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The World Employment Programme was launched by the International Labour Organisa-
tion in 1969.

It is designed to assist national decision-makers in the reshaping of their policies and
plans so as to achieve more effectively the employment and income distribution objectives
of economic and social development.

its main aim is in fact the eradication of mass poverty and unemployment.

The World Employment Programme thus constitutes u.> 1LO’s principal contribution to
the International Develcpment Strategy for the Second United Nations Deveicpment
Decade.

There are four major types of WEP action:

1. cqmprehensive employment strategy missions and exploratory country employment
missions;

2. regional employment teams for Africa, for Asia and for Latin America and the Carib-
bean;

3. country employment teams; and
4. an action-oriented research programme.
This publication is the outcome of a WEP project.
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on the planning of
labour=intensive
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Even in countries where labour is abundant and capital is scarce, people
concerned with the planning and design of roads generally have no clear
idea of the scope for the use of labour-intensive methods in road construc-
tion. The scope is in fact considerable. To take the fuiiest advantage of it,
however, road investment programmes and road designs, with their asso-
ciated technological options, must be methodically reviewed in the light of
the essential objectives of the national plan and of the roads themselves.
The authors first give systematic descriptions of how the choice of tech-
nology can be incorporated into planning and design. The" then describe
how labour-intensive techniques should be analysed, and the range of
technological options available. They also show how to analyse road con-
struction costs proper as well as maintenance costs, road users’ costs and
indirect benefits, and suggest criteria and methods to be used in evaluating
different possible combinations of design and technology, both in orthodox
financial terms and in terms of shadow prices using cost-benefit analysis.
The concluding chapters review the problems of organisation and manage-
ment in labour-intensive works, and suggest action that should be taken to
eliminate capital-intensive biases in fiscal and financial policy, conditions of
tender and contract terms, and the attitudes of engineers.

Price: 40 Swiss francs
ISBN 92-2-1015643-2
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PREFACE

This manual is being published mainly for the use of people who are engaged
in the planning, evaluation and design of road construction projects; such
persons will generally be responsible for co-ordinating and implementing road
construction programmes throughout their country. This is not to say that
policy makers, on the one hand, and site engineers, on the other, will not find
anything of value in this guide but merely to specify to whom it will be most
valuable.

An attempt has been made to isolate various stages in the planning and
implementation of road projects at which procedures can be changed to incor-
porate the assessment of alternative technologies. The changes required are
described in some detail and practical advice is given on how to implement them.
Thus, in Chapter 2, various aspects of the design process are selected to show
how the design can seriously affect the choice of technology, and practical
advice is given to show how the relationship between design and the choice of
technique can be evaluated.

The assessment of alternative technologies requires adequate data, and a
system of data analysis is described in Chapter 3, whilst Chapter 4 illustrates
the range of alternative construction techuiques.

Considerable emphasis has been laid on project evaluation, not only in
respect of choice of technology but also with regard to the assessment of the
real cost to a country of utilising the various resources involved in road construc-
tion. Certainly the economic arguments put forward in Chapters 5 to 9 will be
unfamiliar to many. What is suggested in these chapters is not only a broadening
of perspective to include alternative technologies but also a reassessment of the
way in which the costs and benefits of particular projects are estimated for
the economy as a whole, through social cost-benefit analysis. Although the
rationale behind this evaluation procedurc is relatively easy to grasp, it should
be said that the actual methodology of evaluation is more complex. An endeav-
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our has been made to present the methodology in a straightforward, practical
manner so that readers will be able to appreciate its relevance and applicability.

The later part of the manual covers various measures that may be taken in
order to ensure that the appropriate technology will in fact be given due
consideration. Fiscal and financial policy are analysed in relation to their
effects. and the practicality of certain adjustments is considered. The type of
organisation and management required for labour-intensive projects is illus-
trated. Conditions of tender and contract terms are discussed, and suggestions
are made for minimising biases tuwards the use of capital-intensive technologies.
Proposals are also made regarding ways of changing the generally negative
attitude of engineers and contractors toward labour-intensive technologies, and
inducing them to seriously consider their adoption whenever such technologies
are proven to be technically and economically feasible.

The manual is principally the work of Moise Allal, an economist, and
Geoff Edmonds, an engineer; however, some preparatory work was carried
out by Joel Gochenour, André Lumbroso and Runé Ericksson. Geoff Edmonds
wrote Chapters 2 to 4 and Chapter 10; Moise Allal was responsible for Chap-
ters 1 and 5 to 9. Ajit Bhalla collaborated with Geoff Edmonds on Chapters 11
and 12.1

In the final stages of preparation Jens Miiller examined the entire draft and
made various valuable suggestions for its improvement.

The preparation of the manual has been financed by a grant from the
Swedish Government.

The International Labour Office is grateful to the Transport and Road
Research Laboratory of the United Kingdom Department of the Environment
for permission to reproduce the photographs in fignies 3 to 6 and 37 to 39;
and to the editor of Appropriate Technology (London, Intermediate Technology
Development Group) for figure 8.

1 Messrs. Allal and Edmonds are both members of the Technology and Employment
Branch of the Employment and Development Departmeni of the International Labour
Office; Mr. Bhalla is Chief of the Branch.
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INTRODUCTION

It is generally recognised that developing countries have a tendency to use
production methods that are inappropriately capital-intensive: since such
countries are usually short of capital and foreign exchangs, and have high
unemployment, the relative prices of labour and equipment should favour the
use of technologies that are less capital-intensive than those currently in use.
The adoption of appropriate technology could help to alleviate the dependence
on foreign exchange, while creating substantial numbers of new jobs and
providing the rural and urban poor with the means of meeting their basic
needs.

The mere presentation of ideas is not sufficieni to make them attractive.
However correct the argument outlined above may be in theoretical terms,
planners, project evaluators and engineers in the developing countries need
something rather more substantial on which to base their day-to-day decisions
regarding expenditure of limited funds on a host of competing projects. They
may fully agree with the notion of appropriate technology, but they must first
be presented with viable alternatives to the technology they are using. They
also need to be given the means of evaluating, assessing and taking advantage
of these alternatives. The present manual constitutes an attempt to meet that
need.

It is often said that the role of a civil engineer is to make the best use of the
available resources for tiie benefit of society. Like many high-sounding state-
ments, this maxim is open to diverse interpretations, generally revolving around
the word “best”. In recent years road construction has figured prominently in
written exchanges about the choice of the most appropriate techniques in
developing countries, mainly because of the assumption that many of the tasks
involved in road building could be executed by relatively unskilled labour.
Advocates of more labour-intensive methods have suggested that the “‘best”
use is not being made of labour: it is argued that in countries with a shortage
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of capital and a surplus of labour, there is an obligation to investigate the
possibilities of utilising more labour-intensive methods.

In an effort to provide some facts to justify the use of labour-intensive
methods of construction, various case studies have been carried out. They have
generally taken the form of theoretical analyses of road construction projects
carried out capital-intensively; the feasibility, both economic and physical, of
carrying them out by using more labour-intensive methods has then been
calculated. A limited number of studies have been done on projects for which
these other techniques were actually used. All these studies have been extremely
useful for identifying the operations to which a variety of methods could be
applied, and to a lesser extent for assessing the efficiency of such methods.
However, because the studies were generally not initiated by engineers, the
road construction process was considered in isolation. Thus some basic mis-
conceptions were written into the studies: first, the construction process was
considered to be independent of the design whereas, in fact, the design is an
active constraint upon it. Secondly, and as a logical consequence ¢ -he first
point, the responsibility for design was considered to coincide with the respon-
sibility for construction. In fact, nothing is further from the truth: most road
construction work is carried out by private contractors, who are responsible
for the construc’ion but not at all for the design. Thus engineering designers
were criticised for not making the best use of resources, but the evidence used
in support of the criticism was based on the construction process, for which
the designer generally has no direct responsibility. It was also assumed that
choice of design had no influence on the choice of construction methods,
whereas it is likely that most designs are biased towards equipment-intensive
operations because of the designer’s training.

It is clear that any dictum about the best use of resources must be viewed
within the institutional framework to which it applies. Thus, a design that is
based on equipment-intensive technology is unlikely to allow a labour-intensive
technology to display its optimum usefulness. To make the best use of the
available resources, the engineer or planner must work in the correct frame-
work. The range of designs considered for a road or group of roads must be
such as to span the whole range of techniques. If the designs are all geared
towards equipment-intensive operations, then no real comparison can be made
of the correct use of the two resources, equipment and labour. Moreover, only
when the designs provide for different alignments, specifications, and mainte-
nance and road user costs will it be possible to assess accurately the most
economic use of the resources.

