sector would largely depend upon the reinvestment
decisions and their effect on employment generation in the area.
Interestingly, the process of expansion of forestry itself creates
a surplus labour situation in the subsistence sector by taking over

the land utilised for cultivation. Employment in forestry becomes the
only means of livelihood and the choice of techniques in forestry -

choice of species, rotation, technique of regeneration, method of
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harvesting etc = would be crucial in deciding the wage income and the
consumption. As the subsistence sector has little influence in determining
the terms of trade with the rest of the economy, growth of the forestry
sector could have an impoverishingeffect., Therefore,the argument that
shifting cultivation can be contained by expanding forestry to such areas

without affecting the livelihood in the subsistence sector,seems to be rather

naive (see Rao, 1981).

Adoption of the taungya system or agri-=silviculture for raising
plantations has been suggested as an alternative to shifting cultivation
(see King, 1968; Govt. of India, 1976; Myers, 1980), which enables the
simultaneous production of food and wood from the area. However, the pattemn
of development of taungya, especially under an industry-oriented forestry,
indicates its limitations in providing a livelihood to those dependent on
the subsistence sector. This aspect is elaborated below with reference to
the evolution of the taungya system in Kerala.

As pointed out before, the choice of silvicultural system and the extent
of area planted yearly in the early stages of forest management was partly

influenced by the supply of labour. For example,in most of the remote forest

areas in Kerala, where labour supply is a constraint, the taungya system
became the only financially viable technique of raising plantations.
Those traditionally practising shifting cultivation could thus raise their

food crops in the plantations during the first two or three years,

Immediately after the tree crop seedlings are planted, each shifting
cultivator used to be allotted about one to two hectares of land for

growing food crops. Farming practices adopted by the taungya cultivators

at this stage were exactly identical to the conventional slash and burn
cultivation, Soiiworkingwas almost absent and, to overcome the risk of
crop failure, the cultivators usually adopted a mixed cropping system where
more than one species was raised. Between sowing of seeds and harvesting, no

operations are carried cut in the area, The agreement usually entered into between the taungya
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cpl?ivaggrs and the.forest departments stipulates various cultural
operations = weeding, climber cutting, removal of agricultural crops
close to the seedlings of the tree'crops etc.= tobe carried out by the
cultivators. Such conditions are rarely adhered to, because the
pattern of cultivation to which the gshifting cultivators are
accustomed’ involved no such operations. Thereforeseven in areas leased
out for taungya, sometimes the forest department had to incur
expenditure on maintenance operations. Since the criteria for choice
of land for shifting cultivation differ from the criteria for choice of
land for raising plantations, shifting cultivators are not always

prepared to undertake taungya. Foresters, therefore, treated the

'shifting cultivation type taungya' purely as a second best option.
Expansion of the plantation programmes during the 19608 and

19708 brought about a drastic change in the approach to the taungya

system. Financial viability of industrial plantations became crucially

dependent on a more intensive type of taungya. With the high cost of

weeding plantations, in the absence of taungya, the production cost of
wood raw material becomes prohibitive (see,Nair, 1976). Cost
minimisation has thus become the principal objective of taungya,

for which foresters could not rely upon 'the shifting cultivation type
taungya'.

One would have thought that this problem could be easily solved
by permitting the landless labourers in more settled areas to
practise taungya. But on =zcount of two factors this option was not
favoured. Firstly, when each household is allocated a plot of one or
two hectares for cultivation, at any time there will be a large number
of cultivators operating in a given area and supervising their

activities creates enormous problems. Secondly, the cultivators
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otherwise being landless, there is a distinct possibility that

they may not vacate tﬁe forest land ofter the lease period elapses.
Forcible eviction is considered as inappropriate on account of its
undesirable social and political consequences. The alternative was to
lease out the right to cultivation in large parcels (often 10 to

25 hectares) and the introduction of an auction system to choose the
cultivators. In addition to excluding the landless and reducing the
number of cultivators in tﬁe area, this acted as a filter, ensuring
that only those who have to necessary financial and'managéria;'ability
and wﬁo are prepared to abide by the rules and regulations laid down
by the forest departments became the cultivators. In many areas

taungya has become a commercial venture.largely undertaken by rich

investors.

Such a development also brought about a change in the cropping
pattern. Traditional food crops have almost entirely been replaced by
cash crops. For example, in Kerala State, there has been a marked

shift from rice, horsegram, millets etc. to tapioca, ginger, turmeric etc.

Although tapioca is a staple food for the low income groups, a major
proportion of the output from the taungya areas goes to produce
industrial starch.

The development of the taungya system clearly indicates the

problems in providing an alternative livelihood to the shifting
cultivators. Both in agriculture and forestry there has been a
gradual shift from the production of essential consumption goods to
the production of non-essential items. Such uses have however led to
the increasing pauperisation of the tribal people in many areas in

India (See, Anon, 1981).
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1.3. Social Forestry and Rural Fuel Needs:

The social forestry programmes being implemented in India are
primarily aimed at solving the rural energy crisis. Non-availability
of wood has resulted in the widespread use of cowdung and vegetable
waste as fuel, and these two account for about 307 of the energy needs

of the rural households in India (NCAER, 1975). Dung being an important

organic manure, its use as fuel is an undesirable practice which
indirectly affects the production of food (Parasnis, 1976; Spears, 1978;
World Bank, 19782)°. By providing fuelwood for rural households, it is
hoped that more of the cowdung would be utilised as farm manure, thereby

increasing food production., Raising fuelwood plantations can therefore

be justified particularly when the possible indirect benefits are
taken into account.

However, realisation of the benefits = especially the increased use
of cowdung in agricultural production - would depend upon the
functioning of the cowdung economy, and there are reasons to suspect that
some of these benefits may not be realisable. In most villages the
high income households, who own or operate a major proportion of the
agricultural land, have access to commercial fuels like kerosene, coal,
wood or electricity. Being an inferior fuel, dung is being used
primarily by the low income groups, particularly the landless
agricultural labourers, marginal farmers etc. It is estimated that
952 of the cowdung used as fuel is obtained as a free good (India,
Planning Commission, 1961). Probably the only effort involved is to
go in and about the village along the foot paths, roads,etc. and to
collect and dry the dung, a task usually carried out by the women and
children of the labour households. The assumption that increased

production of fuelwood would increase the availability of cowdung

for use in farmlands is questionable for the following reasons.



(1) Given the skewed distribution of land, a large share of the
agricultural production is controlled by the richer farmers. As they
have access to other fuels, the proportion of cowdung used as fuel is
negligible. In addition, when fertilisers and other inputs are
available at subsidised prices there is little incentive to increase
the use of cowdung in~tﬁe agricultural fields.

(2) As pointed out earlier, a very large share of the cowdung
used as fuel is accounted for by the low income groups, particularly
the landless households7. Providing them wood - although important =

does not necessarily lead to the use of dung in the farms for the

simple reason that they do not own or operate any land. It would rather
increase the proportion which is wncollected and*wasteda.
Not that there may not be any effect on the allocation of cowdung
between farming and household fuel needs. Probably there would be some
diversion of cowdung in the case of small farmers; but this would
depend upon the relative costs and.benefits of using cowdung vis a vis
fuelwood. This would depend more upon how distribution is organised,
than upon how production is enhanced. Owner;hip of land, the most
important resource in the rural areas, would have an sverwhelming

influence on social forestry programmes.

Fuelwood plantation schemes being implemented in India can be

broadly categorised into two, namely (1) those undertaken in private

lands where.the main emphasis is on providing incentives to farmers by
disseminating technical know-how, providing free or subsidised seedling
supply and extending necessary credit facilities and (2) those carried out
on public wastelands, canal banks, road and railway sides etc. directly

by the forest department or by local bodies like the village panchayats.

The probable distributional effects of the programmes are examined

below.



l. Ability and willingness to undertake tree planting would
generally depend upon the size of the holding, and therefore the pattern
of land distribution is a crucial factor in the general success of

the programmes. Table 1.1 gives the distribution of the operational

holdings of agricultural land in India.

TABLE 1,1

DISTRIBUTION OF HOUSEHOLDS AND AREA

OPERATED IN INDIA, 1960-61.

e g

Size Class of Household Percentage of Percentage of Area
Operational Holding Households | Operated
(In Acres)

Up to 1.00 41,96 1.30
1.00 = 2.49 15.63 .77
2,50 = 4.99 16.17 12.74
5,00 = 9.99 13.83 21,03
10.00 =19.99 7.95 23.81
20,00 -49.99 . 3.81 24,26
50.00 & Above 0.65 11.09

100.00 100.00

Source : Vaidyanathan (1974).

Since the distribution given above pertains to 1960-61, it may
be regarded as inappropriate for the present analysis. However,
available evidence indicates that land reform measures carried out
during the last two decades had little impact on the concentration of
ownership (ILO, 197%; Ghosh, 1979). In fact development of capitalist

agriculture often had the opposite effect and inequality in the
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distribution has increased in certain areas (See Rajaraman, 1977).
What are the implications of such a land distribution on the

tree planting programmes initiated under social forestry?

The general approach seems to be to identify the 'innovative and

progressive farmers' who own surplus land and to provide them support

in terms of credjt, free inputs - like seedlings - technical know-how

and above all an assured and profitable price, a package which has
played an important role in the adoption of high yielding varieties in
agriculture. Agencies primarily interested in target achievement

tend to concentrate on .the large farmers who are willing to take the

risk involved. There are other reasons also which contribute to

the adoption of tree planting by large land owners.

(a) Factor prices confronting the large and small farmers are
not identical. Intensity of land use by the large cultivators is
dependent on the market prices of inputs and outputs. The small
farmers are more concerned with production to meet household

requirements. Farm management studies show an inverse relationship

between size and land productivity (see Paglin, 1965; Krishna, 1974)

indicating intensive use of land by small farmers and less intensive

use by large farmers.

Therefore even when extension services are equally distributed

(which of course is not true) tree planting will be adopted more
quickly by the large land owners. Small farmers being more concerned
with meeting their household food requirements, a decision to allocate
part of the land to tree crops is much more difficult. The fact that
every bit of the land is required to maintain consumption clearly acts
as a disincentive to undertaking tree planting. Even when small

farmers are aware of the possible long term benefits, an immediate

reduction in consumption for some time before the benefits begin to
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flow is not favoured.
(b) Most often ownership of land is sought on account of its
speculative value and not purely due to its contribution towards

increasing the immediate income. Partly this factor has contributed

to the failure of land redistribution programmes. A government

sponsored tree-planting scheme is a good cover-up for speculative

holding of the land. Land can thus be put to a low intensive cropping
system without in anyway endangering the title of ownmership. When
inputs are supplied at subsidised prices and wood can be sold at a
profit, it all the more becomes attractive. The labour input required

for raising a tree crop is far lower than that required for raising

most of the food crops, especially annuals and this is particularly
advantageous to land owners when the cost of labour goes up
(Hayami, 1981). There are a number of instances where a shift from
labour intensive agricultural crops to a labour extensive forestry
crop has taken place (See Srivastava and Pant, 1979: Anon, 1979)9

and their-adverse consequences on production of essential goods and
the distribution of income needs no elaboration.

Extending tree planting programmes by providing incentives would

therefore most likely benefit the very large farmers. Although such

a conclusion is rather premature, some of the well publicised 'model

farm forests' are owned by very large farmers. Srivastava and Pant's
(1979) cost-benefit analysis of farm forestry is primarily based on

a 'model' farm with an area of 79 hectares out of which the farmer has
raised Eucalyptus over an area of 65 hectares replacing cotton

(see also Eckholm, 1979)10. When commercial profitability is the
guiding factor, one dubts whether the increased wood production from
such 'model’ farms will be available to meet the requirements of the

landless and other needy groups whose ability to pay is very low.
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2. Some of the major objections raised in respect of encouraging
wood production on private lands can be overcome if the schemes are
undertaken by government or other public agencies. But such top-down
programmes have other drawbacks as explained below.

(a) A sizeable share of the total investments goes to meet the
expenditure on salaries, vehicles and providing accommodation to staff.
Often new departments have been created to undertake such programmes
and the proportion‘ of expenditure that actually goes to raise
plantations is low. This is all the more crucial when the annual
outlay declines; usually cutbacks in plan expenditure affect the
plantation programmes rather than the expenditure on staff.

(b) Public participation in such top-down programmes is generally
very low. The conflict between different interest groups in a village
makes the job of protecting the plantations an extremely difficult task.
The cooperation from the different groups will depend upon how the
benefits and costs are distributed.

- 3, In order to encourage public participation in social forestry
programmes, considerable effort is being made to enlist the cooperation
of village institutions like the panchayats. Plantation programmes
are often completely entrusted to the panchayats and the forest
departments merely provide the technical know-how,

However, contrary to what is often assumed in project reports,

a village is not a monolithic society, but is highly segregated on the
basis of caste, class, religion etc., and seldom is there any identity
of interests. Decision-making in panchayats is controlled and

manipulated by those in the richer income groups and higher castesll-



Consequently even where these organisations are actively involved in
undertaking tree planting, the poorer sections are unlikely to derive
any significant benefit and to that extent their cooperation will

be minimal.

In all the above cases, as evident, distributional aspects of

the schemes are not examined by the implementing agencies. Elaborate

discussions on the various technicalities of organising production are
invariably followed by the assumption that what is produced would be
available to the needy, without much reference to how distribution
will be organised, what proportion will go to the poorer groups and
how the pricing system will operate. From the recompendations of the
National Commission on Agriculture, it is evident that free supply of
fuelwood to the villagers is not envisaged (Govt. of India, 1976)12.
Considering the low purchasing power of the poorer sections, charging
any price would make fuelwood beyond the reach of the'ﬁhjority of

the population. As has happened in the case of food grain production,
the low effective demand may generate an artificial fuelwood surplus
which may then provide a justification for its use as industrial

raw material. There are instances when wood from plantations raised

by the forest departments under fuelwood schemes has been used as

pulpwood even in areas where there is actue shortage of fuelwood.

