Finance & Economics
Evaluation Techniques
A decision-maker involved in
transportation infrastructure has a range of
techniques at his/her disposal to choose a
rational investment alternative by weighing
up the advantages (benefits) and
disadvantages (costs) of a policy action.
The ways in which these advantages and
disadvantages are weighed and compared
vary according to the type of economic
evaluation to be used.
The following methods of economic
evaluation are used most frequently:


Cost-benefit analysis (CBA)
The Cost-benefit analysis is a
systematic evaluation of a set of
investment alternatives which enables
to choose the option which maximizes
the benefit minus cost or with the
highest benefit/cost ratio. CBA values
each incremental benefit and costs of
each option. To perform this analysis it
is necessary to monetise all relevant
impacts, such as travel time savings,
crash damages and environmental
impacts. All future benefits and costs
are then converted to their present
value to make the comparisons. The
discount rate, the rate used to do this,
plays a critical role.



Multi-criteria analysis (MCA)
Multi-criteria analysis takes into
account both the effects that are valued
in monetary terms and other effects
reflecting the objectives of the
transport infrastructure investment
programme. In the MCA the criteria
can be assessed in a number of ways,
such as a measured quantity,
qualitative assessment or rating. The
MCA approach applies weights to

different effects, usually with a large
degree of subjective assessment. This
method is particularly useful for
projects or policies with multiple
objectives.


Cost-Effectiveness analysis (CEA)
Cost effectiveness analysis is useful in
cases where the benefits are not easily
measured in monetary terms or where
they cannot be measured. In this
approach, the costs of achieving a
specific objective are measured, while
benefits are held constant. The lowest
cost option for achieving an objective
is considered most cost effective.
Although CEA may have a significant
role to play in decision making, it does
not indicate whether a policy is
worthwhile or not. However, if a
decision is already made to invest in a
project, CEA is an important procedure
for ensuring the rational use of limited
resources.
Most governments or multilateral
development banks use one or a
combination of these techniques,
depending on the scope and/or
objective of the investment. Lately,
these methods have been used in a
complementary manner in order to
improve the evaluation quality.
Recently, many researchers and
practitioners are suggesting extending
or transforming abovementioned
standard methods of evaluation to take

The global Transport Knowledge Partnership provides access to the best available
information, expertise and technical advice to reduce poverty in the developing world.
www.gtkp.com global Transport Knowledge Partnership, chemin de Blandonnet 2, 1214
Vernier/Geneva, Switzerland Email: info@gtkp.com

Finance & Economics
into account wider economic benefits
of transport infrastructure investments.



Due to the growing importance of
multimodal planning, many advanced
economies are developing Multi Modal
Appraisal (MMA) guidelines. With
some adaptation, these assessment
models can be successfully applied in
developing and transition countries as
well.
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