One of the most prevalent criticisms of road construction methods that do
not involve the use of large-scale equipment is that their output is limited. The
bulk of such criticism is levelled at the standard of compaction, the effectiveness
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of grading and levelling and the inability to achieve he required tolerances.
The World Bank, for example, has suggested that this factor severely limits
any discussion of the use of more labour-intensive methods.! There is indeed
some foundation for this criticism when the basis of comparison is a fixed,
equipment-orientated design, and it is assumed that a road must necessarily
have the pavement thickness, level of compaction and tolerance limits associated
with one method even if it can be produced by a variety of methods. However,
once it is accepted that a willingness to use different methods of construction
implies a change of design philosophy, some of the criticisms are invalidated.
Without departing from over-all objectives, it can be accepted that the finished
road will have diiferent characteristics if constructed by alternative methods.
For example, the road may have varying levels of tolerance as regards the
finished surface, and the road user costs will then differ. The compaction of
the sub-grade may be limited to 90 per cent of the optimum dry density, and
it may have to be sealed to create an impervious layer. Also, the pavement
thickness may have to be greater if the level of compaction is limited. The
road maintenance costs may vary for each different design.? It is necessary,
therefore, for engineers to rid themselves of the idea that all methods are to be
gauged by the standard of construction produced by equipment-intensive
methods. Such methods produce a certain standard which can be associated
with particular construction, road user and maintenance costs. Other methods
produce roads of different standards which have different costs. It may well
be that, all in all, the equipment-intensive methods will be shown to be the
most economic. Nevertheless, it should not be automatically assumed that the
alternative methods are inferior because they do not produce the same standard.

When discussing the standard achieved by the use of labour-intensive
methods, there has been a tendency to consider only cases in which such
methods have been used to the exclusion of all others for an entire project.
For example, it is admittedly difficult to achieve a high value of compaction
with totally labour-intensive methods, and critics therefore assume that highly
compacted earthworks cannot be a feature of projects using labour as the
major resource. However, the use of equipment for compaction is advisable in
such a case.

In this controversy the question of productivity, particularly that of labour,
has perhaps received more attention than any other. This is principally because,
with the type of studies that have been carried out, any discussion of economic

1 International Bank for Reconstruction and Development: Study of the substitution
of labor for equipment in road construction, [Draft] Phase I final report, Oct. 1971, p. 6.

2 The question of maintenance is dealt with in Chapter 6. It is worth noting here, however,

that road maintenance is generally a labour-intensive activity, so that a need for increased
maintenance will increase employment.
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viability has hinged upon this factor. The productivity of machinery is difficult
to assess because factors such as efficiency, rolling resistance, gradient and haul
have to be considered. However, the manufacturer can at least indicate the
maximum output of the machine, and from that calculation a working figure
can be derived. Such a procedure cannot, however, be used in the case of
manual labour: attitude, health, environment and physiology all have to be
considered (for example, a World Bank study! reported a 1,300 per cent
variation in the output of workers involved in excavation). It is a little sur-
prising that productivity should be used as a stick with which to beat labour-
intensive methods when so little is known about it: our present knowledge of
labour productivity in road construction is related to such factors as haul dis-
tance and height of lift; very little work has been done on the effect of good or-
ganisation and supervision, diet and other conditions. The conclusion drawn by
researchers is that when considered in isolation, labour productivity would
appear to limit the implementation of labour-intensive methods. A far better
approach would be to consider what productivity rates are required to make
more labour-intensive methods viable, and whether it is possible to achieve
those rates by supplying the right organisational and institutional framework.

When deciding between any two or more designs it will generally be the
over-all cost that will be used as the criterion for selection. Of the studies that
have been carried out, many come to the conclusion that when evaluated at
market prices, labour-intensive techniques currently in use are not economically
competitive with modern capital-intensive techniques. However, if accounting
or shadow prices were to be used in project evaluation, labour-intensive
techniques could appear much more attractive.? Moreover, when discussing
more labour-intensive methods most analysts have restricted themselves to the
construction costs, and the methods have all been assessed in relation to the
same design. Thus it is not necessarily the correct alternatives that are being
considered: the costs associated with more labour-intensive methods are
restricted to the costs of constructing a certain design, whereas a true comparison
of cost can be made only if a variety of designs are priced in terms of construc-
tion, maintenance and road user costs. The argument of inferiority on a cost
basis is based on a consideration of alternative techniques for a limited number
of operations such as earthmoving and sub-base laying. While this may provide
useful data on the productivity range that can be expected for those operations,

1 International Bank for Reconstruction and Developmeut: Study of the substitution
of labor for equipment in road construction, [Draft] Phase I final report, op. cit., p. 28.
2W. A. McCleary, in collaboration with Moise Allal and Bertil Nilsson: Equipment

versus employment: A social cost-benefit analysis of alternative techniques of feeder road
construction in Thailand (Geneva, 1LO, 1976).
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Introduction

it is not a true assessment of the viability of alternative techniques for entire
projects. ‘

Most of the methods used in road construction have been taken over from
developed countries. If the methods had been imported in isolation, there
would be no great problem in altering them. At the same time, however, the
administrative procedures were also imported. Thus in most developing coun-
tries the contract terms, specifications and conditions of tender are bhasically
the same as those used in the developed world. In many developing countries
the private sector is dominated by European and North American contractors
whose expertise is geared towards the use of equipment-intensive methods. How
far they would feel capable, or willing, to work to other design specifications
and with other construction methods is a matter of conjecture. It may be
necessary to unify the responsibility for design and construction in the initial
stages, and the public authorities may be called upon to prove the viability of
alternative techniques.

It has already been suggested that the attitude of designers and contractors
in developing countries is biased towards equipment-intensive methods. While
an effort should be made to permit the fair evaluation of alternative techniques,
it is necessary to guard against an automatic bias towards more labour-intensive
techniques. There is a danger of assuming that more labour-intensive methods
are always appropriate instead of regarding them as a possible alternative. It
would be a mistake to alter the institutionai framework so that it discriminates
against equipment-intensive methods: the framework must be altered in such a
way that proper consideration will be given to all the technological possibilities.
It is possible that although more labour-intensive methods are now appropriate
in many cases, in 20 years’ time the situation may change. In view of this
uncertainty it would be foolish to completely change the institutional frame-
work. The best solution is to widen it so that the methods that are the most
advantageous in terms of the public interest can in fact be identified and applied.




PART I

THE OPTIONS




ROAD PLANNING

In order to facilitate an understanding of the various evaluation procedures
described in later chapters of this manual, it is first necessary to describe the
framework within which the choice of technology is undertaken. Accordingly
the first section of this chapter briefly describes the elements that should be
taken into consideration when choor.ag road projects and construction tech-
nologies. The second section describes the steps involved in the elaboration of
a road investment programme and the identification of potential road projects.
The third section describes how those potential projects must be analysed and
their most appropriate versions in terms of routing, design and technology
identified. The fourth section describes how the project choice is made for the
five types of roads to be considered in the manual.

ELEMENTS OF CHOICE

Evaluating the social profitability of road projects involves the estimation of
both direct and indirect costs and direct and indirect benefits. Costs can be
divided into capital costs, including the cost of land acquisition and construc-
tion costs, and variable costs, including road user costs and road maintenance
costs. The social benefits of a road include higher economic activity in the area
crossed by the road, and decreases in both road user costs and maintenance
costs.

The difficulty in evaluating the profitability of a road project arises from the
fact that there are usually several versions of the project. For a given road
project, there may be a number of possible routes and various sets of design
specifications. Furthermore, a number of different construction technologies
may be used in order to build the road. In other words, for a given road project,
there usually exists more than one version in terms of routing, design and tech-
nology. The project evaluator’s task is to evaluate all versions of a read project
in order to identify the most socially profitable one. Other, less profitable
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versions may then be disregarded when comparing the profitability of the
particular road project with that of other public investment projects.

The routing of a road is mainly determined by socio-economic considerations
and by the topography of the area which the road should cross. These are
exogenous variables which define the range of potential routes. Within those
limits, however, the choice of alignment to be adopted is influenced by the
design specifications and the construction technology which are adopted. This
aspect of the problem will be examined in some detail in Chapter 2. The main
point to be stressed here is that different routes may yield different road-
induced benefits since the area of influence of a road is a function of the route it
follows. Furthermore, different routes and alignments yield different road
lengths, and therefore different constraction costs, road maintenance costs,
and road user costs.