1,4, Summary and Conclusions

Hence to treat forest land use problems merely as conflicts
between agriculture and forestry or between agricqlture and industry

is a simplistic approach. As evident from the preceding discussion,
they are manifestations of conflicts between groups and classes to gain
a larger share of the resource. The fact that a resource is

'publicly owned' does not necessarily mean that the public at large

are the net beneficiaries, because distribution of economic and
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political power is bound to affect resource allocation policies even

in the case of the public sector.

In a plural society such as that of India, national economic

welfare cannot be defined ignoring how costs and benefits are

distributed among the different groups and classes. In its

single-minded pursuit of increasing the contribution of forestry to

the gross national product, the National Commission on Agriculture

has ignored this aspect. As explained in this Chapter, this could

aggravate the social conflicts

What is therefore important is to decide priorities, both at the

policy making level and at the project or programme formulation level

based on well-considered value judgements. The criterion for the

choice of project alternativesshould then explicitly incorporate

these judgements. How this can be done is the subject of discussion

in the subsequent chapters.

Notes

1,

3.

For a discussion on the relationship between the development of

markets and the evolution of property rights see Demsetz (1967), and
Anderson and Hill (1975).

Bamboos are well known for their behaviour of periodic gregarious

flowering. For example Bambusa sp. flowers once in 28-32 years.

Flowering takes place over a vast tract of land and even young culms
flowver, Immediately after flowering all the bamboo clumps die and

it may then take about 8 years to get bamboos from the regeneration
that comes up in the area,

See Govt., of India (1976). '"One of the principal objectives of social
forestry is to make it possible to meet these needs in full from
readily accessible areas and thereby lighten the burden on production
forestry” (p. 25). See also pages 120 and 349.
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11,
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See Morawetz (1974). An industry or technique is considered as
labour intensive "if its ratio of unskilled labour costs to total
factor costs is high relative to that of other industries or
techniques"',

Parasnis (1976), has estimated the value of labour per rupee of
output for some of the forestry and agricultural outputs as follows:
Teakwood = 0,068; Pulpwood = 0,214; Firewood = 0,360; Food crops =
0.311; Wild animal products = 0,282: Mahua seeds = 0,707; Gum = 0,677;
Charcoal = 0,104,

See World Bank (1978a) p. 21, "In India for example lack of fuel-
wood has forced many rural households to use cattle dung as an
alternative fuel, Dung used as fuel is equivalent to 6 million tons

of nitrogenous fertilisers, a figure slightly more than the current

total annual consumption in India'".
The Planning Commission (1961) has estimated the total production

of dung as 1090 million‘tonst Of this about 50% is uncollected and
thereby wasted. Only about 187 is used as farm manure and the rest is
used as fuel,

About 277 of the rural households in India are landless (see Mishra,
1979).

In one of the studies conducted on behalf of the Union Home Ministry,
it has been reported that when agricultural labourers pressed for

higher wages, the landlords in one of the villages in Tamil Nadu
converted their paddy fields into Casuarina plantations (see Anon,
1979, p. 1944),

The internal rate of return from the project is estimated as 89%,
a figure arrived on the basis of highly questionable assumptions.
Eckholm (1979) also seems to be impressed by such a farmer (or

probably the same) who has planted Eucalyptus over an area of 73
hectares of the farm (p. 52).

Singh (1979) reports an instance where dispute over wages and working
conditions between agricultural labourers and rich peasants led to a
retaliatory action by the handing over of the village common land to
the forest department by the peasant-dominated panchayat in order to

deprive the backward caste labourers of the facilities such as free
grazing etc,
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12, See Govt, of India (1976). '"Agricultural small timber and fuel-

wood should be provided to the rural population at a reasonable

price, considering that the viability of the rural economy is
greatly dependent upon the ready supply of timber needed for
agricultural implements, housing and other miscellaneous uses and
upon fuelwood as a source of domestic energy. Free supply of forest
sroduce to the rural population and their rights and privileges have

brought destruction to the forests and it is necessa to reverse the

process’ (p. 25).
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CHAPTER 2

- COST-BENEFIT ANALYSIS IN FORESTRY

DECISION~MAKING

From chapter 1, it is evident that many of the tropical

forest management problems arise from the distributional issues
involved in the alternative uses. This aspect needs specific

consideration in any decision-making process. Since cost-benefit
analysis is being increasingly used in public decision-making it is
necessary to see how distributional issues are dealt with. This

chapter attempts to review the application of cost-benefit analysis

in forestry decision-making from this aspect.

2.1 Objectives of cost-benefit analysis

Implementation of a project generates impacts of several kinds,
which for analytical convenience may be grouped as social, political,
economic, envirommental etc., Although some of these may affect
economic welfare only indirectly, still it is necessary to quantify
and evaluate them to arrive at the rigﬁt choice. Cost-benefit
analysis is a method of systematically assessing these impacts
in facilitate decision making.

Cost-benefit analysis has been defined as '"an economic appraisal
of costs and benefits, whether priced by the market or not, to
whomsoever accruing, both now and in the future, measured as far as
possible in a common unit of account, of alternative allocation of
resources or courses af action'" (Price, 1976). Although this
definition encompasses almost all types of impacts, in application,
however, emphasis is given to the efficiency aspects excluding the
economic implications of the distribution that arises from the

implementation of a project. Evaluation of projects is thus most
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often restricted to an 'economic analysis (see FAO, 1979) excluding
other impacts for one or other reasons.

Two principal objectives of undertaking cost-benefit analysis are,
firstly, to estimate in quantitative terms the iﬁpact of a given
alternative on a specified objective function and secondly, given a
number of alternatives, to identify those which contribute most to

the objective in order to aid decision making.

Although cost-benefit techniques are being used increasingly in
public decision-making, their systematic use in the choice of forest
land use alternatives is still an exception. In the next section an

attempt is made to review critically the work hitherto done on the

application of cost-benefit analysis in forestry so as to identify the

areas requiring specific attention.

2.2 Cost-Benefit Analysis in Forestry

The two major textbooks on forest resource economics give very
little attention to cost-benefit analysis. Johnston et al (1967)
make only a passing reference to the technique, concentrating
' attention on the use of discounting methods, particularly the merits
and demerits of net present value (NPV), internal rate of return (IRR)

and cost-benefit ratio in choosing alternatives. Gregory (1972) gives

an outline of the technique without going into the details of the

estimation of shadow prices, the most important aspect of cost-benefit

analysis. None,of the above authors discusses the use of the technique

in relation to the specific problems in forest land use or in respect

of the issues related to economic development of less developed countries.
Leslie (1967) discusses the use of cost-benefit analysis in

respect of investment in plantation programmes and stresses the need

for taking into account all costs and benefits. Since non-marketed

benefits are particularly preponderant in forestry, he emphasises the

need for directing research into their quantification and evaluation.
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Cost-benefit methodology along with simulation techniques was
used by Gane (1969) to analyse the contribution of the forestry sector
to tﬁe economic development of Trinidad. Gane correctly points out
that public policy statements on forestry in most countries are often
vague mainly due to the inclusion of all conceivable objectives, some

of which may be even mutually conflicting. For an evaluator this

poses problems in i&entifying the priorities. Although he recognises
the defects of the IRR criterion, he prefers it on the argument that
"shen it can be used the superiority of the internal rate of return
for allocating public expenditure seems unmistakable" (Ibid p.22)1.
Since the land utilised for forestry is reserved, all non-forestry

al ternatives are excluded from the analysis on the assumption that
they may not be actually pursued. Use of land in forestry is therefore
given a zero opportunity cost. Under forestry,CGane examines three
alternatives namely (1) raising teak plantations, (2) raising pine
plantations and (3) following the shelterwood system in the mixed
forestsg Simulation techniques are then used to estimate the impact
of these alternatives on national economic indicators such as value

added, employment, volume of timber output, profit and loss for the
sector and the effect on balance of payments.

As Gane concentrates on forestry's contribution to the Trinidad
economy as a whole, distributional effects of forestry have not been
dealt with., Further, at that time planners and economists were less
concerned with income redistribution, which, if growth takes place,
was assumed to follow through the trickle -down process. It is pointed
out that forestry operations are labour intensive, that wages paid
increase the imcome of the unemployed and underemployed and hence

that forestry projects on the whole have positive distributional

effects. Gane also presumes that benefits from increased wood production
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would in the long run benefit the workers asinceased profits to
manufacturers and exporters would increase savings and investments,
thereby enhancing the employment opportunities in the future.
Muthoo's.(1970) study on renewable resource planning uses
cost-benefit analysis to choose between the different alternatives.
Adopting linear programming methods, nearly 1190.options under

agriculture, animal husbandry and forestry are analysed for the Kashmir

state in India. Inputs and outputs are valued using the Little and

Mirrlees approach.. Alternatives are then ranked on the basis of their

benefit-cost ratios.

One of the issues dealt with in detail in the study is Ehe choice
of social discount rate. Muthoo suggests the use of the growth rate
target set for the country as the discount rate on the argument that
the legislators will not support development plans which involve
disproportionately more sacrifice of present consumption. This approach
has several drawbacks. Firstly, equating social discount rate with

the growth rate of per capita income implies the use of an income/utility
function with an elasticity of marginal utility (Emuy) of 1. However,

there is little evidence to assume that planners and policy makers adopt

such a utility function. Consistent application of the principle

would require its use to deal with iuter-personal distributional issues

also. Since Muthoo ignores the issue of income distribution the implied

Emuy = 0 which leads to an STPR value of zero.
Finally to presume that society expresses its time performance . ‘“ ,e
through the legislature requires a number of unrealistic assumptions.
In supporting or opposing a target growth rate it cannot be said that
the legislator was acting on his value judgement or was giving voice

to the time preference of the people he represents. His continuance

in the legislature in no way depends on his views on social time
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preference. Further, most politicians concentrate on shert term
plans, and targets are usually prescribed for 5 or 10 years.
Therefore, they are not completely free from the 'faulty telescopic
faculty' of the individualsa.

Identification of the alternatives on the basis of their

contribution towards allocational efficiency is the only objective in

Muthoo's work and hence distributional effects are not taken into
account as they are ''purely income transfers and pecuniary spill overs
which do not affect the economy as a whole'". It is also pointed out
that value judgements are required to decide the trade-off between
equity and efficiency, which the author prefers to avoid. As employment
generation is a means of achieving income redistribution, it is argeed
that efficiency pricing of labour will lead to the choice of labour

intensive techniques and hence the distributional effects are unlikely
to be regressive.

Important issues in the application of cost-benefit analysis to
forestry projects are dealt with at length by Watt (1973). He recomumends
the Little and Mirrlees approach for evaluation of forestry investments
and summarises tﬁe*method, particularly aspects such as the division
of inputs and outputs into traded and.non-traded, estimation of shadow
wage rate and the principles for deriving a discount rate. Although
the emphasis in the study is on economic profitability, Watt recognises
the importance of examining the distributional effects. It is suggested
that these are to be specifically included in a separate social and
political analysis, so that, where projects cause social hardships,
attempts can be'maae to rectify the situation, The distinction drawn
between economic and soci#l studies seems to be artificial and
unnecessary, because ultimately it is possible to express the latter in

economic values. However, this would require value judgements, which,
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Watt, like other cost-benefit analysts at that time, was reluctant
to make. .

Ferguson (1974) gives a brief account of the usefulness of cost-
benefit analysis and discusses the concepts of social benefit,
producers' surplus, consumers' surplus, derivation of discount rate etc.

A passing reference is made to the distributional effects of land

use alternatives and it is pointed out that the concept of social
benefit should take into account the incidence of costs and benefits

on various social groups and classes. As no consensus exists on
deciding the weights for inter-personal comparisons, it is suggested
that costs and benefits on -different groups should be estimated

separately and presented to the decision makers.

Pant (1975) is critical about the usefulness of existing
cost-benefit methods in forestry decision-making on account of the
preponderance of non-marketed costs and benefits in forestry. No doubt
non-marketables are important in forest land use, but that in itself
is pot a justification for rejecting the available methodologies as
unsuitable. What is probably more important is to develop methods for

quantification and valuation of non-marketed costs and benefits.

Strangely, Pant includes even 'the continuance of forests and forest
service' and the 'security of industrial raw material supply’' under
non-marketable items without any explanation. Distributional issues

are side~stepped on the argument that forest land is publicly owned

and hence the benefits therefrom accrue to the society as a whole.

Later the author argues the need for a guideline for forestry project

appraisal in India, so that some uniformity can be achieved in

evaluating investments in different parts of the country,
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Based on the experience in FAO in evaluating forestry development
projects, Arnold (1974) points out that cost-benefit analysis has
concentrated on four important aspects, namely (a) defining §he
project’'s inter-relationship with the environment, (b) removing

distortions in market values, (c) quantification and evaluation of

non-marketed benefits and (d) dealing with risk and uncertainty.

The World Bank's sector policy paper on forestry (World Bank, 1978a)
also outlines some of the issues in the appraisal of forestry projects.
Depsite the general commitment of the World Bank to improving income
distribution, the sector policy paper concentrates on allocational
efficiency and the use of distributional weights for the evaluation of
costs and benefits is recommended only when the tax transfer mechanism
is found to be ineffective in achieving the desirdd distribution.

FAO'S (1979) economic analysis of forestry projects (EAFP for
short) is specifically addressed to the practising foresters and deals
with most of the issues usually dealt with in conventional cost-benefit
methods, EAFP particularly deals with the identification of alternatives
and estimating the physical and financial flow of resources. For
inter-temporal comparison, EAFP prescribes the use of a consumption rate
of interest estimated by the planners for the eéonomy as a whole and
argues against the use of a lower discount rate for forestry merely
because it has some unique features., When no social discount rate
is available from the central planning office, it is suggested that
"the analyst can pick a rate such as 8 - 10 per cent and use it in the

main analysis" in conjunction with a sensitivity test (Ibid, p. 104).
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As far as the present methodology Is concerned, the most
important aspect of EAFP is the treatment of income distribution.

