
A -BENEFIT : COST ANALYSIS Of THE 11 PUEDLA PROJECT 
INTRODUCTION Costs of a project can be classified as: (a) operational 

Calculation of the relationships between benefits and costs, the value of the goods and services used to establish 
costs of the Puebla Project required several initial decisions and operate the project; and (b) associated costs, the value 
and assumptions with respect to: (a) the type of benefits of the goods and services that are necessary to perform the 
to be included, (b) the assignment of values to the resources activities of the project-maize production, in this case.  
used and benefits produced, (c) the adjustment of costs and (Should there be an activity similar to that of the project in 
benefits for different years to the values prevailing during a an area, then the associated costs charged to a project 
reference year, and (d) the number of years to be consid- would be the difference between costs that would have 
ered. been incurred had the project not existed and costs in

The problem of assigning values to the goods and serv- curred within the project.) 
ices used in the Project, and to the resulting benefits, arises For agricultural projects, the net direct benefit is the 
from the fact that market prices may not represent ac- gross value of the project's agricultural production, less the 
curately the social value of the alternative use of the re- gross value of estimated agricultural production without the 

soures or te pefeence ofsocety or he enefts.For project, less the estimated difference in the associated costs 

this report, however, it was assumed that, with the eventual icre ihadwtottepoet 
exception of farm labor, market values approximate both 
the alternative costs of the resources employed and the 
preferences of society for the benefits. -ESTIMATION OF A BENEFIT-COST RATIO 

Costs and benefits corresponding to a given year were FOR SEVEN YEARS OF OPERATION OF 
adjusted to the values prevailing in a reference year for two THE PUEBLA PROJECT 
reasons: (a) the value of money generally increased from 
year to year due to inflation, and the same monetary The benefit-cost ratio was calculated using the following 
benefits received in different years had different real value; formula: 
and (b) benefits received at a given time could be re
invested, thereby permitting the generation of additional i = 7 (bi - ai) 
benefits. Thus, the difference in value of a dollar of benefits Z______ 
obtained in different years was determined by the change in i = 1 (I + r)i (P-) 
monetary prices between these years and by the rate of B _____________ 

return that the reinvested benefits could produce. C 
The cost-benefit analysis presented here covers only the i = 7 C1 

seven year period, 1967-1973, although it is clear that 
benefits will continue to accrue well beyond 1973. whe1 (I + r)i (Pi) 

CLASSIFICATION OF BENEFITS AND COSTS 
i=1 2,..., 7 

The most common practice in defining the type of 
benefits to include in a benefit-cost study is to consider B present value of the stream ofreal benefits 
only those quantifiable benefits directly attributable to the of the Project for the seven-year period 
project. Although seldom considered because of the dif- C = present value of the stream of real costs of 
ficulty in identifying or quantifying effects, two additional the Project for the seven-year period 
benefits can be included: (a) quantifiable economic bi=gross benefit attributable to the Project in 
effects indirectly induced by the operation of the project; the ith~ year 
and (b) intangible benefits generated by the project, includ- ai = associated cost attributable to the Project in 
ing changes in attitudes ,and expectations of the individuals the ith year 
who participate in the project, changes in organization, and C i = cost of the Project in the ith year 
gains in knowledge through learning-by-doing in the use of r = discount rate 
new technology and in arranging for institutional services Pi= price index for the Pth year using 1967 as 
such as credit. the base period 
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