Road design specifications (governing the solidity of the road and such
factors as the maximum permissible gradient and curves) are mainly determined
by the current and future traffic volume and composition, by the topography
of the area to be crossed by the road, and by the speed at which it is intended
or expected that traffic should move. It will be shown later that the design
specifications adopted affect construction costs, maintenance costs and road
user costs. It will also be shown that the narrower the range of design specifi-
cations, the narrower the range of construction technologies that may be adop-
ted. Design specifications therefore affect construction costs by limiting the
choice of construction technology. There is generally a trade-off between the
initial construction costs, on the one hand, and the future maintenance and
road user costs, on the other; and it is therefore very important that road
designers should be concerned with both initial and future costs.

The choice of construction technology is mainly determined by the route
and design adopted, and by the availability of equipment and labour. Obviously,
the use of labour-intensive technologies should not be considered in sparsely
populated areas unless workers from other areas are willing to live in workers’
camps during the duration of the project. On the other hand, capital-intensive
techniques cannot be used if skilled labour and construction equipment are not
available. It should be stressed that the construction technology adopted will
also affect construction costs. It may be noted that for any particular design
specification the technology adopted will not usuaily affect maintenance costs
and road user costs since it may be assumed that all technologies under consi-
deration will yield the required output quality.

To conclude: the profitability of a road project is generally a function of
the road’s route, its design and the construction technology. It is the version of
a road project which maximises social profitability that is to be evaluated for
the purpose of comparison with other public investment projects.
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THE ROAD INVESTMENT PROGRAMME

The choice of technology follows the identification of actual or potential
projects. Road projects are selected either on an ad hoc basis or on the basis
of a more or less elaborate road investment programme. In the first case, the
selection of road projects is made on the basis of political, social and economic
considerations with little or no attempt to link the particular road projects to
an over-all national or sectoral plan. In the second case, the selection of road
projects follows the elaboration of an over-all transport investment programme
which includes a number of potential road projects. If bottlenecks and excess
capacity are to be avoided, and if national resources are to be used in the most
efficient manner, economic planners must know how projects relate to one
another within a given sector, as well as how sectors interact with one another.
It is necessary to consider, for example, how the growth of one means of
transport (e.g. railways) may affect the growth of other means of transport.
Similarly, it is necessary to examine, for example, how the improvement of
transport facilities in general will affect other sectors of the economy (e.g. agricul-
ture and industry). Such information is very important in developing countries
since the development of transport is usually a prerequisite—although by no
means a guarantee—of economic growth. The aim in elaborating a transport
programme is therefore to identify promising projects, to relate them properly
to one another, and to relate all projects together to the macro-economic plan.

It must be pointed out that the elaboration of a transport sector programme,
and consequently of a road investment programme, requires a great deal of
work and time. Transport experts may need to spend a year or longer on the
elaboration of such a programme for a medium-sized country. Owing to lack
of personnel trained in transport problems, lack of traffic data and time
constraints, some developing countries may not be able to elaborate comprehen-
sive transport programmes. In such circumstances rudimentary programmes
can none the less be prepared on the basis of more subjective assessments to
include transport projects which seem to be crucial to the future growth of the
country, or for which there is a strong demand.

A transport programme may cover a country’s entire transport system,
including, in this case, a road investment programme worked out within the
framework of the over-all transport programme. The development of an
independent programme for a particular means of transport should be under-
taken only if it can be shown that no other means of transport can be substituted
for the one to which the programme relates. Thus a road network development
programme may be elaborated independently of other transport programmes
if it is shown that transport by air, rail or inland waterway would not be
competitive with road transport. Within the road investment programme
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itself, on the other hand, the identification of certain potential projects can
be made independently of other transport projects. For example, feeder roads
attached to future agricultural projects or roads serving industrial sites are
included in the programme as a result of a decision to implement those more
general investments projects. In those cases, roads are a joint cost with other
investments outside the transport sector, and the realisation of benefits depends
not only on the roads but also on these investments. The planning of such
roads is thus part of the planning of the sectors from which the above invest-
ments originate.

The elaboration of a transport investment programme follows the following
sequence:

(a) identification of the basic goals of the programme;
(b) survey of existing means of transport;
(c) traffic forecasts; and

(d) identification of the potential transport projects to be included in the
programme.

Means of transport serve to connect production and population centres
with one another. Consequently the development of the transport network
cannot be dissociated from the country’s over-all development goals or strategy.
Ideally, a transport investment programme should be elaborated concurrently
with the programmes for other sectors, and all programmes should be merged
into an over-all national plan. A transport investment programme elaborated
with respect to the planned growth in other individual sectors of the economy
should take into consideration the need for various means of transport in each
of those sectors: if it is planned, for example, to give priority to increasing
agricultural production, feeder roads will have to be built; similarly,
regional development plans may require that the existing road network be
expanded.

The planned growth nf individual sectors of the economy can sometimes be
achieved through the development of alternative means of transport: for
example, the development of mining may require that the existing road network
should be developed, oi iusiead, that new railway lines should be built; the
problem is then to identify the less costly means of transport in each particular
case.

In order to plan future transport, it is essential to have a fairly good assess-
ment of the quantity and quality of existing facilities. Transport data collection
is a fairly complex task, and surveys carried out with that object in view call
for a great deal of work and time as well as qualified personnel. The total
amount of information to be collected depends on the amount and reliability
of the information already at hand. On road transport it is usually scarce, and in
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most cases unreliable: road condition is not usually known, and little infor-
mation is available on such factors as vehicle operating costs and traffic flows.
A survey should provide a description of the existing facilities in qualitative
as well as quantitative terms: for example, a survey of the existing road network
should include estimates of the relative extent of various types of roads (e.g-
paved, gravel, or earth roads), their current condition (good, fair, poor), and
the volume and composition of traffic flows. To be useful, a road transport
survey needs to include information about the main commodities and the
passengers carried, as well as about the origin, destination, types and capacity
of the vehicles using a given road. This type of information needs to be gathered
for various times of the day as well as various seasons of the year.

Since transport projects have long lives, of 20 years or more, traffic forecasts
are essential for the elaboration of a transport investment programme. Traffic
forecasts are needed not only in order to identify specific transport projects,
but also in order to schedule project implementation in the cases where construc-
tion can be carried out in stages. The way to conduct traffic forecasts will not
be described in this manual since many books have already been published on
this subject.

Once forecasts of traffic by the various means of transport have been made,
potential transport investment projects can be identified. For each means of
transport, projects are listed and may be grouped into three distinct classes as
follows:

(a) maintenance projects;
(b) improvement and modernisation projects; and

(¢) new projects for the purpose of increasing existing capacity.

Once the transport programme has been elaborated, the next step is to
rank transport projects and select the higher-ranking ones for implementation,
within the limits imposed by budgetary and other constraints. As regards roads
this selection process is the subject of the present manual, and will be described
in detail.

IDENTIFICATION OF THE M2ST APPROPRIATE VERSIONS
OF POTENTIAL PROJECTS

In elaborating a transport investment programme, potential road projects
are identified but not analysed in great detail. Information about potential
roads is usually sketchy: design specifications are not fully elaborated, the
route to be followed by individual roads is approximate and little information
is available about the way in which the roads should be built. This lack of
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information is to be expected, since the purpose of a transport invesiment
programme is to provide not detailed information on specific transport projects
but an over-all view of transport investment needs. In order to enable planners
to compare and select projects on the bases of their social profitability, a
detailed analysis of potential projects must therefore be undertaken before
individual projects are selected.

As will be shown in Chapter 2, the choice of road design may affect the
choice of construction technology and thus construction costs. Furthermore,
road design always affects road maintenance costs and road users’ costs. The
choice of the route which a road is to follow may affect construction costs,
road maintenance costs, road users’ costs, and in some cases, the value of
benefits derived from the road. Once potential road projects have been ident-
ified, project evaluators must identify the most appropriate route and com-
bination of design and technology for each potential road project. It is this
version of a project that is ranked at the project selection stage.

The identification of the most appropriate route and combination of design
and technology generally includes the following steps.?

1. Identification of possible routes for a road

The route which a road shall follow is determined on the basis of socio-
economic considerations as well as a number of technical constraints. Project
evaluators may identify possible routes with the help of regional development
planners.