Although the recent attempts to integrate equity and efficiency are

acknowledged, EAFP ignores distributional issues, because:
"while such systems are conceptually sound, they are not
at a stage where they can be applied realistically in
practice in most cases, mainly due to the lack of
generally acceptable income weights for different groups
in society". (Ibid, p.18).
and thus suggests the use of equal weights to the costs and
benefits accruing to the different groups. In adopting this stand,
the authors of EAFP contradict their approach in using a discount rate,
because inter-temporal weights (discount rate) and inter-personal
income weights are based on the same value judgements. The consumption

rate of interest is derived on the basis of the growth rate of

per capita income and the elasticity of marginal utility of income,
the latter incorporating the distributional value judgemenca.

Once the value of the elasticity of marginal utility of income is
available, income weights can be derived without any further value

judgementss. The Squire and Van der Tak methodology has dealt

with this at length and hence it is difficult to understand why EAFP

clearly avoids this issue.
In spite of the various theoretical refinements in the application
of cost-benefit analysis, its use in forestry decision making is
still the exception. There are only very few cases where an effort
has been made to examine the social profitability of forestry at
the sectoral and project levels. To illustrate the general direction

and the differences in emphasis, two cases of the application of

cost-benefit analysis, from Britain and India,are summarised below.



1. The Treasury's (1972) study on forestry in Great Britain was
aimed at examining how far social benefits such as employment creation,

recreation, strategic considerations, improvement of balance of trade

etc. can contribute to tﬁe*profitability of forestry. The study was
carried out in three stages. Stage O, a pure commercial profitability
analysis taking the direct costs and benefits showed a rate of return
of 3%, far below the prescribed Eest discount rate of 1026. To examine
whether the rate of return can be iﬁproved, analysis was carried out

in Stage 1 wﬁere all costs and benefits were revalued at their real
resource costs. Thus a shadow wage conversion factor of 0.4 was
adopted for costing labour. Further, the. contribution of forestry
towards reducing migration, strategic factors, recreation and

balance of trade was also examined. Even on the basis of the revised
calculation, the profitability of forestry was found to be far less
than the prescribed rate of return. In order to improve the economic
profitability an attempt was made to reexamine management regimes

and cultural practices (Stage 2). Broadly the conclusions of the study
are, (1) new plantings even under modified practice and confined to

better quality areas cannot be expected to yield a return of 10% and

(2) restocking after clear felling under mofidied practices if
confined to better quality areas could yield a return of approximately

10%Z .

2. The next case is from Maharashtra in India, where cost-benefit
analysis was used for estimating the economic profitability of a project
for intensive forest management. The project 1is being undertaken on the
basis of tﬁe recommendations of tﬁe'National Commission on Agriculture

and is located in Eastern Maharashtra, populated primarily by tribals
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practising subsistence agriculture. Forestry is the major form of
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land use, with the moist mixed forests occupying almost the entire
| area. The forest department had been following a sustained yield
management policy, converting ; part of the natural forest to teak
plantations on a rotation of 100 to 120 years. Less accessible areas
! were worked on a selection system. Where natural teak does not occur,

a coppice with reserve system was followed. As per the project report

;' (Sathe and Susaeta, 1973) a specially formed corporation will take over
the management of this area with the objective of converting the natural
forest into plantations over a period of 50 years. The declared
objectives of tﬁe project are (1) increasing the productivity of the

land, (2) generating employment in the backward area, (3) building up

the infrastructure and (4) meeting the regional demand for industrial
wood. On the basis of technical feasibility, teak, bamboo and semul7
have been selected for replanting the cleared area. Implementation
of the project is expected to alter the composition of yield as given
in table 2.1
TABLE “2.1
" DISTRIBUTION OF WOOD OUTPUT

(In percentage)

Species From Natural Forests From Plantations
(Before Conversion) (After Conversion

Teak 5 62
Other industrial )

timber N1l 38
Miscellaneous

timber 10 Nil
Fuelwood 85 Nil
Total I 100 100

Source: Sathe and Susaeta (1973).




! Cost-benefit analysis was carried out firstly to select from
among the technical alternatives the most appropriate species
- combination and rotation and secondly to estimate the project’s

worthiness as a whole. Analysis was carried out at three institutional
levels; a pure financial analysis on the basis of monetary costs and

benefits accruing to the Maharashtra forest department, and economic

analysis from the point of view of the state government and the
central government using shadow prices. The financial rate of return

to the forest department has been estimated as 19.2%. Economic analysis
was carried out using a shadow wage factor of 0.73, which gave an

economic rate of return of more than 50%, justifying the implementation
of the project. Conclusions arrived at on -the basis of the analysis
are as follows: |

(i) "Intensive forestry associated with forest industry offers an
excellent avenue to develop the region without disturbing the basic
11fe pattern of the local pofulation.

(11) Both the silvicultural and forest management schemes
envisaged are not only compatible with the preservation of the
environment as it exists today, but in tﬁe long run, they open the best
practical possibility of preventing its destruction and

(1i1) when measured by the standard parameter of cost-benefit
analysis, the project appears as highly profitable".

Are these conclusions really valid, especially when the exercise
has not specifically énalysed all the relevant issues? Before examining

this, there are some interesting features of the analysis which

require elaboration.




From the appraisal report it appears that the analysis was carried
out not to aid decision making but to provide credibility to a choice
that has already been made. Sathe & Susaeta (1973) point out that
" eesess although the economic advantages of such an endeavour are
quite obvious it was deemed advisable to formulate the scheme in the form
of a project amenable to cost-benefit analysisﬁ. (p.117). In manipulating
cost-benefit analysis to end up with the alternative which the
decision makers have decided to implement, a number of assumptiorshave
been made about altyrnative use of resources. Forestry alone is
considered as the feasible land use and other alternatives, particularly

agricultural options, have been excluded without any valid reasons

being given. Within forestry the analysis is limited to a few technical
alternatives on the pretext of lack of information on other options.
| If cost-benefit analysis has to serve as a useful tool in decision

making, consideration of a wide range of feasible alternatives is as
important as using a sophisticated methodology (see Price & Nair,
forthcoming). Here, however, the analysis was not used to aid "
decision-making.

In the economic analysis shadow price is used only in the case of
labour. Using a sﬁadowwage rate lower than the market wage rate is

intended to facilitate the choice of labour intensive alternatives.

Since in this case no alternatives are considered, use of shadow wage
rate merely helps to give a very high economic rate of return. There

is also reason to doubt the validity of using a single shadow wage rate
throughout the year'wﬁen.the project agency contemplates the introduction
of mechanised weeding in order to avoid labour shortages during the

peak agricultural season (See Sathe & Susaeta, 1973, p. 136). One
alternative would have been to use seasonal shadow wage rates. However,

in this case it would not have made any difference as the purpose of
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the analysis was not to facilitate decision making.

Another important feature of the appraisal is that output of wood
from the initial Harvesting of natural forest is treated as a project
bene fit on the argument that 'the natural forest is a god-given asset
and the benefits therefrom would not have been realised without the

project" (see, Sathe, 1975). As a compensation for the use of the

growing stock, a nominal rent worked out on the basis of the previous
three years net revenue from the area will be paid to the government.
Rent however should depend upon the capital value of the land and the
growing stock and is related to the alternative opportunities. 1In
estimating the rent on the basis of*the income obtained during the
previous three years, it is implicitly asjiumed that the only alternative
available is the traditional management., However, the government do
have other options. The growing stock can be removed and the land
and the income could be utilised for other purposes. Considering the
wood output from the initial harvesting as a benefit from the project
leads to erroneous conclusions by boosting the profitability of the
teak plantation project, although these benefits would have been
available in the case of other alternatives = such as agriculture =
also. Sucﬁ an approacﬁ tends to favour alternatives that deplete
the stock resources at a faster rate.

Evidently on account of the drawbacks and the limited purpose
of cost-benefit analysis, the conclusions arrived at in the project
report are suspect. The argument that the project is unlikely to affect
the basic life pattern of the local population is not supported by an
analysis of the income distributional effects of the project.
As explained in Cﬁapter?l, expansion of forest plantations could have
serious adverse effects on the subsistence sector. Loss of food

production from the area may substantially affect the population,
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especially when it is a closed economy. The fact that the project
provides some seasonal wage employment need not imply that the local
people on the whole tend to gain.

The claim that the project enables the 'preservation of environment'’

is not based on an analysis of the environmental effects, but is

merely an assertion., Despite the methodological problems in

quantification and evaluation, the environmental effects can be
included in the analysis of land use alternatives. However, no

such attempt has been made in this case. One would rather suspect
that extensive clearfelling of the mixed moist forests and their

replacement with plantations would have serious adverse environmental

effects. The analysis seem to have ignored this.
2.3 Trends in Foréstgz Cost-Benefit Analysis:

From the above review of forestry cost-benefit analysis, certain
general trends can be discerned. Most often analysis is carried out
to improve the acceptability of forestry projects rather than to
provide an objective means of identifying alternatives. Every attempt
is made to show that the social costs of resources used in the project

are low, or alternatively, the social benefits are higher than

the market value of the products and services. Quite often

opportunity cost of land is regarded as zero (World Bank, 1978a)on
the argument that foreétry is the only opportunity and that other

alternatives are inappropriate on account of the 'enfaronmental costs'.
Use of a shadow wage rate lower than the market wage rate is readily
accepted on account of its effect on improving social profitability.
When the social cost is substantial and the social benefits from

the marketed products are not sufficient to make the project

acceptable, considerable effort is directed towards the quantification

and evaluation of non-marketed benefits.



One of the paramete;s that affect .the net profitability of
forestry 1s the social discount rate and tﬁerefore discounting has
been a well-debated topic, especially after the British Treasury's
use of a discount rate of 107 in their cost-benefit analysis of

forestry. Foresters have been arguing that such a discount rate 1is
inappropriate for evaluating forestry investments.on account of their
long production period and the higﬁ proportion of non-marketed
benefits. Arguments for a low or zero discount rate on the basis of

these special characteristics have been refuted (Price, 1976a),although

there are strong reasons for adopting a zero discount rate as a

8
general case .

When wood output from the initial harvesting is allowed to be

included as a project benefit, the choice of discount rate and the
estimation of non-marketed benefits becomes unimportant, because
even without a low discount rate and the inclusion of non-marketed
benefits, the project gives a high net social benefit.

Evidently little effort has gone into the analysis of

distributional effects of forestry investments, although, as described
in Chapter 1, they are crucial in the choice of tropical land use
alternatives. The arguments put forth for ignoring distributional
effects are,
l. that, in less developed countries what is necessary is to
achieve allocational efficiency and redistribution would
take place through the trickle-dowm process or,it can be

taken care of through the tax transfer mechanism
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(2) that,in .most less developed countries foregtg are under
public ownership and, since the benefits therefrom accrue
to the government, distributional considerations are

unimportant.

and (3) that,tﬁere are no generally acceptable methods for deriving
the income weights applicable to tﬁe different groups.

As will be described in the next chapter, the trickle—down process
and the tax transfer mechanisms have clearly failed to bring about any
redistribution. The assumption that public projects improve income
distribution implies that the government is an impartial arbitrator
in class conflicts, an assumption proved to be unrealistic. The third
argument is evasive, because if the analysts are convinced about
the need for incorporating équity considerations, it is up to them to

devise procedures for estimating the required values. Failure in this

respect leads to the use of an implicit weight of 1 to the income of

all individuals.

i

Since the study of distributional effect of forestry land use 1is

a field completely mneglected hitherto, it seems appropriate to
concentrate attention on this aspect. The present study is therefore
largely concerned with developing a methodology by which the distributional

implications of investments can be dealt with more thoroughly.

2.4 Does forestry require any special consideration?

Forestry practitioners have time and again argued for treating
forestry differently from other land uses. The long production period

and the preponderance of non-marketed components in the benefit stream
have been pointed out as justification for a special criterion. This
leads to the question as to whether a criterion for choice should be

guided by pure technical considerations or by social objectives.
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Prescribing a norm on the basis of the technical features of a °
production process would in no way help in the choice of alternatives,
because each alternative may have its own specific characteristics,
and then comparison with other alternatives becomes difficult., If
ultimately the objective of undertaking production is to fulfil

specified social objectives, the criterion for choice has to be based

on social considerations.

Social objectives and the strategies adopted to achieve them thus
become the basis for formulating a choice criterion. Rather than
devising a methodology which in some way is 'suitable' for analysing

forest land use alternatives, it is more important to see whether the

available methodologies are related to the social objectives.

This aspect is dealt with in Chapter 3,

2.5 Summary and Conclusions:

Cost-benefit analysis in forestry has given considerable attention
to the quantification and evaluation of non-marketed benefits, primarily
to improve the social profitability in comparison with other alternatives.
Altﬁough most of the forest land use conflicts arise from thelir

distributional effects, this aspect has almost completely been ignored.

The present work is largely aimed at correcting tﬁis imbalance.

A frequently-raised question is*wﬁether forestry requires a
criterion different from others as regards social evaluation.
Since choice is to be guided by social objectives, formulating a
methodology exclusively for forestry project appraisal will be
unacceptable., Decision-making tools such as cost-benefit analysis

should be based on social objectives and the means adopted to achieve

them. Part II of this thesis examines these issues and proposes a

generally applicable methodology when fulfilment of basic needs is the

objective.
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Notes

1. See,Chapter 8 for a detailed critique of the IRR criterion.
2. Note that these alternatives are not mutually exclusive as
they are carried out in different areas.

3., See,Chapter 8 for a detailed discussion

4, TFor a discussion on the derivation of the consumption rate of interest
See,Chapter 8

5. See,Nash et al. (1975) for a discussion on the role of value

judgements in Cost=-Benefit methods

6., The test discount rate has since been reduced to 5%

/7. Teak : Tectona Erandis

Bamboo : Dendrocalamus strictus

Semul ¢ Bombax ceiba

8. See,Chapter 8 for a detailed discussion
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CHAPTER 3

DEVELOPMENT STRATEGIES AND PROJECT APPRAISAL

rittle and Mirrlees (1968, 1974) categorically dismiss the
relevance of a development plan or a development strategy in the
context of project choice using cost-benefit analysisl. The project
evaluator is considered to be powerful enough to influence the

general policies of governments, Other methodologies, notably the
UNIDO Guidelines (UNIDO, 1972), recognise the limitations of the

analyst and the control that can be exercised on government
policies (Sen, 1972), and do take into account the importance of
development strategies. In the UNIDO methodology, national

parameters specified by the policy makers are supposed to reflect-
the strategy for development. But the link between cost-benefit
analysis and development strategies is much stronger than that
conveyed through the naj:ional parameters. Assumptions underlying
the analysis of development problems have influenced the strategies
as well as the cost-benefit techniques.

