Is aid project benefit cost analysis (BCA) useful when benefits are uncertain and
prospective?
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What role can Benefit-Cost Analysis (BCA) play in ensuring good value from aid
investments, given a growing culture of accountability in foreign aid programs and
increasing emphasis on economic pathways to development and poverty alleviation? A
long tradition of BCA, particularly for agricultural research and extension programs,
emphasises post project evaluation when tangible evidence of change can be clearly
documented. Yet the real challenge is aid project choice prior to investment and early
project design modification. At these stages outcomes and benefits are inherently
uncertain and prospective.

The talk outlines a project to evaluate potential for BCA in early phases of aid projects.
The approach involves augmenting classic BCA methods with risk assessment
approaches to provide probabilistic quantification of uncertain outcomes. We applied
the approach to a set of projects carried out by CSIRO for the Australian government
under the auspices of the DFAT-CSIRO Research for Development Alliance. Case studies
included prospective irrigation investment in the Mekong region; An Indonesian
agricultural research and extension program; and a Mekong region development
strategy capacity development project. Following a brief project specific results
overview, we outline and illustrate the following more general findings:

¢ Range, rather than point estimates provide a more realistic sense of uncertain
future benefits;

e Confidence in results from this approach is likely to be greater for prospective
projects where there is a well-established database of post project evaluations of
similar projects;

¢ Uncertainty around benefit cost ratio estimates is likely to be greater with
investments to build basic capacity, than with investments that lead more
directly to tangible household benefits;

¢ Even where benefit cost ratios can’t be estimated with great certainty, the
approach can be helpful in identifying key external conditions and program
design elements that are likely to lead to high benefit cost ratios.