2. Estimation of road benefits for each possible route

Road benefits may include additional agricultural production or the develop-
ment of new industries which would not take place if the road were not built.

3. Identification of possible road designs for each possible route

Technical constraints may limit the number of possible road designs for
each route.

4. Identification of possible combinations of design and technology for each route

The construction technologies considered for a given design must yield
the quality of output specified in the design.

5. Estimation of construction costs for each possible combination of design and
technology

! The identification procedure described in this section is further elaborated in Chapters
2and 7.
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6. Estimation of read maintenance costs and road users’ costs for each combi-
nation of route and design

Road maintenance costs and road users’ costs must be those applying to
the most appropriate (i.e. least costly) maintenance policy (covering the fre-
quency and extent of maintenance operations over the life of a road).

7. Identification of the most appropriate route and combination of design and
technology

The most appropriate route and combination of design and technology is
that which maximises the difference between road benefits (estimated under
step 2) and the sum of road construction costs (estimated under step 5), road
maintenance costs, and road users’ costs (both estimated under step 6).

The following mathematical formulation summarises the above steps:

Let B; = road benefits that apply toroad route i (i = 1, 2, ... I);

C:; = road construction costs that apply to road route for a given road
design j (j = 1, 2, ... m) and a given construction technology
kk=12,...n);

(MC + RUC);; = sum of road maintenance costs (MC) and road users’
costs (RUC) for a given route i and a given road design j.

The most appropriate route and combination of design and technology is
that which maximises the net road benefits (NB);; where

(NB),, must be estimated for each (ijk) combination, the most appropriate
cembination being the one that yields the highest net benefits. If, for example,
there are two possible routes (/ = 2), two possible road designs for each route
(m = 2 for all is), and two possible construction technologies for each design
(i.e. n = 2 for all js), then the total number of (ijk) combinations to be analysed
is equal to 8 (i.e. 2 X 2 X 2).

It should be pointed out that the identification of the most appropriate
version of a potential road project does not require that all benefits and costs
be estimated : those that are common to all possible versions of the same project
need not be estimated since they would cancel out when the various versions
they usually do not differ from one version of a project to another. Moreover
if it is felt that there can be only one possible road route and design, the only
variable will be construction costs, as a result of the existence of a variety of
construction technologies. All costs and benefits must, however, be estimated
if projects have to be ranked before the project selection stage.

If benefits are not quantifiable, the identification of the most appropriate
version of a potential road project will usually be based on information regard-
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ing the cost of different possible combinations of design and technology
for each route, and on the economic planner’s subjective evaluation of benefits
for each route.

The assumption that costs are fully quantifiable implies that different
technologies are fairly well known and have already been tested in the process
of building existing roads, so that figures on the productivity of labour and
equipment are both available and reliable. It also implies that other input
prices that will prevail during the implementation of the project can be estimated
with an adequate degree of certainty. In practice, however, little may be known
about alternative construction technologies. In particular, there may be little
information available on the productivity of equipment and labour and on
managerial efficiency. This is especially true of labour-intensive construction
technologies, in respect of which very few studies have been carried out.
Furthermore, the few studies completed to date apply to particular environ-
mental and other conditions such as climate, scil composition, topography and
management; and it is difficult, if not impossible, to use their results to arrive
at general rules applicable to other countries. A lack of information on the
direct cost of a variety of possible technologies precludes the identification
of the most appropriate one for a potential road project. Yet cost data are
needed if projects are to be ranked for selection purposes, and if the national
or sectoral budget is to be properly balanced. One solution to this dilemma is
to collect all necessary data prior to undertaking the identification procedure.
This solution, however, requires a fairly long time; indeed in some cases data
collection could take over two years, which is the period covered by some short-
term plans. The selection of road projects—or any public investment projects—
generally cannot wait that long: the cost of waiting could be extremely high
since scarce funds would be kept idle at the expense of the country’s growth.
Such a solution is thus not feasible.

An alternative solution, and the one usually adopted, is to estimate direct
costs on the basis of past experience, assuming a standard construction techno-
logy previously in use in the country, or construction costs per unit of output
obtained from completed road projects. In this case, road projects will differ
from one another with respect to routing and design only, since different
technologies are not considered. Once the most profitable potential project has
been identified on this basis and if the project is selected for implementation, a
more detailed analysis may be undertaken in order to identify the most appro-
priate construction technology, providing that enough time is available for such
an analysis. Whenever feasible, experiments with different construction tech-
nologies should be undertaken before a selected road project is implemented.

Project selection in the absence of quantifiable data has two main short-
comings. First, the modified identification procedure just described may lead
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to the selection of projects that would have been ‘cjected, or, conversely, to
the rejection of projects that would have been seircied had reliable figures
been available. In other words, unreliable information on costs and benefits
may lead to an unreliable ranking of projects. This situation cannot at present
be avoided, and will continue to prevail until reliable information is available.
However, collection of reliable information is not an impossible task: given
sufficient time, project evaluators should succeed in improving their data base
for project evaluation.

A second shortcoming of the procedure is that actual construction costs
may differ from initial estimates based on an assumed technology or on standard
unit costs. This situation requires future revisions of the budget in order to
balance public revenues with public expenditure. It should be noted, however,
that budget revisions would be needed for a number of reasons even if there
were full knowledge of construction technologies at the project selection stage.
First, input prices used at the selection stage may differ from those that will
actually prevail when the project is implemented. This fact is usually recognised
by project evaluators, who try to take account of potential price movements in
carrying out project evaluation. They may not, however, always succeed in this
endeavour. Secondly, unforeseen events may increase construction costs: floods
may destroy some of the construction work; delays may be irncurred in the
import of needed equipment. In general, there is always some degree of uncer-
tainty with respect to the conditions that will exist at the implementation stage,
and some discrepancy between estimated costs and actual costs nearly always
occurs. Finally, estimated public revenues may differ from actual revenues.
This necessitates the continuous adjustment of public expenditure to public
revenues through the postponement or earlier implementation of public projects.

PROJECT SELECTION

Depending on the type of road project, selection may precede or follow the
identification of the most profitable version of each potential road project.
Five types of road projects will be considered in this manual, namely—

(a) road maintenance;

(b) road improvement;

(c) new roads primarily intended to shorten travelling distances;

(d) new roads that are part of wider sectoral investment projects; and
(¢) developmental roads.

In general, projects of types (a), (d) and (e)-—concerning road maintenance,
new roads that are part of wider sectoral investment projects and developmental
roads—are selected before the most appropriate versions of such projects have
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been identified. On the other hand for projects of types () and (c¢), concerning
road improvement and roads to be built for the main purpose of shortening
travelling distances, the identification of the most appropriate version usually
prece “cs the selection of the project. The reasons for these different approaches
are explained below.

Projects of types (a), (d) and (e) are among the many public investment
projects for which costs and benefits cannot be fully quantified. Public planners
have to choose which non-quantifiable projects should be implemented in the
light of the funds available. Their choice may be made by first ranking non-
quantifiable projects on the basis of a subjective valuation of their wortl. to
society. Then, given a ranking of quantifiable projects, each non-quantifiable
project may be compared, on the basis of subjective considerations, to successive
quantifiable projects in order to det:rmine the rank which should be assigned
to it. Once a unique ranking of all projects—quantifiable and non-quantifiable—
has been obtained, the higher ranking projects are selected within the limits
imposed by budgetary constraints.

Road maintenance

Public works departments are usually responsible for maintaining the
existing road network. Road maintenance is carried out either in accordance
with rules laid down by those departments or under pressure from road users
or local or other authorities. The public works department must know which
roads should be maintained, at what time intervals maintenance activities
should take place and what will be the extent of each maintenance operation.

There is rarely a decision to take on whether to continue or discontinue
maintenance of existing roads. In most cases, existing roads are essential links
between population centres, and it is obvious that such roads must be kept open
to traffic, and maintained accordingly.

In general, whenever roads are used, there will always be some pressure
from road users for continuing maintenance. The only situation in which a
government may decide to discontinue the maintenance of roads serving
population centres is one in which the government wishes to relocate the popu-
lation. In other cases roads may have ceased to be useful, and it is obvious that
they should therefore cease to be maintained: this is true for roads which no
longer perform the role originally assigned to them (e.g. approach roads to
closed mines or military camps no longer in use).