This chapter aims at analysing the link between development
strategies and cost-benefit analysis. It is then argued that when
the strategy changes, it is necessary to modify the cost-benefit

techniques too, because a technique appropriate for a given strategy

may become irrelevant under a different strategy. More recently

there has been considerable emphasis on adopting a basic needs
strategy (ILO, 1976; see also World Bank, 1980; ICIDI, 1980) which
differs radically from those advocated earlier. Hence it is necessary

to examine the relevance of existing project evaluation methodologies

in the context of a basic needs strategy and if necessary modify

them.
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3,1, Development Strategies

To understand the relevance of development strategies it is
important to know precisely what is meant by development. Although
it encompasses both economic and non-economic dimensions, most
often discussions on the topic are limited to the former. A general
consensus exists as regards the distinction between growth and
development. The former is a quantitative process, 'involving
princiﬁally tﬁe extension of an already established structure of
production’ whereas the latter implies qualitative changes and the
creation of new economic and non-economic structures (Dowd, 1967).

Thus,growth is primarily seen in the context of a given institutional

structure, while development implies changes irn the institutional

structure as well (Wilber, 1969). Growth (defined appropriately)

is a necessary but not sufficient condition for development.

A typological study of development strateéies 18 not only
useful in identifying the available options, but also helps to
focus attention on the appropriateness of cost~benefit methodologies.

Broadly the various approaches for analysing development problems
can be grouped into three, namely (1) the neo-classical market-

mechanist)(Z) the structuralist and (3) the marxist. The neo-

classical analysis views development as a problem of resource

allocation, puts complete faith in the market mechanism and postulates
that a free play of competitive markets ensures efficiency in

resource use, thereby achieving growth, The structuralist approach

perceives the market distortions as a resultant of institutional
factors, both national and international, arising from the satellite~-

metropolis relationship between the developing and developed countries

and the backward and the modern sectors within the country, existence
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of vested interests etc. The power structure continuously influences
the operation of market and non-market forces to its advantage. The
marxist approach goes deeper and identifies class relations based on
mode of production as the crucial factor. The first step suggested
is the modification of relations of production through radical
reforms, thereby achieving socialisation of production and
distribution. Each of these approaches has some relevance to the
problems in developing countries. Of late there have been increasing
attempts to reject dogma and to evolve broader trans-ideological
approaches,

In analysing the relationship between project appraisal and

development strategies the above categorisation is notof great help.
This is largely because cost-benefit analysis has initially evolved
as a neo—-classical tool for achieving allocational efficiency in the
context of the existence of market imperfections. An operationally
more appropriate categorisation has been provided by ILO (1976) and
Lisk (1977), Strategies are groupeﬂ there as (a) growth—-oriented
(b) employment=-oriented and (c) anti-poverty oriented. Griffin's

(1973) classification of strategies into technocratic, reformist and

radical, takes into account the social and political realities
existing in the less developed countries (see also Stewart and

Streeten, 1976).

However, in substance these two groupings seem to be identical
in many respects. A growth-oriented strategy is usually associated
with a technocratic approach giving pfiority to allocational efficiency
to achieve rapid growth rates of income. An employment-oriented
strategy cannot be treated as entirely different from the growth

strategy; it retains most of the growth objectives and employment
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generation is considered as an additional objective. Depending upon

the measures advocated, anti-poverty strategies can be either

reformist or radical,

To establish the 1link between development strategies and cost-

benefit analysis and more particularly to examine the relevance

of existing CB methodologies, it is convenient to group them as

(1) the growth strategy, conventionally adopted, (2) the redistribution
with growth strategy, systematised under the auspices of the World
Bank and the Institute of Development Studies and (3) the basic

needs strategy proposed by the International Labour Office. Although
in the following analysis these strategies are treated separately,

it must be borne in mind that the experience with the earlier ones

has been responsible for the search for alternatives, leading to the
evolution of new strategies (see Streeten, 1979).

3.1.1. The Growth Strategy

One of the factors which stimulated interest in the study of
economic development was the attainment of political freedom by a
large number of colonies during the post-war perigé. To start with
the emphasis was on highlighting the difference between the developed
and the less developed in terms of aggregate indices such as per
capita GNP, availability of consumer durables etc. Such comparisons,
although helping to focus attention on inter-country inequalities,
obscured many of the specific characteristics of the countries in
question and led to the belief that the objective of development is to

improve the conditions in the less developed countries to those

prevailing in the developed countries. The growth strategy is a

direct outcome of this thinking.

As a category, less developed countries have been identified as

possessing a number of common characteristics such as low levels of
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industrialisation, low per capita productivity and income, high
propensity to consume, low savings and investments, high growth rates
of population, under-utilisation of labour, poorly developed markets,
the predominance of non-monetised sector, etc, These characteristics
are inter-related, forming the cause as well as the effect, giving

rise to the 'interlocking vicious circles of poverty' (Nurkse, 1953)
apparently substantiating the.argument that 'poverty sets up

insurmountable obstacles to its conquest' (Bauer, 1965). In

prescribing solutions, frequently a single factor is identified as
the most crucial in overcoming the problem of “underdevelopment,
leading to what Streeten (1972) refers to as 'single barrier theories

of development'. Dominance of the theory of diminishing marginal

utility influenced most of the development concepts. In most less

developed céuntries, labour, being abundant as compared with other
factors of production (notably land and capital), tends to have low
marginal productivity. Increasing the stock of capital, either by
stimulating domestic savings and investment or through external

aid was therefore given considerable importance. Capital formation

thus became the critical factor in development (Dopfer, 1979), Lewis

(1955) argued that "the central problem in the theory of economic

development is to understand the process by which a community which
was previously saving 4 or 5 percent of the national income converts

itself into an economy where voluntary saving is running at 12 to 15%

of national income or more" (Ibid, p. ).

Balanced growth (Rosenstein-Rodan, 1943, 1961) and unbalanced
growth (Hirschman, 1958) are two variants of the growth strategy.
According to the balanced growth strategy, isolated efforts are

incapable of breaking the 'vicious circles of poverty' and hence a



concerted effort in all sectors is required whereby investments become
complementary and external economies can be fully taken advantage of.
This implies centralised planning and public sector participation on

a large scale, without which the 'critical minimum effort' (Leibenstein,
1963) may not be forthcoming to push the economy to the 'take-off stage’

" (Rostow, 1960), Hirschman's unbalanced growth strategy emphasises the
intersectoral linkages; investment has to be directed towards
strategic sectors and it was argued that the resulting supply-demand
disequilibrium could stimulate investment in other sectors. The
linkage hypothesis which is fundamental to Hirschman's strategy
suggests the ranking of sectors on the basis of their total linkage,

and under identical conditions a country which gives priority to the
high linkage sectors is likely to achieve a more rapid rate of growth
than a.coﬁntrywhich gave equal importance to all sectorsz.

Leaving out minor differences in their approach, all variants
of the growth strategy are based on enchancing the investment in
physical capital., The higher the rate of accumulation, the larger
the labour force that can be transferred from the surplus agricultural
sector, and the higher the rate of transfer, the larger the volume
of output. Models on which plans were drawn up in the less developed
countries (see Mahalanobis, 1953) were primarily concerned with
attaining a specified level of investment, worked out on the basis
of a target per capita GNP and an assumed capital/output ratio. This
also helped the planners in estimating the external assistance
required to bridge the gap between expected domestic savings and
targeted investments.,

Shortage of skilled labour and entreprenuership is considered
another constraint in many less developed countries. Overcoming this

requires investment in providing education and basic health facilities
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and imparting skillss. In exactly the same way as physical capital,
these investments increase the marginal product of labour and therefore
are treated as investment in human capital. In short, whatever be

the variant, the growth strategy is concerned with (a) investment in

physical capital to increase the stock of machines and other
productive assets and (b) investment in human capital to increase the
skills and thereby the lébour productivity,

Resource scarcity imposes a crucial choice between present
consumption and investment, As investments could generate higher
levels of future consumption, the growth strategy categorically
discourages present consumption. Redistribution of income and to some
extent employment generation are viewed in this light, Egalitarian
measures increase present consumption and reduce reinvestible
s;rplus, affecting future growth rates, 1In fact, some even favour
an inequitable distribution of income to stimulate savings and
investments (sée, Lewis, 1955). Even the choice between labour-

intensive and capital intensive techniques is examined in this

perspective, It is argued that the former tends to increase
consumption, reducing investment and future output and hence future
emp loyment.,

The concept of marginalism which pervades every aspect of neo-
classical economic theory has influenced the theory of income
distribution also. Income distribution is treated as a special case

of price theory (see Lipsey, 1963)., Lipsey argues that
" «esee the income of any factor of production (and hence
the amount of the national product that it is able to
command) depends on the price that is paid for the
factor and the amount that is used. If we wish to build
up a theory of distribution we thus need a theory of
factor prices and quantities, Such a theory is a
special case of the theory of price".
(Lipsey, 1963, p. 407, 1967 Edn).
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Capital accumulation should continue till full employment is
achievgd. Once surplus labour ceases to exist, distribution of
income between the various factors of production (mainly labour and
capital) will be determined by their respective marginal products.
Thus, redistribution and full employment are left to be solved in the

long run.

3.1.2 Redistribution with Growth Strategy

The experience with the growth strategy during the 1950s and

1960s raised doubts about its relevance to tackling the problem of
underdevelopment, Not only did the spread and trickle-down effects

failed to materialise, but also the backwash effects (Myrdal, 1968)

led to the impoverishment of poorer sections in society (Adelman, 1975).

Chenery (1974) summarises the ineffectiveness of the growth strategy

as follows:

"It is now clear that more than a decade of rapid growth
in underdeveloped countries has been of little or no
benefit to perhaps a third of their population. Although

the average per capita income of the third world has increased

by 504 since 1960, this growth has been very unequally
distributed among countries, regions within countries and

socio-economic groups. Paradoxically, while growth policies

have succeeded beyond the expectations of the first
development decade, the very idea of aggregate growth as a

social objective has increasingly been called into question"

(Chenery et al, 1974, p. xiii),

An increasing awareness about the inadequacy of the growth
strategy led to discussions on integrating redistribution with growth,
This was first indicated by the ILO's employment mission to Kenya
(ILO, 1972), The discussion generated thus led to the formulation
of the redistribution with growth strategy (RWG for short), primarily

attributed to the initiative of the World Bank and the Institute of

Development Studies, Sussex (see Chenery et al, 1974).
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The strategy aims at bringing about a redirection of investment
in the economy favouring poverty groups, Important features of the
strategy are: (1) identification of target groups = consisting mainly
of small farmers, landless 1abourers,'urban unemployed and under-—
employed earning low incomes from the inform#i sector: (2) investment
in physical capital to incérease the productivity of assets owned by

the small holders, small scale and cotfage industries and those in

the urban informal sector; and (3) investment in human capital to
increase the labour productivity and thereby increase the income-

earning opportunities for the unemployed and those who are employed

in the low productivity sectorsa. .

From the nature of the solutions suggested, the redistribution
with growth strategy seems to be a variant of the growth strategy.
Although the growth strategy has been criticised as inadequate for
solving poverty, RWG does not reject the concepts and assumptions
underlying it., Economic growth is treated as relevant for the entire
econoﬁy and all that 1s suggested is a marginal redirection of
investment to bring the target groups into the main stream economy.
Neither the directionnor the content of growth are questioned.
Reluctance to abandon the growth framework is evident from the

following:

(a) RWG considers suboptimality of savings and investments

run and thereby the income of the poor. Ahluwalia and Chenery point

out that the income of the poverty groups is determined by (a) wages



from the modern (high income) sector, (b) wages from small scale
producers, (c) income of the self-employed, based on their own

stock of physical and human capital and. (d) net transfers from the
rich, It is therefore argued that a reduced growth rate of income
for the upper income groups is ultimately bound to affect the income
of the poor (Chenery et al, 1974, p. 46).

(b) Redistribution of existing assets is not favoured on
account of the 'high social costs arising from the possible social
and political disruption' (Ibid, p. 49).

As neither a radical redistribution of assets nor a
sustained transfer of income are favoured, the only alternative
available is investment in increasing the productivity of assets
(both physical and human) owned by the target groups. Redirection
of public investment is proposed to be achieved through weighting
the costs and benefits, Chenery and Ahluwalia (1974) recommend
the use of poverty weights where equiproportional increase in

income among all groups is given the same weight.

3.1.2.1 A Critique of the RWG

Being a variant of the growth strategy, RWG is wvulnerable

to all criticisms raised against the earlier strategy. Poverty
and income inequalities cannot be attributed entirely to the lack
of physical and human capital (Lal, 1976) and the remedial
measures suggested in RWG tend to be ineffective. The quantum

of investment proposed to be redirected (2% of the GNP per annum -

see Ahluwalia and Chenery, 1974, p. 235) is marginal when compared
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with the magnitude of the problem., Simulation studies by Hopkins
et al (1976) on the Philippines demonstrate that redirection of
investment may not have any significant impact on the pattern of
income distribution, A similar conclusion has been reached by
Sinha et al (1979) in respect of the situation in India. Asset

redistribution 1s considered to be a sine qua non for bringing

about a redistribution of income.‘ Empirica1 evidence on the
working of organisations such as the Small Farmers Development
Agency (SFDA) and the Marginal Farmers and Agricultural Labourers
Development Agency (MFALDA) in India indicate that as long as
asset distribution remains unaltered, target-group-oriented
investments tends to benefit non-target groups (Ray, 1979).

The human capital approach to income redistribution
emphasised in the RWG looks into the supply side only, assuming

that a demand for skilled labour already exists. In most cases,
investment in human capital and physical capital are complementary;
investment in sophisticated machines invariably requires

investment in imparting skills, Redirecting investment into human

capital of the poverty groups will be helpful in increasing their

income only when (a) there is an increase in the physical capital
owned by the poverty groups or (b) there is sufficient investment

in physical capital elsewhere in the economy to generate a

demand for skilled ldbour6.