Unless it has been decided that a road should not be maintained, the public
works department must determine the frequency and extent of each maintenance
operation so as to reduce to a minimum the sum of maintenance costs and road
user costs properly discounted to the present.
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It will be apparent from the foregoing passage that the maintenance of a
given road need not be the outcome of a deliberate decision taken in relation
to its merits by comparison with those of other road projects: on the contrary,
road maintenance is normally undertaken on the unchallenged assumption of
its intrinsic worth. Moreover, if a road is to be kept open to traffic at all,
maintenance operations must be carried out as needed since their postponement
unnecessarily increases maintenance costs and road users costs, and thus results
in the long run in a decrease of the amount of investible funds that may be used
for other purposes. '

Road improvement

The improvement of an existing road may be required for any number of the
following reasons:

(a) traffic so heavy that average travelling times between places along the road
are unduly long;
(b) high vehicle operating costs;

(c) a high accident rate resulting from the existence of dangerous sections along
the road;

(d) uncommonly high road maintenance costs; and

(e) frequent closing of the road to traffic as a result of floods, landslides or other
natural disasters. '

When contemplating road improvement, the public works department must
compare improvement costs to the sum of the various costs resulting from
the use of the non-improved road. These costs include quantifiable items
such as—

(a) additional vehicle operating costs;
(b) additional costs attaching to traffic accidents;
(c) additional road maintenance costs; and

(d) loss of income due to frequent closing of the road.

The profitability of a road improvement project may be expressed as the
difference between the sum of the above four cost items and the rcad improve-
ment cost. Unless unlimited funds are available, a road improvement project
must be ranked along with other projects in order to determine whether it is
sufficiently profitable to be selected for implementation.

The identification of the most appropriate version of a road improvement
project precedes project selection.
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New roads to shorten travelling distances

The main purpose of a new road is often to lower road users’ costs by
diverting some of the traffic on existing roads to the new road. Other road
benefits may occur, but they are generally of secondary importance.

Benefits derived from such a new road may be expected to include—

(a) lower road users’ costs for traffic diverted to the new road;

(b) lower maintenance costs of existing roads since they will bear a lower traffic
volume than if the new road were not built; ana

(c) increased benefits in the area crossed by the new road (e.g. an increase in
agricultural production).

Costs attached to a new road include—
(a) construction costs, and ‘
(b) maintenance costs of the new road itself.

The profitability of this type of road may be expressed as the difference
between the benefits and the costs mentioned above. The identification of the
most profitable version cf such a project must precede project selection.

New roads that are part of wider sectoral investment projects

Some public investment projects require the construction of new roads to
serve either as links between the project site (e.g. in the case of a mine or an
industrial plant) and existing roads, or as a means of communication on the
project site itself, as in the case of feeder roads. Projects that include the con-
struction of roads may or may not be compared to other projects for selection
purposes. In any case, the task of selecting such general projects is not a concern
of the road project evaluator. Once the over-all investment project has been
selected, by whatever method, it is no longer necessary to compare the road
project or projects involved to other road projects for the purpose of obtaining
the necessary allocation of investment funds.

Road projects falling within wider projects need to be implemented by a
construction technology that maximises the social profitability of the over-all
project. For example, in the case of an agricultural project, feeder roads must
be designed and built in such a way as to ensure that they will not need to be
closed to traffic during part of the harvest or planting seasons: the road design
must satisfy that minimum quality standard. Subject to this kind of requirement,
the identification of the most appropriate version of the road project consists
in identifying the one that is least costly in terms of construction costs, mainte-
nance costs and road users’ costs.
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Developmental roads

The purpose of developmental road projects is to promote economic
development in isolated parts of the country in which development has not
kept pace with that of other regions. The main motives behind a decision to
invest in such road projects may be considerations of social equity. Since the
benefits and certain costs attached to these projects are difficult to quantify, it
is rarely possible to evaluate alternative versions prior to project selection, and
the identification of the most appropriate version is therefore carried out after
the project has been selected.

To identify the most profitable version, project evaluators must estimate
road construction costs, road maintenance costs and road users’ costs for each.
In most cases, however, road users’ costs are not available since it is extremely
difficult to forecast traffic flows for future developmental roads. The identifi-
cation of the most appropriate version is then based on the first two cost items
only.
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This chapter deals with the effect of choice of design on the choice of tech-
nique. It will be shown that the design process can be improved to allow con-
sideration of different construction techniques, and that there are particular
aspects of road design that should be analysed tc ensure that the optimum use
is made of the available resources. In many cases this optimum use is very
different from that which would result from designs taking little account of
the possibility of using more labour-intensive techniques.

DESIGN SCOPE

There are many roads that do not need en‘gineering design, or at best a
very limited amount: rural access roads, roads built under self-help schemes
and access roads serving major public works such as dams fall into this cate-
gory. Their construction has been the subject of extensive study by the United
Kingdom Transport and Road Research Laboratory and to a lesser extent the
Intermediate Technology Development Group (London).

These roads are generally of a low technological level and lend themselves
admirably to the use of more labour-intensive methods. As long as the basic
ideas of alignment, drainage and compaction are understood, there is no
reason why such roads should not be built without the full-time assistance of an
engineer. However, by far the largest amount of money allocated for road works
will be spent on roads that require a full-scale design by a civil engineer.
The methodology developed in this chapter is concerned with these roads.

The question of over-all road planning was discussed in the previous chap-
ter. In the present chapter an attempt is made to indicate how a design engi-
neer could use a knowledge of alternative methods of construction in designing
a particular road, once the road planners have identified an economic priority
for it and the engineer has been given the task of preparing a design.
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It is quite clear that in many cases the design limits the choice of technique:
the road designs are geared towards equipment-intensive techniques and it is
therefore difficult for more labour-intensive techniques to compete. It is at
the design stage, therefore, that the use of alternative techniques should be
considered. What every designer must ask himself is “what purpose does this
road serve and what methods could be used to achieve the objective?” An
example may hélp to illustrate this point. It may be necessary for a road to
cross a river. The initial solution envisaged may be to provide a sophisticated
pre-cast, pre-stressed concrete structure; but the engineer should ask himself
why the structure should be of pre-stressed concrete rather than of reinforced
concrete or of timber, and also whether it is necessary to provide a bridge at
all and whether a ferry crossing would not adequately serve the purpose.
Coupled, therefore, with the acceptance of the consideration of alternative
techniques goes the need to consider the basic objectives in providing the road
and the whole range of designs that might be suitable for their attainment.

Many studies have already been carried out on the possible use of alternative
technologies in road construction.! The figures that have been assembled
in these studies are of value in indicating the efficiency of various methods.
However, the studies have concentrated on alternative methods of implement-
ing particular designs, without considering the possibility of altering the designs
in order not to impose a constraint on technological choice. Thus, the original
design is often biased towards the methods with which the designer is familiar,
and it constrains the choice of techniques. It is not surprising, therefore, that
when alternative methods are examined they are found to be inefficient. It is as
if a motor car designed to be powered by petrol were expected to run equally
well on kerosene. It has also been generally assumed that the construction costs
can be considered in isolation, and that maintenance costs and road user costs
will be the same whatever construction method is used. In fact each individual
design will exert different pressures on the choice of technique to be used. For
example, one design may call for a pavement construction of high quality
which entails a low degree of tolerance in its construction, and has minimal
maintenance costs and low road user cost; an alternative design may be less
restrictive in the final quality of the running surface and be associated with high
maintenance and road user costs; a design may provide for a route which is
direct but involves a large amount of rock excavation; another may follow a
more leisurely route which merely involves short-haul earth excavation.

1See for example Deepak Lal, assisted by A. Heap, H. Boisen, B. Nilsson and
L. Karlsson: Men or machines: A Philippines case study of labour-capiral substitution in road
construction (Geneva, ILO, 1974; mimeographed World Employment Programme research
working paper for restricted distribution only).
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In the initial stages the production of alternative designs will not be easy.
The engineer will have to reconsider many of his preconceived ideas. There is
unfortunately no short cut to the optimum combination of design and con-
struction technique. It is not suggested that no extra work will be involved in
the consideration of a wider range of design possibilities: certainly it will be.
However, the benefits that will accrue should heavily outweigh any cost in
terms of extra time and resources spent at the design stage.

This chapter is therefore intended to show how a more wide-ranging assess-
ment of the optimum design can be arrived at. It is hoped that, with use, the
ideas put forward here would eventually be taken for granted. Theroad designer
would then truly assess alternatives in terms of factor proportions and not
purely the use of different types of equipment-intensive technology.

COSTING OF DESIGNS

It is possible therefore to think in terms of a road project for which there
are a variety of possible designs. Some will be more suited to equipment-
intensive techniques, others to labour-intensive techniques. The next step is to
make a detailed costing of the designs. For each design a bill of quantities can
be prepared. This describes each operation and the quantity of materials
required. From the design drawings and the bill of quantities a schedule of
material requirements can be made which can then be costed from information
on the cost of the materials.

To complete the costing procedure it is necessary to have labour rates for
each type of labour used, plant rates for the equipment used and an assessment
of the overheads. Some authorities promote the idea of using unit costs for
each activity. Thus one item in the bill of quantities may be ““excavate in bulk
and cart to fill ”. The quantity may be 20,000 cubic metres. The estimator
would then calculate on past experience and prevailing costs the rate for moving
1 cubic metre of soil. Unfortunately in civil engineering these unit rates vary
enormously and past experience is ofien not a very good guide. A more effective
method is the operational approach in which a whole operation of say excavat-
ing, loading, hauling, unloading and spreading is costed and the total cost is
then distributed among the relevant items of the bill of quantities.

However, whatever method is used it is always necessary to calculate plant
and labour rates. The calculation of plant rates involves an analysis of the
initial cost of equipment, expected life, maintenance and operating costs and the
prevailing interest rates. An hourly rate can then be calculated for each piece
of equipment. The calculation of labour rates is equally involved. It is not
sufficient merely to know the prevailing wage rate for a specific type of labour;
one must know the total net hours paid and add to this any non-productive
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time. Deductions must then be made for such factors as inclement weather,
strikes and public holidays. A figure is then arrived at for the average effective
working hours paid per day. To the basic daily wage for each category of wor-
ker must be added allowances for such factors as are appropriate: this may
include national insurance, holidays with pay, daily travel, subsistence allow-
ance, nedical insurance, tool money, hutting allowance; in Europe these
allowances double the basic wage. The cost then to the employer is the total
labour cost per day, divided by the effective working hours. These labour rates
will vary for different categories of workers and for different times of the year.

The overhead cost consists of a large number of items which are spread
sver the duration of the contract. Apart from the obvious costs such as the

salaries of site management staff and headquarters staff the following would
also be included:

(a) attendant labour such as chainmen, laboratory assistants, site vehicle
drivers, watchmen and checkers;

(b) site vehicles;

(c) setting up of the offices; this wguld include any necessary offices for the
site management, stores, canteens, sanitation, fencing, access roads;

(d) all surveying and laboratory equipment;

(e) theinstallation, maintenance and removal of any services that are supplied,
such as electricity, water, telephone and sanitation;

(f) administrative charges such as postal charges, stationery, signs and pho-
tography;
(g) first aid, canteen supplies and protective clothing;

(h) temporary works, comprising scaffolding, hoists, generators, temporary
fencing, etc.; and

(i) otheritems which would include pumping, land charges, abnormal weather
precautions and safety measures.

All these items would be costed as a.lump sum and added to the total cost
of the project usually in the form of a percentage added to each item of work.

The materials, plant, labour and overhead rates are then brought together
to build up a rate for each item in the bill of quantities.

PAVEMENT MATERIALS AND THE CHOICE OF
CONSTRUCTION TECHNIQUES

Roads can be broadly classified on the basis of pavement types into three
categories—paved roads, gravel roads and earth roads. The distinction be-
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tween paved roads and gravel roads usually rests on the distinction between a
sealed and an unsealed pavement surface. The distinction is therefore usually
clear, except in relation to such surfaces as wet-bound or dry-bound macadam,
for which it becomes optional. The transition from gravel roads to earth roads
is less clear-cut, particularly in the case of soil-stabilised roads, such as roads
built of soil mechanically stabilised with the addition of aggregate.

There are a number of points to be made about the choice of technologies
for various categories of pavement materials. First, it is possible to produce a
pavement of the same strength and durability using different materials. Because
different materials are often best suited to different construction techniques, a
choice of materials increases the range of choice of techniques in terms of
factor proportions.

Secondly, certain road-building operations ,provide little scope for the
economic use of labour-intensive methods. Theée operations tend to be those
that produce roads of a high standard and that are a necessary part of the con-
struction of paved roads. Thus the use of labour-intensive methods is more
likely to be viable for earth than for gravel roads, and for gravel than for paved
roads. Research is needed to discover how these operations can be carried out
efficiently by labour-intensive methods.

Thirdly, the possibility of using certain materials, which may be either tra-
ditional or modern, is generally not taken into consideration when roads are
designed. Some of these maierials, however, could be used effectively if manual

methods were chosen. All these factors are discussed under each category of
pavement.

Paved roads

According to O’Flaherty ! there are at least 25 design methods in use
throughout the world for paved roads. These can be divided into empirical,
semi-empirical and purely theoretical. The empirical methods, i.e. those that
use formulae and specifications based on data accumulation, are the more
common. Of these the California bearing ratio (CBR) method is by far the most
widely used; it is the method that will be generally referred to in this chapter,
and knowledge of that method will be assumed.

A typical cross-section of a paved road is shown in figure 1. With the CBR
design method the depth of construction is determined by the CBR value of
the subgrade, whereas the quality of the surface and base of the pavement is
generally not considered except to state that they should be of a minimum
quality. This is because the CBR method consists in determining what depth

1 C. A. O’Flaherty: Highways (London, Edward Arnold, 1967), p. 561.
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Figure 1. Structural elements of flexible and rigid road pavements
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Flexible pavement Rigid pavement

of construction is required with a given material to dissipate the axle loads into
the subgrade. The choice of pavement surface and base materials is mainly
dependent on the amount of deformation that is allowed, the drainage charac-
teristics of the various materials and—perhaps most important for the surface
material — the riding quality of the pavement. For roads carrying a present or
expected daily traffic of more than 300 vehicles it is generally assumed that
maintenance costs preclude the use of anything but a high-quality surface
treatment. The choice of construction techniques for surfacing is somewhat
limited in that for a high standard some form of bitumen or tar must be
applied, and that cannot be productively and effectively done by manual
methods. Hence it may well be that capital-intensive methods are the only
possible choice for the surfacing of a paved road. This does not mean, however,
that labour-intensive methods cannot be used for the basc and subgrade layers
of the pavement, and in the choice of methods for those layers the outputs of
the labour-intensive and capital-intensive methods should be very carefully
compared.

Once the expected traffic volume is known and the necessary quality of the
subgrade (i.e. the CBR value) is determined, the quality and depth of materials
to be used are decided. It may be that different materials should be used
according to whether the construction method is labour-intensive or capital-
intensive. For example, modern bitumen madacam is particularly suited to
laying by mechanical means and is not easy to place by labour-intensive
methods. When consideration is given to the use of labour-intensive methods
in the construction of high-standard roads particular attention must be paid
to the choice of paving material as some of these materials pre-suppose the
use of equipment. Generally the objective is the selection of the most suitable
materials for each layer so that the stress distributed to each layer is commen-
surate with its load-carrying capacity. Furthermore, the materials selected must
be those which can be economically placed by a given method.
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(1) Hand-pitched stone. For roads that do not carry heavy traffic, hand-
pitched stone bases (figure 2) are particularly suited to large labour forces.
The main problems arise because of the large voids between the stones. If
suitable drainage is not provided or if the underlying layer is not sealed, the
substratum becomes soft and can work its way up into the base, which may
then be heavily deformed. "Moreover, layers of stones more than 10 c¢m in
diameter are difficult to compact effectively, which is the reason for which hand-
pitched stone bases are not suitable for use on roads with heavy traffic.

Figure 2. Hand pitching

(2) Dry-bound macadam. Dry-bound macadam provides a compact and
effective pavement layer. A coarse aggregate of a carefully determined size
(40 or 60 mm nominal) can be laid by hand, usually in a layer 10 to 12cm
thick. This layer is then rolled with a smooth-wheel roller. A fine aggregate
or dust is then spread over the compacted coarse aggregate. This can be done
with ordinary farm equipment (figure 3). Afterwards it is usually necessary to
broom the surface to spread the material evenly. When compacted with a
small plate vibrator (figure 4), the dust fills the interstices between the coarse
agregate, thus filling the voids.