For the above reasons, the relevance of the RWG is questionable.

Leys (1974) points out that RWG is intended to perpetuate the

status quo., My doubts about the usefulness of the strategy arise

from its reluctance to question the nature and content of growth and



to discard the conventional concepts underlying the growth
strategy. It is true that the saving propensity of the higher
income groups is high, but that alone is not an argument to
oppose a drastic redistribution of assets and income. Often
consumption of richer groups requires capital intensive production
and hence the net savings contribution of such groups tends to be
low (Hazari, 1976).
3.1.3 The Basic Needs Strategy

ILO's (1976, 1977b) basic needs strategy is another outcome
of the realisation of the inadequacy of conventionél development
strategies for solving widespread poverty. Even the contribution
of the employment generation policies initiated under the world
employment programme has been marginal, This necessitated the
redefinition of development objectives in terms of fulfilling basic

needs, Basic needs are defined,

"as the minimum standard of living which a society should
set for the poorest groups of its people. The satisfaction
of basic needs means meeting the minimum requirements
of a family for personal consumption: food, shelter,

clothing; it implies access to essential services such as
safe drinking water, sanitation, transport, health and

education; it implies that each person available and

?illing to work should have an adequately remunerated
JOb"o (ILO, 1976) .

Important features of the strategy are as given below:
(1) Unlike the growth strategy and the RWG strategy, the emphasis
on basic needs sees no conflict between growth and distribution.
Wider distribution of income need not lead to reduced growth rates,
On the contrary it may even stimulate growth in certain sectors

(Cline, 1972; Foxley, 1976), The major emphasis is on changing the
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direction and content of growth. Production of non-essential items
is to be discouraged, while investment in the production of
essential items = basic needs goods = is to be increased.

(2) Employment generation is to provide the basic needs income

and should be complementary to the production of basic needs

goods.,

(3) The strategy envisages the provision of basic consumer services
to the entire population, financed from progressive taxation,
(4) Ultimately the objective is to achieve reduced inequality of
household consumption of goods and services to meet basic needs.

The ILO strategy requires the setting up of institutions to

enable decentralised decision-making and democratisation of
grass~roots level organisations to encourage public participation7.
Assets are to be redistributed to reduce disparities in income and
wealth. These suggestions make the approach quite radical in
comparison with the earlier strategies, It is this whicl} also makes
the strategy 'less practical', for political realities in many
developing countries may infact hinder the adoption of any radical

solutions which are generally detrimental to the established

interests., Distribution of economic and political power is closely
agsociated (Knight, 1976) and if the poverty groups had sufficient

voice in decision-making, they would not have remained poor.

3.2 Choice of a Development Strategy
3,2.1 An Ideal Society

A strategy for transition is obviously dependent on the ultimate

state of the society = a preferred state - that one considers ideal.

But the preferred state is a normative concept largely influenced by one's
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value judgements, Despite differences in approaches, there seems to
be some general agreement on the structure of an ideal society. The
ultimate objective seems to be the unhampered development of the

individual, In his Critique of the Gotha Programme, Marx (1875)

elaborates the concept of an ideal communist society as,

"In a higher phase of communist society, after the enslaving

subordination of the individual to the division of labour, and
therewith also the antithesis between mental and physical labour

has vanished; after labour has become not only a means of life,
but life's prime want; after the productive forces have also

increased with the all-round development of the individual
and all the springs of cooperative wealth flow more abundantly =

only then can the narrow horizon of bourgeois right be
crossed in its entirety and society inscribe in its banners:
From each according to his ability,to each according to his
needs!" (Ibid, p. 23).
Meeting needs is thus given priority in an ideal communist society,
as it 1s a prerequisite for human development.
Although the means advocated are.quite different from the Marxian
approach, the Gandhian principle of Sarvodaya = development of all = also

emphasises a society where meeting basic needs is given priority., Village-

based self-reliance is an important ingredient of the Gandhian concept

of development,

Rawls's (1971) theory of justice advocates a '"maximin principle' for
the organisation of an ideal society, Social institutions should be
organised in such a way as to benefit the least advantaged, and a system
of 'equal rights to an extensive system of equal liberties' should be the
basic principle., Need for giving priority to the requirements of the poor

is stressed in the second principle that,

"social and economic inequalities are to be arranged so that
they are both: (a) to the greatest benefit to the least
advantaged, consistent with the just savings principle, and
(b) attached to offices and positions open to all under conditions

of fair equality of opportunity", (Ibid, p. 302),

Herrera et al (1976) identifies the final goal as the establishment

of an egalitarian society at both the national and international levels,
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where social needs and not profit motives, determine the nature of
production. In such a society each human being will have fundamental rights
regarding the satisfaction of basic needs = both material and non-material -
that are essential for the fuller development of the individual. More
recently, Galtung (1980) lists some of the characteristics of an ideal
society, of which the most important are, equity, permitting no exploitation
and diversity,permitting maximum internal variation., Self-reliance and the
individual'’s control over his own economic situation will be an important
feature of such a society, Satisfaction of the basic or fundamental needs =

such as food, clothing, shelter,etc - will be given the foremost priority.

My own value judgements favour a society described as ideal by Marx

(1875), Gandhi (1966), Rawls (1971), Herrera et al (1976), Galtung (1980) ,
or the one frequently mentioned in the Kerala folklores’g. It is only
under an egalitarian society that all individuals will get opportunities
for fuller development. Systems based on exploitation, covert or overt,
are bound to collapse in the long run, More than anything else, it is the

inequalities in society = in the distribution of political, economic and

military powers - that are causing the environmental strains in the form

of resource depletion and irreversible changes in the ecosystem}o.

Interpreted in a wider sense, equality extends to future generations too,

requiring the use of resources in such a way as not to jeopardise the 1ife

of future generations,

3,2.2 Choice of a Strategx

The relevance of any development strategy depends upon how far it
contributes to the transition to the ideal state. As emphasised earlier,
meeting basic needs is of foremost importance in the preferred society.
Experience during the last two or three decades has demonstrated the inability

of the growth strategy to meet basic needs. Herrera et al (1976) estimate

that if basic needs are to be met under the current pattern of income
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distribution, for the Far East and Indian Region, the per capita gross national
product should increase to about $1170, vwhereas with anegalitarian distribution,
basic needs can be met with a per capita GNP of about $430. To

fulfil basic needs by the end of this century under the growth and
trickle-down approach, for most developing countries the current

growth rates will have to be doubled (see Herrera et Elb1976: Stem,

1975; ILO, 1976) a task almost beyond the capability of most countries,

Proponents of the redistribution with growth strategy argue that,

given the real politik in most developing countries, radical changes

in the distribution of income are quite unlikely and hence it is
necessary to adopt a course which is feasible (Jolly, 1976)11. They
believe that the marginal improvements possible given the constraints
are adequate to improve the situation. By refraining from suggesting

changes in the pattern of asset and income distribution, such

authors implicitly justify the status quo. No wonder the strategy

has found acceptance in a number of countries, especially among the
ruling elites: The 'practicability' of the strategy arises.from
its status quo orientation and at the most it can be seen as a
palliative,

Compared with the redistribution with growth strategy, ILO's

basic needs strategy goes a long way towards achieving a transition to

an ideal state. Firstly, the strategy gives priority to the
fulfilment of the basic needs of the neediest in society. Curtailment

of the production of non-essentials releases resources for increased
production of essential items., Although growth is not rejected,
emphasis 1s given to altering its content and diréction. Secondly,
the strategy argues for self-reliance and development based on

local resources and skills and hence is least exploitative of other

communities, regions and countries. Finally, in a world of finite



resources, the basic needs strategy seems to be the only alternative

which is environmentally viable. When extended to the inter—
temporal dimension, it provides a sensible solution to the problem
of inter—generational equity.

The argument that diversion of resources to meet basic needs
hampers growth is not substantiated. On the contrary, recent studies
indicate that emphasis on meeting basic needs does not necessarily
lead to a decline in growth rate., The development experience of
Srilanka is a typical example., Srilanka is a country where
considerable importance was being given to meeting basic needs.
Consequently, itshﬁerformance in respect of indicators such as
life expectancy, literacy rate a&d infant survival is exceptional
among low-income countries. The diversion of resources towards
education, health and nutrition programmes has not affected the

growth rate of per capita income (2% during 1960-77) which is far

above the mean per capita growth rate for the low income countries
(1.4% during 1960-77) (see World Bank, 1980, p. 90).

| The feasibility aspect of the basic needs strategy has also
been subjected to criticism. A pre-requisite for the adoption of a
basic needs strategy is the existence of decentralised democratic
decision-making institutions (ILO, 1976, p. 66), which disqualifies

most countries from adopting the strategy (Lal, 1976)., The existence
of such institutions itself indicates a wider distribution of political
and economic power, in which case the adoption of a basic needs
strategy becomes less urgent. However, the chicken or egg first
controversy should not be allowed to obscure the significance of the
strategy. Any given set of institutions is a product of the

underlying relations of production and ought to be changed when

production relations are altered., It is true that in the early stages
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institutional problems are bound to crop up; it is unrealistic to
expect to have a readymade set of institutions for facilitating the
implementation of any new strategy. The process of building up
appropriate institutions has to take place simultaneously.

As is evident from the policy statements of governments and

international aid agencies, there is an increasing concern with
meeting basic needs. Whether they are just populist slogans or not

tg a different matter., Whatever be the ultimate intention of

statements - be they made out of a genuine concern or be they
voiced as a palliative to prolong the hold of the ruling elite =
the analyst will be on the right path to incorporate it in‘project

analysis. If governments are genuinely interested the conclusions
of the analyst will be accepted., If the conclusions are rejected
at least'itwill enable the analyst to expose the hollowness of
policy statements = a worthwhile contribution to society at large.
Even developed countries are now being urged to give priority

to meeting basic needs. In a recent report the E.I.U. (1981) stress

the need for restructuring the economics of developed countries,

where meeting the minimum standard of living should be given a
nriority to which growth and profitability have to be subordinated.
Given the ethical preference for an egalitarian society, I
consider the basic needs strategy as the most relevant of the
available alternatives., It is this value judgement that guides the
search for an appropriate technique for evaluating public investment
alternatives.
3.3. Cost-Benefit Analysis and Development Strategies
Do development strategies have any relevance for the formulation
and application of cost-benefit methods? or in other words can one

use existing cost-benefit methodologies irrespective of the development
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strategy adopted? Although some dissociate the two it is evident
that cost-benefit techniques did not evolve in a vacuum and seem €O
' have been influenced considerably by the prevalent strategies.
Usually three stages are identified in the application of cost=
benefit analysis. The first stage is a financial agalysis, intended
to examine the commercial feasibility of a project. Actual cost~
benefit analysis ;s carried out at the second stage, and is usually
referred to as economic analysis. It is at this stage that costs and
benefits are evaluated using accountiné prices, Social analysis 1is

carried out at the third stage, incorporating the distributional impacts

of projects,
In the subsequent sections it is argued that economic analysis
is associated with the growth strategy, while the social analysis

is the outcome of the emphasis on the redistribution with growth

strategy.

3.3.1. Economic Analzsis

Scarcity of resources (capital, skilled labour, foreign exchange
etc.) has been singled out as an important cauge of underdevelopment;
hence achieving specified growth rates of GNP is thought to depend
upon whether resources are allocated efficiently between the available
alternatives, Valuation of resources = inputs and outputs - using
accounting prices 1s principally éuided by the efficiency objective,

How far the concepts and assumptions underlying the growth strategy have
influeﬁced economic analysis i8 described below.

(1) The growth strategy advocated rapid industrialisation as an
important means of accelerating the process of development., Emphasis
given to industrialisation is reflected in the approach of earlier

methodologies, which were exclusively concerned with the analysis of



-70=

industrial projects. For example, the first version of the Little
and Mirrlees method (1968) dealt with the analysis of industrial
projects only. UNIDO (1972) also gives emphasis to industrial
projects,
" ... in these guidelines we are taking for granted
that the government has decided to embark on a

plan for industrialisation .eee'

and hence the methodology 1is

"concerned with evaluating industrial projects that
compete for available funds'" (Ibid, p. 65).

2(a) One of the major causes of underdevelopment is identified as the
lack of capital, arising from low savings and investments. To favour

investment alternatives that increase savings, in economic analysis
a premium 1s attached to the income that 1is saved.

(b) Shortage of foreign exchange arising from the imbalance in
trade is regarded as an important feature of a less developed economy.
Giving a premium to the foreign exchange earned or saved by using a
shadow exchange rate (UNIDO, 1972) thus favours projects which increase
exports or reduce imports. The Little and Mirrlees method directly

relates the impact of projects to the balance of payments by using world

prices as accounting prices.

(¢c) The surplus labour theory, which influenced the formulation of
a growth strategy based on industrialisation through the transfer of
labour to the modern sector, also influenced the method of gosting
labour in economic analysis, Marginal product of labour tends to be
close to zero in a situation of unemployment and under—-employment
and hence it is argued that the real resource cost of using labour is

far less than the market wage rate. Cost=-benefit methodologies pay

considerable attention to estimating the shadow wage rate where impacts



such as loss of marginal product, effect on savings and investments,
and social value of increased consumption are incorporated.

3. Economic analysis completely ignores the income distributional
aspects of public investments. In line with the assumptions
underlying the growth strategy, accumulation of capital is treated
as the most important factor. As redistribution of income increases
immediate consumption, it is treated as detrimental to achieving
allocational efficiency on the assumption that there is under—
investment. Although redistribution of income is considered
important, it is argued that cost-benefit analysis should deal only
with the efficiency objective (Harberger, 1971), leaving the
distributional function to other branches of the economy (Musgrave,
1969; Mishan, 1974). Or when political decision makers do indicate
distributional preferences they are to be treated as constraints in
the efficiency maximisation objective (Prest and Turvey, 1965).

4, Inter—temporal distributional aspects are incorporated into economic

analysis by using a social discount rate, usually derived on the basis

of the expected graowth rate of per capita income (UNIDO, 1978). The
higher the expected growth rate, the higher the value of the social

discount rate, giving priority to projects which yield an immediate

returm.