(3) Wet-bound macadam. A road of wet-bound macadam is similar in
construction to one of dry-bound macadam, the difference being that in the
wet-bound method water is sprayed onto the surface and the resulting surface
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Figure 3. Spreading fine aggregate for dry-bound macadam
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is then compacted and rolled. The water acts as a lubricant allowing the aggre-
gate to move and thus lock more easily. Further, a certain cementing action
is produced with the interaction of the water and the fine aggregate. A potential
drawback to the use of wet-bound macadam is that each layer must be allowed
to dry thoroughly before the next layer is laid. In the case of labour-intensive
methods this drawback may become an advantage iu that the slower speed of
working with those methods may match the need for a drying period.

(4) Stabilised soil. There are numerous ways in which the properties of
a soil can be modified to give a dense homogeneous mass. These include
mechanical stabilisation with the addition of aggregate, chlorides, lignin and
molasses, cement stabilisation and stabilisation with bitumen and lime. Many
of these operations can be carried out by manual methods. Some stabilised
soils can be used as base material for roads, but usually not as a running
surface because of their poor resistance to abrasion. Equipment such as
levelling machines, rotary mix-in-place equipment and stationary mixing plants
can carry out the mixing and placing operation. However, it is perfectly feasible
to use modified agricultural equipment and labour to produce the required
result (figures 5 and 6).

(5) Bituminous paving. Grouting or penetration of road metal with a bind-
ing material in a liquid state stabilises a road, i.e. it reinforces its structure to

Figure 5. Lime stabilisation: bags of lime are dumped along the road
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Figure 6. Lime stabilisation: a rotary plough raises a cloud of lime dust

withstand traffic loading. There are various types of bituminous paving which
are useful for different intensities of traffic. The simple method of bituminous
paving requires no special tcols or plant or skilled labour. The method consists
of spreading the aggregate on the subgrade, to a thickness of at least 125 mm,
and rolling with a smooth-wheeled roller. Then either a cold (emulsion) or a hot
(bitumen or tar) binder can be allowed to penetrate into the consolidated stone
layer either to the full depth or to half the depth. The binder is poured by
workers using pouring pots. After the binder has been applied, and while it is
still hot in the case of hot binder or before it “breaks’ in the case of emulsion,
small hard stone chips should be spread evenly over the surface and lightly
rolled to force the chippings into the binder. A variant is the pre-mixed method,
under which the aggregate is first mixed with the binder (hot or cold) and then
spread on the road. In the hot process the bitumen is heated in a boiler and
mixed with aggregate either in a power rotary mixer or hand drum mixer. The
pre-mixed aggregate can be hauled in wheelbarrows and unloaded onto the
prepared sub-base; it is then spread by workers with rakes, and finally rolled by
smooth-wheeled rollers. The hot bitumen can be handled in pouring pots or
cans. For pre-mixing with emulsion the aggregate can be placed in perforated
buckets and then coated by dipping into tanks containing emulsion; the coated
aggregate is spread on the road and then left for 24 hours before rolling to let
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the water content of the emulsion evaporate. There are cases in which the binder
is first applied on the road bed and the coarse ingredient is added immediately
afterwards. ““Surface dressing” is a kind of bituminous surface treatment under
which a film of bitumen, tar or emulsion is first applied on top of road founda-
tions; a thin layer of stone chippings or other fine mineral aggregate is then
spread on this film and the surface is rolled.

(6) Concrete paving. For concrete paving the natural subgrade or the top
of the sub-base is first given the required shape. Wooden or steel forms are
placed and the laying of concrete is planned in sections. The mixing of concrete
is carried out by mechanical or hand-operated mixers; if such mixers are not
available the mixing can be carried out by workers with shovels. If a mixer is
used its size naturally determines the rate of production and therefore a balance
must be struck between the size of mixer and the number of workers employed
to haul and lay the concrete. The concrete can be taken from the mixer either
in wheelbarrows or in head baskets and laid between the forms, where the
concrete can be consolidated either with a hand tamper or with a mechanical
vibrator. The hand tamper or a wooden tamping beam (see figure 7) consists
of a beam 75 mm wide by 225 mm deep and of a length equal to the width of
the section, pius 300 mm. The underside of the beam has a metal plate equal to
the width of the beam. The concrete can be compacted with the tamper by
using a backwards and forwards sawing motion across the section in combina-
tion with a series of lifts and drops with an advance of about 1 cm each time,
Tamping is continued until the mortar in the mix begins to work up to the
surface. The surface finish is produced with wooden floats. Whenever desired
the surface can be roughened by brooming with a siiff fibre brush. After two to
four hours the finished surface is covered with a layer of hessian bags or other
suitable material, which is kept wet about 24 hours. Then the bags are removed
and a layer of sand about 39 mm thick can be laid on top of the concrete and
kept moist; as an alternative the surface is divided into a number of sections by
forming small 50 mm earthen ridges and the sections are then filled with 25 mm

Figure 7. Wooden tamping beam
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of water and the concrete surface is kept moist for the curing period. After the
curing period the top 75 mm of the expansion joints between the sections are
filled with bitumen.

Gravel roads

Gravel is generally used for roads on which the traffic flow is not expected
to be more than 200-300 vehicles a day. The simplest form of gravel road is
that in which gravel or coarse aggregate of a less carefully determined size than
in the case of macadam construction is laid onto the subgrade. Each layer is
then rolled and compacted. The final surface may be produced by spreading a
thin layer of a finer aggregate.

Gravel roads by their very nature are more adaptable to construction by
labour-intensive methods than paved roads. With capital-intensive methods
one can use gravel from any suitable quarry or borrow pit within several
kilometres of the construction site. However, it is difficult to find efficient
methods of transport by labour-intensive methods for haul distances greater
than 1 kilometre. In order to attain a given standard, therefore, consideration
may have to be given to using greater thicknesses of inferior material that can
be obtained in the close vicinity.

Earth roads

The term “carth roads ™ covers roads from mere penetration tracks to
high-quality earth roads with some form of stabilised surface. The expected
maximum traffic for earth roads would be of  the order of 50 vehicles per day,
depending on the type of vehicle. Earth roads are the most suitable for labour-
intensive construction. Earth-moving provides the best opportunities for
labour-equipment substitution. Also, earth roads are generally used to transport
farm produce to market or to provide access to remote villages. Accordingly
they are of direct and obvious benefit to the local population. This fact not
only makes it easier to enlist iocal support for the building of these roads but
also facilitates routine maintenance because the local people think of it as
their own road.?

Most earth roads are of very simple design, as shown in figure 8. One of
the major preblems of earth roads is deformation under wheeled traffic, which
generally produces longitudinal grooves. This tendency can be reduced by
placing circular timbers of small diameter in the tyre tracks.

137, Miller: “Labour-intensive methods in low-cost road construction: A case study”,
in International Labour Review (Geneva, ILO), Apr. 1970, pp. 359-375.
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Perhaps the most important requirements for earth roads from the engi-
neer’s point of view are adequate maintenance and proper drainage: although
these roads are not usually designed as ali-weather roads, the proper crowning
of the surface and careful placing and shaping of drainage channels can make
all the difference between high and low maintenance costs.

Figure 8. How to make a simple earth road
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Roads made of other materials

As has been emphasised, the use of labour-intensive methods requires that
the design and the construction materials should be orientated towards their
use. Certain materials, which may not normally be considered for use with
capital-intensive methods, are worthy of mention here.

In some parts of the world there is a traditional local expertise in the con-
struction of cobblestone roads. These are similar to the hand-pitched bases
referred to above, except that the cobblestones are used as the final running
surface. The subgrade is first levelled and then the stones are placed with great
precision so that the final surface is smooth. Sand or fine aggregate is then
spread over the surface and this fills the interstices between the stones. Speeds
of 100 k.p.h. are perfectly feasible on this type of road. It should be added that
they are usually built in areas of very low rainfall because of the damaging
effect of rain on this type of road. A typical cobblestone road construction is
shown in figure 9.

This is one example of materials that could be considered. There are many
others, such as wood or stone setts, pozzolan bricks and asphalt blocks which
have been abandoned for pavements by engineers in developed countries
because their use involves dependence on labour. It is this very dependence,

Figure 9. Cobblestone road construction
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however, which makes the use of these materials of interest to developing
countries with abundant labour supplies.

THE DETAILS OF DES!GN CHOICE

One of the earlier road studies undertaken by the IO emphasised the
limiting role that the design played in the choice of technique. It was suggested
that “the adopted design standard ... will ... determine the range of choice
of appropriate construction technologies” and that “in the selection of design
standards . . . a bias . . . will generally operate in favour of known (or Western)
standards”.! In the present section the relationship between the design and the
choice of technique is examined more closely in order to show how the choice
of technique can be considered at the design stage, when the design itself is a
variable. The design of a road mainly consists of structural elements (i.e. the
composition and structure of the pavement surface, base and sub-base), the
routing of the road and its vertical and horizontal alignment, or slope and
curvature. All of these elements can be treated as variables.