It may be argued that cost-benefit analysis facilitates the
inclusion of non-marketables, which are not taken into account in
private profitability analysis. Market prices are considered to be
inappropriate in cost-benefit analysis owing to the divergences
between private valuation and social valuation., Two important
reasons for the divergence are (1) the prices may be distorted owing

to imperfections arising from monopoly, monopsony, government
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intervention etc. or (2) markets may be absent owing to externalities
or the public good characteristics of certain commodities. Project
evaluation methodologies specifically aimed at developing countries

primarily address the first problem, the underlying belief being that

achievement of resource allocation efficiency is constrained by
distortions in market prices. Thus, although CBA is capable of taking
into account externalities and other non—-marketable values, as
prescribed and applied in the context of the less-developed countries
these aspects are regarded as unimportant.

The above points substantiate the argument that economic analysis

"is based on the concepts underlying the growth strategy.

33,2, SocialAnalzsis

As pointed out earlier,social analysis is.carried .out subsequent
to economic analysis in order to rank projects after incorporating their
impact on income redistribution. Important features of the analysis are
(1) identification of costs and benefits based on their incidence on
particular groups and classes, (2) estimation of the distributions weights
applicable to each of the groups/classes and (3) calculation of the
weighted costs and benefits (see Squire and Van der Tak, 1975).

Although attempts have been made to dissociate social analysis
from the RWG strategy (see Lal, 1976) the connection between the two is
obvious, In exactly the same way as RWG is an extension of the growth
strategy,social analysis is an extension of economic analysis, retaining
almost all the concepts underlying the growth strategy. None of the
premises on which resource valuation is based in economic analysis is
questioned., All that is done is to incorporate income distribution at a

subsequent stage, i1n order to achieve the marginal redirection of

investment contemplated in the RWG strategy.
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3. 3. 3. Imglicit strategy in the UNIDO-L.M. Methods

Both the major evaluation methodologies (UNIDO, 1972; Little and
Mirrlees, 1974) prescribe the three stages of analysis. The difference
between the two arises primarily from the assumptions pertaining to the
environment in which they are implemented. ‘The Guidelines' prescriptions
are based on a planning context, where targets for overall growth rates
as well as for specific sectors are prescribed by the policy makers.,
Project evaluation in such a situation is almost reduced to an exercise
in the choice of appropriate techniques, Probably it is for this reason
that questions pertaining to the choice of product mix are seldom raised.
The role of the project evaluator is thus extremely limited and
regulated by prescriptions originating from the policy-making level,
on which the evaluator has only limited influence. Important parameters
such as social discount rate and distributional weights are to be
prescribed by policy makers. Parameters such as shadow price of
investment and shadow wage rate are to be estimated by the project
evaluator. These being critically dependent upon the social discount
rate and other directives from the central planning office, the role of
the project evaluator is limited to the estimation of project costs and
benefits.

In contrast to this’the Little and Mirrlees methodology and its
variants are based on institutional assumptions diametrically opposite
to those of the Guidelines, Specific plans or strategies are irrelevant
for the application of the methodology and the principal guiding factor is
the comparative advantage as reflected in world prices. Economic growth
is thus related to increasing the value of uncommitted Public income and

all other policy measures are treated as variables to be modified to

suit the primary objective.
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To summarise, both the methodologies are based on an implicit
strategy of growtﬁ. In the case of the Guidelines,the strategy is
incorporated into the national plan by the policy makers who provide
(or are supposed to provide) important parameters to the project
evaluator. In the case of the Little and Mirrlees methodology, growth

is assumed to be maximised through a sub=strategy of increasing public

income. Distributional considerations appear more or less as an

afterthought (Marglin, 1976) in both cases.

3.4, Basic Needs Strategy and Cost-Benefit Analysis

For the above reasons, when basic needs fulfilment becomes the

principal objective, it is doubtful whether the existing cost-benefit

methodologies will be appropriate for evaluating alternatives. Most of
the important parameters used in conventional techniques are implicitly
or explicitly based on a growth strategy or its variant, the RWG strategy.
Further, none of the existing methods consider questions related to

the choice of product mix., Although some attempts have been made
recently to extend the scope of cost-benefit analysis to take into
account product choice problems, they are done within the existing

framework. These aspects are discussed in the next chapter.

3.5. Summary and Conclusions

Two important aspects stressed in this chapter are,(l) that the
choice of an evaluation technique should be related to the development
strategy followed and (2) that a strategy for development should be based
on a concept of a preferred state., In order to trace the 1link between
development strategies and cost-benefit analysis, a typological study of

the former was made and the implicit strategy underlying the existing

cost-benefit techniques was examined, From the discussions it is evident

that the existing cost-benefit techniques are based on a growth strategy.



Although distributional considerations are incorporated through a
social analysis, the basic framework of the growth strategy is retained
intact.

When basic needs fulfilment becomes an objective, it is necessary
to identify and rank alternatives according to their contribution towards
the objective, As existing evaluation techniques are founded on a growth
strategy, they seem to be unsuitable for resource allocation decisions
in the context of a basic needs strategy., The major objection seems
to be that questions pertaining to the choice of product mix are completgly
ignofed in the available methodologies.

These conclusions fully justify the attempt to formulate an
alternative methodology which will be appropriate in the context of a

basic needs strategy. The remaining chapters in this part attempt to

develop such a methodology.

Notes

l. See,Little and Mirrlees (1968). The manual rejects strategies

as " .... such hunches often carry the name of 'strategies' ....

our belief is that such hunches have no general value" (p. 59).

In the revised version'of the manual (Little and Mirrlees,

1974) this stand is maintained. Projects are given priority over

plans »sses 800d realistic plans can hardly be formulated in

the absence of a great deal of project planning and without proper
economic appraisal of projects" (p. 68).

2. Empirical evidence to support this hypothesis is however scant
(Yotopoulos and Nugent, 1973,'1976) and conclusive proof is lacking.
Linkages are pure technical relationships, which are important
but not sufficient to stimulate investment (Reidel, 1976), Many of
the assumptions underlying the balanced growth and unbalanced growth

strategies appear to be unrealistic in the context of the developing
countries (see,Singer, 1964; Elkan, 1973: Myint, 1973),
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3, Improved health facilities need to be provided to the workers in
the modern sector to maintain their productivity. |

4, The human capital approach to income distribution was explored
by Becker (1964, 1967)., For details see also Becker and Chiswick,
1966; Nelson and Phelps, 1966; Oulton, 1974, °

5. Empirical evidence available however shows that savings and
investment are not a sufficient condition to increase the
growth rate, From 1974-75 onwards net domestic savings in India
have been more than 154 of the net national product. During
1978-=79 they reached almost 20%Z. But the growth rate of
industrial production has not improved and in certain years the
output was virtually stagnant - see Shetty and Menon (1980).

6. It is true that investment in human skills does help to spread

technical know-how (for example the spread of the green revolution),
but it is necessarily related to the control and ownership

of assets. Technical improvement will take place only when those
who gain skills and knowledge are also the decision-makers (factory
managers, farmers etc.).

7. See ILO (1976) "The main pre-requisite for the effective
implementation of this approach would thus appear to be an effective
decentralised and democratic administrative structure to trans late

policies into’decidion and action and mass participation in the

development process by the poverty groups' (p. 66).

8. One of the most important festivals in Kerala (India) is Onam,
which coincides with the harvesting of rice in August, Onam
commemorates an era when Kerala was ruled by King Mahabali. The

. . n
folklore on Onam describes the society at that time as egalitaria ’

where all human beings were equal in all respects,

’ - - » are
9. Thus I reject the Freidmanite notion that "In principle ther®€

no value judgements in economics' (see Freidman, 1967, p. 86) «

ued
10, See Commoner (1974) "Thus when any environmental issue is PYF®
root cause

to 1ts origins, it reveals an inescapable truth - that the .
a;Uf »

of the crisis is not to be found in how man interact with P

but in how they interact with each other - that to solve th€ . a1
raclt

environmental crisis we must solve the problem of povertY:
injUStice and war oot" (P- 24)'
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11, Jolly (1976) justifies the RWG approach as '"For those genuinely
committed to the objective of poverty eradication and income

distribution, the major dividing line, I suspect, is not between

those willing to start reformist measures and those wanting more
radical conclusions, but between those willing to work seriously
for implementation of immediate measures and those who are not"

(see Cairncross and Puri, 1976 ed. p. 54).



CHAPTER 4

BASIC NEEDS ANALYSIS : AN OUTLINE

When a project is undertaken it tends to have a number of effects

on society as a whole. These effects may be social, political,
economic, anthropological etc. Cost-benefit analysis helps to identify
some of these effects whicﬁ are regarded as economic. In applying
the technique it is necessary to identify clearly the objective of
the analysis. A.uﬁtﬂodology appropriate for certain objectives need
not be relevant and appropriate wﬁen other aspects are to be examined.
When a country adopts a basic needs strategy or an evaluator or aid
agency is interested in identifying the impact of projects on basic needs
fulfilment, 1t 1is useful to have a methodology which highlights such
aspects. Policy statements emanating from governments and aid agencies
emphasise meeting basic needs; but the absence of an appropriate
methodology to evaluate programmes and projects appears to be an
important constraint in translating policy statements into action.

In chapter 3, it was pointed out that the existing methodologies,
being primarily off-sﬁoots of a growth strategy, are unsuitable for

identifying the impacts of projects on basic needs fulfilment. This

aspect is elaborated in section 1. The premises for an alternative
methodology where both product and factor mix considerations are taken
into account are also discussed in this section. A brief outline of

basic needs analysis, as the methodology is referred to hereafter,

is given in Section 2. The details of the analysis are described in

the subsequent chapters.

4.1. Basic Needs and Social Analysis

Before discarding the existing cost-benefit techniques as

inappropriate for evaluating basic needs impacts of projects, two aspects
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need to be examined, namely, (1) the results of the application of.
existing*metﬁodologies for the evaluation of projects which affect

basic needs satisfaction and (2) the feasibility of extending the
scope of available methodologies to incorporate the principles

underlying the basic needs strategy.
1, Incorporation of distributional considerations in project analysis

has been dealt with elaborately in the Squire & Van der Tak (1975)
methodology. Although this is regarded as an improvement on the
Little & Mirrlees method, the framework based on the growth strategy
has been retained intact. Consideration of the choice of product
mix is completely ignored (implying openness of the economy and

free convertibility of in;ome into any desired consumption basket) :
the social analysis concentrates on the choice of factor mix.

Even in this respect the Squire & Van der Tak methodology is
not free from conceptual problems. Two parameters involved in
incorporating distributional weights at the stage of social analysis
are, (1) the group-specific distributional weight and (2) the social
valée of public income., Derivation of both these ‘parameters is
dependent on questionable assumptions involved in estimating the
base level income, elasticity of marginal uytility of income, marginal
product of capital and the consumption rate of interest.
Considerable emphasis is given to showing that equity and efficiency

considerations are incompatible. These aspects are dealt with at

length in the subsequent chapters.
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Although case studies using the Squire van der Tak methodology
are few, there are indications that it may not always lead to the
rejection of projects that exacerbate poverty. Analysi; of the
tractorisation programme in the Punjab region of Pakistan demonstrates
such a possibility (Tyler, 1979). 1In spite of the impoverishing effect
of the scheme on tﬁe tenants and agricultural labourers, the project
could be judged as socially acceptable when a high social value is
attached to public income. Hence social analysis need not lead to

the rejection of projects which adversely affect the objective of

basic needs satisfaction.

2. One of the major criticisms levelled against the existing
methodologies is that they seldom consider the product mix involved

in the various alternatives. This criticism is applicable not only to
cost-benefit analysis but to the neo-classical theory itself where
product choice is entirely left to the consumer's sovereignty as
asserted in the market place. Interference with consumers' choice

i3 regarded as curtailment of individuals' freedom and imposing the

whims and fancies of a 'Commissar'l. Althohgh some economists have

recognised the existence of merit wants,the fulfilment of which cannot

be left entirely to the market mechanism (see Musgrave, 1959), the
number of goods coming under this category is regarded as small and

unlikely to affect the validity of consumer's sovereignty. The

dilemma of the welfare economist in choosing between merit wants and

freedom of choice is clearly reflected in the following statement

of Marglin (1967):
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M eeeess On Mondays, Wednesdays and Fridays, I am
thoroughly convinced about the propriety of the merit =
want objective, but.on Tuesdays, Thursdays and Saturdays
I am equally sure that the essence of human freedom is

individual choice, although the choice of ignorance for
one's children or an inadequate diet seems to stretch
unreasonably the range of decisions to which individual

choice should apply'.
(Ibido p-22)l

However, in a society*wﬁere basic needs of the majority are not
being met, much faith cannot be placed on the ability of markets to
allocate resources for producing essential goods. Merit wants thus
becomes the rule and not the exception.

With the emphasis on basic needs fulfilment, there have been attempts

to extend the scope of cost-benefit analysis to take into account

product mix considerations. Boadway (1976) proposes the integration
of efficichy and equity objectives by using a parameter called the
'distributional characteristic' of a good., It is argued that there are
considerable problems in identifying the distribution of costs and
benefits between the different groups and classes and in deriving the
appropriate income weights. The alternative suggested is to use goods~-
specific weights. The'distributional characteristic’' is a parameter
proposed by Feldstein (1972) for use in the context of pricing public
gector goods. This is derived as a product of two terms, one based on
the income distribution and the other on the income elasticity of
demand for a good. In deriving the distributional characteristic,
it is assumed that the income elasticity of demand for any given good
is constant. Available evidence (see Sinha et al. 1979, Lluch et al.
1977) is however contrary to this. As income elasticity of demand for
a good differs across income groups, Boadway' s approach has only limited
applicability.

Atkributing weights = or premia - to specific;goods has been

suggested by UNIDO (1978). An additional stage of analysis = merit




=l

want analysis = is recommended where goods are given a merit want
premium. When meeting basic needs is an objective, basic needs goods
will attract a higher weighting thus favouring the choice of projects

which contribute the most to the objective.

A similar approach has been suggested by Veitch (1978). Veitch
points out that in practice the economic and social pricing adopted

in existing methodologies is mostly limited to the input side and
therefore cannot adequately take into account product mix considerations.

Extension of the analysis is suggested where weights identical to the

income distributional weights are used so that alternatives producing

basic needs goods will be favoured.

Altﬁough tﬁe suggestion of using weights for goods is acceptable
in principle, there are two drawbacks to the above approaches. Firstly,
no specific method has been prescribed for deriving the merit want
premia or goods—specific weights. Secondly, merit want analysis is
suggested as an additional stage of analysis in the conventional
approach. Every additional stage of analysis increases complications
particularly when mutually conflicting assumptions are introduced at

different stages. At the stage of economic analysis, savings and
investments are given a premium while consumption is penalised. But

when social analysis is arried out consumption is given weights

depending upon the mcome group to which the consumers belong.

Willingness to pay based on consumer's sovereignty is fundamental to
economic analysis (especially in the case of the UNIDO approach), but
the merit want analysis discards this principle completely.

Most of the above problems arise owing to the reluctance of
cost-benefit analysts to discard the framework built on the growth
strategy. Wﬁenever a new development strateéy is introduced, an attempt

is made to extend the technique of analysis by adding a further step.
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The practical implications of this approach are seldom examined.
The additional effort involved at every stage dissuades the practical
analyst. Consequently, analysis is most often carried out up to the

stage when a favourite project just satisfies the acceptability norm.

Thus in practice economic analysis is carried out when the conclusions

from a financial analysis are inadequate to justify a venture which

decision makers are interested in implementing. Similarly, social
analysis is resorted to when economic analysis alone cannot provide
adequate justification for implementing the 'pet' project.

Prescribing an additional stage would, rather than facilitating the

choice of appropriate alternatives, increase the scope for misuse

of cost-benefit analysis.

4.2. Basic Needs Analysis : An Qutline

Evidently there is a need for an alternative methodology, developed
not as an extension of conventional methods. As discussed in Chapter 3,
the .basic needg strategy is radically different fram the growth strategy and
therefore it is doubtful whether merely assigning a weight to basic goods
is adequate to arrive at the right choice. A full-fledged analysis

would require that all costs and benefits consequent to the implementation

of a project are measured in relation to their effect on basic needs
goods production.

Production of basic needs goods alone is however not a sufficient
condition for fulfilment of basic needs. Consumption can materialise
only if the goods are accessible, which primarily depends on the income
at the disposal of households. Under subsistence systems the producing

and the consuming units more or less overlap and distributional problems

seldom arise. Development of markets has led to the separation of

the production and consumption actiivites, leading to a gituation where
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meeting basic needs is not only dependent on the production of goods,
but also on the command over them given by possessing the necessary
ptuchasing power.

For this reason,projects and programmes designed under a basic
needs strategy have to consider the product mix as well as the factor
mix (ILO, 1976; Bequele& Freedman, 1979), the former ensuring that
basic needs goods supply is adequate, the latter stressing an appropriate
choice of techniques to enable the generation of basic needs income.

When the objective is to identify the impact of projects on basic
needs fulfilment, it is therefore necessary to examine,

(1) whether the cutput from a project directly or indirectly

fulfils basic needs,
and (2) how income generated by a project is distributed between
basic and non-basic income.

Given the twin objectives of producing basic needs goods and
generating basic needs income, it is necessary to estimate separately
the output effects and the income effects of projects. Preparation of

a goods balance sheet and an income balance sheet seems to be a feasible

approach which " the present methodology pursues. A géods balance
sheet will indicate the net impact of a project on the supply of basic
goods, while the income balance sheet examines how a project affects

the generation of basic needs income. To rank projects, these two balance

sheets can be aggregated by assigning apprépriate weights to the

objectives of basic foods production and basic needs income generation.

The choice of 2 numeraire in which costs and benefits are expressed
is largely a matter of convenience. However, it will be useful to adopt
a numeraire which readily reflects the objectives of the analysis.,

Since the methodology formulated here aims at identifying the impact

of projects on fulfilment of basic needs, here basic needs consumption
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at market prices (or imputed market prices) is used as the numeraire.
An on-off distributional‘%eigﬁt‘ig directly incorporated into the
definition of the numeraire excluding benefits from non-basic goods
and non-basic income.

To estimate the effect on production of basic goods and generation
of basic needs income; 1t 1s necégsary to define what constitute basic
needs goods and basic needs income. Althougﬁ.this 1s a field where
opinions diverge considerably on account of the subjective element,
it is possible to identify a generally acceptable norm. Problems in

o

identifying basic needs goods and basic needs income are discussed

in Chapter 5.

b.2.1. The Choice Criterion

Once a basic needs basket and a corresponding income have been
identified, it is possible to analyse proﬁects on the basis of their
impact on the production of basic needs goods and the generation of
basic needs income. The effect of a proiect on altering the supply
of basic go&ds is.taken into acc;unt in the goods balance sheet,

while income generation aspects are dealt with by the income balance

sheet.

Net goods effect as estimated by the goads balance sheet will be

NGE = (GE - SCg) cssssecese (1)

-where GE = goods effect .of the project
SCg = sacial cost of the praject in terms
of the forgone basic goods production

NGE = net gaods effect
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Alternatively, a project can be a means by which basic needs
income is generated. An income balance sheet is constructed for
each of the alternatives in order to estimate the net impact on basic

needs income generation. The net income effect is estimated as

NIE = (IE - SCi) vessesvess (2)
where IE = income €ffect of the project
SCi = social cost in terms of the
forgone basic needs income
. NIE = net income effect. -

In most cases the two balance sheets can be presented as such

~ for making the choice of alternatives. However, when a number of
alternatives are examined, it will be useful to aggregate the two
balance sheets to provide a single index for ranking the various
options. This is accomplished by using weights for the ﬁet goods effect
and the net income effect, the weights representing the relative
priorigyto be given to the objectives of goods production and income
generation, The criterion for the choice of alternatives will be

Maximise = a(GE = SCg) + B(IE = SCi) +evvese (3)

where a and B = weights for aggregating

the goods and income balance

sheets.

Unlike the conventional methods, here costs and benefits accruing
at different periods afe not discounted. When time horizons of the
alternatives are the same, expression (3) can be used for comparison
and choice without any problems. However, in most cases project analysts
may have to compare alternatives of differing time periods. When

benefits are available in perpetuity (as in the case of renewable

resource projects), making a choice purely on the basjs of total net
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social benefits is likely to favour projects with long time horizonms.
Projects whose benefits accrue over short periods would therefore be
affected adversely. Further, basic needs fulfilment has been defined
in terms of the annual consumption requirements and analytically it is
appropriate to express the net social benefits in terms of annual

values., Comparison is therefore made between mean annual net

social benefits and the choice critarion will be:

Maximise-a—cg:—s—'cg-);N—-B—(-u) 0060000000000 000 800 (6)

Where N = project period

The decision rule suggested above will be suitable when projects
dealing with renewable resources are compared. However, in the case of
. investments involving the depletion of stock resources, choice on the
basis of annual net benefits will result in giving priority to those
options which exhaust the resources at a rapid rate. In such instances

expression (3) would be the appropriate criterionz.

When supply of investment funds is limited, it will be useful

to rank the projects on the basis of their benefit-cost ratios as

given by expression (5).

a_(GE - SCg) + 8 (IE = SCi) veeesssese (5)

I

where I = potal investment

A brief description of the method adopted for deriving the

different values is given below.
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be2,2 The Goods Effect (GE)

The benefits from the goods directly produced by a project are

included in the goods effect. Proﬁect output can be grouped into (a)

final consumption goods, or (b) intermediate goods. Intermediate
goods enter further production processes ultimately to produce final
consumption goods. In estimating the goods effect, the most important
aspect is to decide whether an output is a basic good or a non-basic
good. In the case of intermediate goods it is necessary to estimate
what proportion of the output goes to fulfil basic consumption
requirements. The goods effect of a project is estimated as:

m
GE = L Qg-PgtBNCFg TEREEEREREERE (6)
g=1

where Qg = quantity of the gth good
Pg = market price of the gth good
BNCFg = basic needs conversion factor

of the gth good.

Market prices are used as a first approximationpfimarily to
convert the different goods into comparable values. The reasons for
using market prices are explained in chapter 5. The unique feature
of the present methodology is the use of a basic needs conversion
factor to derive the social value of goods from their market prices.
Strictly BNCFg should be the conversion factor appropriate to the
marginal unit of output produced by the project. However, there
are considerable empirical problems in deriving the marginal basic needs
conversion factor. When project output is destined for specific end
uses - which most often is stated in project reports - the BNCF can be

estimated more or less accurately. In the case of interpediate products
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having multiple end uses, estimation of the conversion factor is
difficult. Here it is necessary to assume that the current pattern
of use is likely to be relevant for the project output also.

The basic needs conversion factor tackles the issues related to

the choice of product mix. Goods which are primarily used for
satisfying essential consumption requirements will have a hgsic needs
conversion factor of 1, while those exclusively used to fulfil
non-basic requirements - either directly or indirectly - are given a
BNCF value of zero. In the case of intermediate goods, the BNCF would
depend upon the proportion of‘the good which will be used ultimately

to meet essential consumption. When a commodity is used entirely as a

basic good, its social value will be Qg Pg, while that of a non-basic
good will be zero. Theoretical and methodological problems related to
the estimation of the goods effects of projects, particularly that
of estimating the basic needs conversion factors, are discussed in
chapter 3. ‘
be23 . The Income Effect (IE)

When a project is undertaken, corresponding to the goods production,

income is generated and distributed among the different factors of

production. Part of the income generated would accrue to the owners

of factors of production as basic needs income and would be utilised

to meet essential consumption requirements. The effect of a project
on generating basic needs income is taken into account by estimating

the income effect (IE). 1Increases in household income, AY, such that

YO + AY R ?,is regarded as basic needs income and given a social

weight 1, where YO = income that would have accrued to the household
even without the project, and Y = basic needs income. When YO+ AY >Y
then Y1 - Y (where Yl = income after the commencement of the project

= YO + AY) is treated as non-basic income as it is not directly



relevant to the fulfilment of basic needs. Part of the income above Y

may be saved and invested or the whole may be used for consumption.
Income which is not saved and invested but used for non-basic consumption

is given a social value of zero and tﬁereby excluded from the

estimation of the income effect of the project.,

Reinvestment of income generated by projects may give rise to a
further stream of basic needs benefits. In conventional approaches
these indirect benefits are estimated by using a shadow price for
investment derived on the basis of the future consumption stream made
available. Shadow price of investment, being a constant applicable to

all investments, may not affect the choice of alternatives significantly,

especially when the projects differ only in respect of the volume of
reinvestment funds generated. In the present methodology, reinvestment
effects are not taken into account. In other words it is assumed that
the surplus income - which is saved - is consumed irmediately.

The rationale for this approach is explained in Chapters 5 and 9.

b.2.4 Social Cost of Projects:

Implementation of a project involves the use of resources such
as land, labour and material inputs, which forecloses the opportunity
for using these in other alternatives. Social cost is derived on the
basis of the forgone benefits that would have been realised from
alternative uses of inputs. In the context of basic needs analysis,
opportunity cost will be used in the restricted sense of forgone basic
needs fulfilment, ie., the decline in the production of basic needs goods
and the generation of basic needs income. In other words loss of

production of non-basics and the reduction in the generation of non-basic

income will not be considered as a social cost.
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When a goods balance sﬁeet is constructed, the social cost will be *

based on the loss of production of basic needs goods (SCg). Withdrawal

of resources from the production of non-basics does not affect the

quantity of basic goods and hence the opportunity cost 1in such a

situation will be zero. For example,when land is withdrawn from the
production of teakwood which is exclusively utilised for the manufacture

of decorative veneers, a non-basic good, as far as goods production is
concerned no social cost is involved., But suppose a project involves

the use of a village fuel forest or pasture land; there would be a decline

in the supply of essential goods such as fuel and fodder, and the

social cost of the land will be substantial.

In order to construct the income balance sheet, social cost has
to be estimated in terms of the forgone basic needs income arising from
the diversion of resources for the project. This need not be
identical to the social cost estimated for the preparation of the
goods balance sheet. Thus, teakwood production for the manufacture
of decorative veneers may not have any goods effect, but its income
effects could be considerable particularly when.production.is
accomplished by employing unskilled labour. Withdrawal of the
land for a project would therefore reduce the basic needs income and
hence increase the social cost. If the alternative ig subsistence
production - say, slash anﬁburn cultivation = where production and
consumption activities are inseparable, the social cost in terms of

goods production (SCg) and income generation (SCi) will be identical.

The procedure for estimation of the social cost of the various

resources is explained in Chapters 6 and 7.
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4,2.5 Aggregation of the Goods and Income Balance Sheets
The goods balance sheet and the income balance sheet represent

two aspects of a project, indicating the effect on goods production

and income generation respectively. Although presenting the net goods

and income effects separately does give an idea of the desirability of
projects, given a number of alternatives, ranking is facilitated by
aggregation of the two effects. Mere addition of the two balance
sheets could be misleading and hence it is necessary to prescribe the
weights which would reflect the priority to be attached to the
objectives of basic goods production and basic needs income generation.
In a totally subsistence economy the goods production and income
generation effects are identical and hence one needs take into account
either the net goods effect or the net income effect only. But when
these effects are not identical and accrue to different groups of
people, aggregation requires the use of weights. Double counting of

benefits can be avoided when the values of the weights are such that

a + 8 = 1, A value exceeding one for any one of the components would

exaggerate the actual benefits and hence ¢g,8 < 1.0. These weights
can be derived objectively based on the conditions that exist in the
region or country with which the project is concerned., For a fairly

open economy with favourable terms of trade, a high weighting can be

given to the income balance sheet so that project choice will almost

entirely be based on the income balance sheet3. In the case of a closed

economy, probably equal weights can be given for ¢ and g (=0.5) so

that basic needs goods production and income generation will be more or

less balanced. Factors that influence the choice of weights and their

effect on the selection of alternatives are discussed later.



4.3. The Balance Sheet Ar roacﬁ as Compared Mith cother Methodoloieg
Except for the special .assumptions involved in isolating the
impact of a project on basic goods production and basic needs income
generation, the balance sheet approach has similarities with the two
chief methodologies currently used for project evaluation, namely, the
UNIDO guidelines and the Little & Mirrlees method. 1In the Guidelines
social value is estimated in terms of aggregate consumption. All costs
and benefits are thus measured in terms of the social value of the
goods produced and used up by undertaking a project. The goods balance
sheet is in some sense identicayito the UNIDO approach, except that a
value judgement is introduced so that benefits and costs are estimated
with referenﬁe to their impact on basic goods production.
Consumer's sovereignty and willingness to pay are fundamental
to the estimation of social benefits in the UNIDO Guidelines.
But willingness to pay is primarily a function of ability to pay and is
dependent on the pattern of income distribution that exists in society.

Considering the fact that income distribution is extremely skewed in

most developing countries, the willingness to pay criterion cannot be
accepted as a true measure of the social benefits. In preparing the
goods balance sheet, willingness to pay is accepted only in respect

of basic goods while willingness to pay for the non-basics is excluded

. : : 4
by using goods-specific and use-specific basic needs conversion factors .

Cost-benefit analysis using the Little & Mirrlees methodology
aims to identify project impacts in terms of income generation.
All project costs and benefits are expressed in the numeraire,
uncommitted public income measured in border prices, which incidentally
also helps to overcome the problems in the estimation of copsumer's

5 : 1
surplus™, The i1ncome balance sheet prepared in basic needs analysis
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can be regarded as a mqdified version of the Little & Hirr}ees
approach, the modifications being the exclusion of all non-basic

income and the difference in the numeraire in which costs and

benefits are expressed.

Use of accounting prices, especially for inputs such as labour

to which both the methodologies pay considerable attention, helps in

the choice of appropriate factor mix. To the extent that the accounting
wage rate is lower than the market wage rate, a labour=intensive
alternative produces higher net benefits in comparison with a
machine-intensive alternative. Substitution of accounting prices for
market prices thus leads to the right choice, provided a sufficiently

wide range of alternatives are considered.

The balance sheet approach leads to similar results, not by
introducing accounting prices, but by disaggregating the actual income
generated by a project into its components and then into basic needs
income and non-basic income. Given a fiyxed total income, the proportion

of basic needs income generated by a machine-intensive alternative

would be lower than an alternative employing unskilled labour.
The income effect will be substantially higher in the latter case,
favouring the choice of labour-intensive alternatives.

The balance sheet approach adopted here is akin to Lichfiald's
(1966, 1968) planning balance sheet method prescribed for analysing
town planning alternatives,Lichfield rejects conventional approaches

where all values are converted into a single numeraire, because an

activity "involves a wide range of matters, people and aspects of life"

(Lichfield, 1968) which cannot be comprehended in terms of a single
index. Acceptance of a basic needs strategy excludes a large number

| o
of 'classes of benefits' and hence the methodology presented here can

be treated as an extension of the planning balance sheet approach



to a special case, where only two important aspects relevant to

basic needs satisfaction are examined. There is, however, one

fundamental difference between the two : Lichfield's method just
prepares the details of the effects of a project and value judgements

are to be made by the decision makers at the time of choosing alternatives.

In contrast, the approach adopted here incorporates value judgements

right from the beginning of the analysis.
4,4 Summary and Conclusions
A methodology for analysing projects so as to highlight their

contribution towards the fulfilment of basic needs has been described

in this chapter.

By analysing separately the production of basic needs goods and
the generation of basic needs income, the methodology takes into account
both production and consumption aspects and thus is an improvement
over the existing'metﬁodologies. It is proposed that the impact of
alternative investment programmes should be evaluated with the help
of two balance sheets - a goods balance sheet to account for the net
impact on basic goods production and an income balance sheet to estimate
the net basic needs income generated. A basic needs basket and the
corresponding basic needs income are identified first, with reference
to which the balance sheets are constructed. The social value of goods
is estimated by using accounting prices derived by applying a basic
needs conversion factor to the market price. A similar approach is adopted
in determining the social value of income. At the final stage, the
net impacts on goods production and income generation are aggregated to

provide an index of net social benefit enabling the ranking of alternatives.



In the next few chapters, details of the methodology dealing

with the derivation of accounting prices, the estimation of the
social cost, the basis for intertemporal comparisons etc. are
dealt with. How far the methodology will be useful would depend upon

the problems in actual application. This aspect will be dealt with

in Part III of this thesis.

Notes

1. For a detailed critique of the principle of consumers' sovereignty
see Baran (1957).

2, Whether a rapid rate of depletion of exhaustible resources is
desirable in the context of a basic need strategy requires
detailed analysis taking into account the characteristics of

the resources involved, technical progress, substitutability etc.
J. For details see Chapter 10,
4. The treatment of the use of basic goods for non-basic consumption
will be discussed in Chapter 5.
5. Since Little (1957) dismisses the concept of consumers' surplus
as 'a useless theoretical toy' (p. 180) it is no wonder that
the manual which Prof., Little co-authored uses income as the

numeraire.



CHAPTER 5

ESTIMATION OF SOCIAL BENEFITS

The direct benefits from a project can be analysed either from
the consumer's point of view or from the producer's point of view,
Production of goods benefits the consumers in terms of the consumption
generated, while the benefit that accrues to the producers is in terms
of the income they receive in payment for their contribution to
producing the goods. Both these aspects are important in estimating
the direct benefits from projects., However, a prior understanding of
what can be regarded as basic needs goods and basic needs income is
necessary for estimating the social benefits. The issues involved in
the identification of basic needs goods and basic needs income are
discussed in section 1. Factors to be considered in the derivation of
the goods effect and the income effect are discussed in sections 2 and
3 respectively. The procedure for estimating the indirect basic needs
effects is dealt with in section 4,

5.1 Basic Needs Goods and Basic Needs Income

What constitutes an acceptable level of consumption of basic goods
and services can be prescribed in two ways. Firstly it can bea'value
judgement based on certain factual information (Pyatt and Thorbecke,

1976)1. Biological norms are often used to estimate the food
requirements from which a basic needs basket appropriate 'to a given

country or region can be derived, Such an approach is however subject
to criticism as being paternalistic, Further, a norm based on
biological requirements takes into account only absolute poverty.
Prescribing a norm based on biological requirements will be inadequ;te

to deal with the relative poverty arising from the inequalities in the

distribution of income and wealth (Griffin, 1977).
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Secondly, basic needs can be ascertained through questionnaire
surveys. Being flexible to take into account regional and local
variations, this appears to be more appropriate for formulating

realistic development programmes,

. Here the precise method for identifying consumption levels of
basic needs goods and services 1s not dealt with., A general consensus
exists as regards what constitutes an acceptable standard of living.
Although this may vary between countries and regions depending upon
the social, economic‘and cultural factors, it is possible to identify
the quantity of various goods and services which can be regarded as
essential to maintain a socially acceptable standard of livingz. Thus,

1f the basic needs basket comprises a vector of n commodities,

Y

ity

%

Q

n
The base level income or basic needs income (BNI) will be,

QP8 ™ Y cececoceccecoccscssscssescssoses (1)
where,
Qg = quantity of the gth good
Pg = price of the gth good

Y = basic needs income

On an aggregate level considerable work has been done toidentify
the quantity and quality of important components (Qg) of the basic
needs basket such as food, clothing, shelter, education, health

facilities etc. required to maintain an acceptable level of living.



Galtung et al (1975) identify two category of needs, (a) fundamental
needs and (b) almost fundamental needs, Fundamental needs consist

of most material goods intended to satisfy the basic biological
requirements., The Physical Quality of Life Index (PQLI) proposed as

an alternative measure for gauging the process of development (Morris,
1979) is closely related to the provision of basic needs. The three
components of PQLI, namely, life expectancy at birth, infant

mortality and literacy rate are directly related to the provision of
food, shelter, clothing, education and health care. Minimum consumption
levels have been worked out primarily for food in terms of requirements
of calories, proteins and vitamins (see Minhas, 1970; Bardhan, 1970;

ILO, 1976). 1In his estimate, Bardhan (1970) identifies the composition
of the minimum diet in terms of the quantities of cereals, pulées,
vegetables, mi 1k et‘c. from which the minimum income is estimated using
market prices. For India, Sinha et al (1979) adopt the recommendations of
the Indian Council of Medical Research on balanced diet to arrive at the
minimum acceptable level of income,which is then adjusted to reflect the
rural/urban differences - in prices, availability of free goods etc.
Base level income is often defined in terms of the value of private
goods consumed, excluding health care, education etc. on the assumption
that they will be provided to all ag public goods (Minhas, 1970;
Ahluwalia et al 1979, p. 304).

The studies referred to above do indicate the possibility of
defining a basic needs basket and a corresponding basic needs income.

However, for the purpose of the methodology a high level of disaggregation

is required and even qualitative differences are to be incorporated.
While identifying the basic needs basket and the basic needs income,

two aspects require particular consideration, namely (1) the inclusion of

goods and services obtained from the non-market sector and (2) distinguishing
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the basic and non-basic uses of basic goods based on their characteristic
composition.
1. Defining the basic needs basket entirely on the basis of the

individual's expenditure pattern leads to the exclusion of goods and

services obtained from the non-monetised sector. When the non=
monetised sector contributes substantially to the BNB, the real

income tends to be much higher than the money income. Expression (1)

should therefore be altered as,

% -
L Qng + L an Pgn M Y sse0c0000000000c000000000s000 (2)

where,

Qgn = quantity of the gth good obtained from the non-monetised
sector

x .

Pgn = lmputed price of the gth good.

Estimating the monetary equivalent of non-marketed goods poses
certain conceptual problems, especially in the case of 'free goods'
(e.g. fuel from forest, cow dung etc,). Although referred to as free
goods, they are not so in the strict sense as their collection involves
a trade—-off between the goods on the one hand and leisure and effort on
the other. Monetary values can be estimated on the basis of the effort
and time expended in procuring the commodity. Typically this requires the
costing of effort expended in activities such as collection of fuelwood
from the forest, collection of cow dung and preparation of combustible
dung cakes, taking the cattle for grazing in the village pastures and even

cooking where utility from a commodity is altered by combining with

othexr goods.
2., Another aspect to be reckoned in identifying the basic needs basket =

especially when regional and local variations are to be taken into account =
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is the characteristics composition of the goods. As utility is derived

from the characteristics and not from the goods per se(Lancaster, 1966,

1971) assigning a good to the basic needs basket can be facilitated by
identifying the relevant characteristics, A commodity appearing as
basic may have non-basic characteristics also, giving a high utility for

high income groups3. Also in the actual consumption process

characteristics may be combined to obtain a more desirable combination

giving higher utilitya. The number of goods and characteristics that

enter the consumption basket of low income groups generally tends to be
fewer than that of the richer income groups.
As pointed out earlier, these problems are not dealt with by the

present study and emphasis is given to the methodology on the assumption

that the basic needs basket and’the basic needs income have been

already identifieds.

5.2 The Goods Effect

The goods effect is estimated to assess the impact of projects

on production. of basic goods. Considerations of product mix choice are
specifically incorporated at this stage, There are three stages
involved in the estimation of the social value of goods, namely,

(1) identification and quantification of benefits,

(2) valuation of goods and services using market prices,
and (3) estimation of the social value using appropriate conversion

factors,

It is in deriving the accounting prices of goods that the
methodology proposed here differs substantially from the existing cost-
benefit methods. Accounting prices are estimated in two stages., As a
first approximation, market prices are used to arrive at comparable

values for the different goods and services. Social values are estimated
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from this by multiplying by a goods-specific and use~specific basic
needs conversion factor. Since the literature on project evaluation
repeatedly stresses the inapplicability of market prices, the proposal

here to use market prices in the initial stages of the analysis requires

some explanation.,

5.2.1. Market Prices as a First AEEroximation

In this methodology market prices are used as a first approximation
for the following reasons.

1. Market prices represent the values at which goods and services
are actually exchanged between individuals and groups in society. They

are the prices actually confronting the poverty groups with whose

requirements this methodology is primarily concerned. As basic needs

income is estimated on the basis of market prices, for the transactions
that actually take place, market prices have to be used.

2, Distortions in market prices seem to be more prevalent in the
case of non-basics or luxury goods. On account of their ability to pay,
higher income groups are often willing to pay higher prices for non-
basics, which is conveniently exploited by profit-maximising monopolists.
Production of basics is often more widely distributed and hence their

6

prices are less prone to distortions . Government intervention is regarded

as a major cause for market distortions; however, such interventions
seems to be more in the case of production and distribution of non-
basics. Industrial licensing policies and trading policies operate
most often in the sphere of production and distribution of less
essential items,

3. Even those methodologies which specifically argue against the
use of market prices use them as a first approximation. The Little and

Mirrlees methodology uses domestic prices in the first place from
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which accounting prices are derived with the help of a specific or
standard conversion factor. UNIDO (1972) also adopts a similar
approach, except that the values derived from domestic market prices are
later corrected to reflect the social value inciuding the consumers’
surplus. In the present methodology also, market prices are used as a

first approximation primarily to derive comparable values for the
different kinds of goods and services.
5.2.2. Basic Needs Conversion Factors

In estimating the goods .effect of a project, social value is derived
by multiplying the market price by a factor referred to as the basic
needs conversion factor (BNCF). The value judgement underlying the
basic needs strategy is incorporated into the BNCF. However, the actual
estimation of the BNCF does not involve any value judgement and is

entirely based on the contribution of a good to the basic needs basket.

Thebasic needs conversion factor takes a value ranging between O

and 1, fﬁé’extreme values representing pure non-basics and pure basics
respectively. If a commodity is utilised wholly for the production of
any final consumption good in the basic needs basket (BNB), or directly
enters the BNB, the value of BNCF will be 1, On the other hand if a
good neither directly nor indirectly enters the BNB then the conversion
factor will be zero. For all final consumption goods without any non-
basic characteristics, BNCF can be easily estimated by referring to the
basic needs basket. But most often goods may have both basic and non-
basic characteristics. It will then be necessary to estimate the
proportion of the output (at the margin) that finally goes to fulfil
basic needs. The conversion factor for interm<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>