The interaction between a design and a construction technique can be
taken into account in two main ways. The first is to start by choosing the design,
and then to make a choice among the methods by which it would be possible
to produce a road of that design; i.e. the design standards of the road are fixed.
The alternative approach, where the design standards of the road are variable,
is not to start by determining the design, but to allow for the fact that there is a
trade-off between the initial construction cost and the future maintenance and
road users’ costs, and to recognise that the trade-off may justify the choice of a
design giving a road of a lower standard, which is likely to be more suited to
construction by labour-intensive methods. In this section both approaches are
discussed, but more attention is devoted to the second, which has hitherto
tended to be ignored.

In road design where the standards are fixed, the possibility of a trade-off
between subgrade strength and pavement thickness should be examined in
order to extend the range of construction methods, in terms of different factor
proportions, that might then be considered by the designer.

Trade-off between pavement thickness and subgrade strength

For paved roads the depth of construction depends upon the quality of the
subgrade as measured by the CBR value. As a consequence of this there

1 G. W. Irvin, assisted by B. Nilsson, L. Karlsson and L. Eriksson: Roads and redis-

tribution : Social costs and benefits of labour-intensive road construction in Iran (Geneva,
ILO, 1975), p. 25.
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Figure 10. Relationship between pavement thickness and subgrade strength
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Source: L. Odier, R. 8. Millard, Pimentel dos Santos and S, R. Mehra: Low cost roads: Design, construction
and maintenance (London, Butterworth, n.d.), p. 79.

is a certain amount of trade-off between pavement thickness and subgrade
improvement. It is unlikely that the trade-off rate will be the same for roads
built by labour-intensive and capital-intensive methods respectively. Particu-
larly in the case of gravel roads for which long-distance hauls of gravel may be
unavoidable, it may be better to improve the subgrade to a very high quality
and to reduce the depth of gravel.

In practice the extent to which the subgrade can be improved will be the
limiting factor. An experienced engineer may be able to assess the trade-off
almost by looking at the quality of the subgrade material. It is useful, however,
to try and quantify the relationship between subgrade strength and pavement
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Figures 11 and 12. Pavement thickness and subgrade strength cost functions
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Source: R. M. Soberman: Transport technology for developing regions: A study of road transportation in Venezuela,
a publication of the Joint Center for Urban Studies of the Massachusetts Institute of Technology and Harvard
University (Cambridge, Massachusetts, and London, M.LT. Press, n.d.), p. 14.

Figure 13. Road cost isoquants
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Source: Soberman, op. cit., p. 15.

thickness, for it may be that, as shown by Soberman !, a change of factor costs
may move the point of optimum balance between the two. Moreover, there is
a clear relationship between pavement thickness, subgrade strength and the
design axle load.2 This is shown in figure 10.

1 Richard M. Soberman: Transport technology for developing regions: A study of road
transportation in Venezuela, a publication of the Joint Center for Urban Studies of the
Massachusetts Institute of Technology and Harvard University (Cambridge, Massachusetts,
and London, M.LT. Press, n.d.), pp. 13-14.

2 See L. Odier, R. S. Millard, Pimentel dos Santos and S. R. Mehra: Low cost roads:
Design, construction and maintenance (London, Butterworth, n.d.), pp. 76-80.
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The cost of increasing the pavement thickness can be easily calculated or
obtained from experience of pavement costs. A typical relationship could be
similar to the one shown in figure 11. The cost of improving subgrade strength
is more complex and depends a great deal on the type of material of which the
subgrade is composed. However, there seems to be no reason why this relation-
ship could not be easily calculated on the basis of data usually available in
the costing unit of the public works department. The relationship is unlikely
to be linear, and could be as shown in figure 12. Of course, the subgrade can
be improved in a variety of ways, the simplest being compaction, although
more expensive methods suchs as soil stabilisation could be used. The actual
costs will depend on local factor costs.

From the cost functions shown in figures 11 and 12 and from the amount
available for the road project, it is possible to construct isocost curves like
those in figure 13, in which each curve describes different ways of spending a
specified amount. At one extreme all the money can be spent on the pavement,
at the other it can all be spent in improving the subgrade. Naturally isoquants
will vary in shape if the relative costs of the two possibilities change.

If quality isoquants (of which the curves in figure 10 are an example) are
superimposed on isocost curves as shown in figure 14, the cheapest combina-
tions of pavement thickness and subgrade quality are then given by the points
at which the isocost curves are just tangential to the quality curves.

It must be emphasised that the shape of the cost curves, and hence the
points of tangency of the two sets of curves, would vary with factor costs: the
cost curves for labour-intensive and capital-intensive methods would not be
the same, and thus the most economical trade-off between subgrade strength
and pavement thickness wouid be different. A mistaken belief that the factor
proportions do not have a direct effect on the choice of designs is one of the
main reasons for the choice of inappropriate designs in developing countries.

Routing and geometric alignment

The possibility of a trade-off in terms of pavement thickness and subgrade
strength having been considered, attention will now be devoted to the other
major elements in the design of roads, i.e. routing and geometric alignment;
and the possibility of relating these to the choice of construction technique
will be investigated.

The route which a road is to follow is often dictated by the need to maxi-
mise the benefits of the project. It may be proposed that a road should be built
from A to B. In between these points, it could approach various areas of indus-
trial and agricultural production and population centres, and the benefits
that would accrue from it, and consequently its economic justification, will
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Figure 14. Tangency points of quality and cost curves
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often depend on how well it would serve those areas. There will be other cases,
however, in which the building of a road between points 4 and B may have
been already decided once and for all, but the more detaiied aspects of its
location and therefore the route to be followed may not be unalterable. It is
possible in such cases that the route can be changed so as to facilitate the adop-
tion of more labour-intensive construction techniques.

There are various operations that are less amenable to the substitution of
labour-intensive for equipment-intensive methods: these are principally the
haulage of earth over long distances, rock excavation, the clearance of dense
vegetation on the site, and the building of very high embankments and large
structures. A judicious choice of route could limit these operations to a mini-
mum, although the result may well be that the road is less direct.

Of these operations, earth hauling is extremely iniportant in limiting the
choice of technique. A re-routing of a road so that it runs closer to borrow pits
or quarries, so as to reduce haul distance to a minimum, may increase the
length of the road and thus some of its direct construction cost. These increases,
however, must be weighed against the benefits of using labour-intensive
methods. With regard to the other operations, the rcad may have to be routed
away from areas where hard rock would have to be excavated. It is even pos-
sible to follow the ground contours, building simple embankments instead of
taking a more direct route and building complex bridges or high embankments.
Naturally the extra cost of extending the length of the road would have to be
considered in any comparison. However, it is important to bear in mi .d the
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Figure 15. Example of the relationship between design speed and construction cost in
different terrains
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possibility of altering the route of a road in order to achieve the optimum
social cost-benefit ratio.

The geometric alignment is dependent to a great extent on the design speed:
it is in relation to the design speed that maximum vertical and horizontal cur-
vatures and maximum gradients are specified, mainly according to the sight
distance of vehicles travelling at a particular speed and the centrifugal force
exerted on vehicles at certain speeds on a particular curvature. It is not totally
.unreasonable to think in terms of lowering the design speed of certain roads
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so that the limitations on curvature and gradient are reduced. This would
allow a road to follow a less direct route and could reduce the earth works
required, since the road could more easily follow the land contours. However,
the reduction in design speed would have serious repercussions on the road
users’ costs: the depreciation cost of vehicles may be increased, the time of
travel would be longer and consequently the cost of transporting passengers,
goods, and material would also increase. This might result in a net loss in
benefit. Moreover, it might also preclude the upgrading of a particular road
to a higher standard when the traffic flow on the existing road reached capacity.
Again, the possible reduction in design speed in relation to labour-intensive
methods would have to be evaluated in terme of the total cost of the facility
provided. As a first step it would be necessary to attempt to quantify the
relationship between design speed and construction costs. This was done by
Soberman for Venezuela, as shown in figure 15.

VARIABLE ROAD DES!GN STANDARDS

The various possibilities that present themseives in relation to the choice
of design have been discussed. In practice four cases are likely io arise:

(1) The techniques are fixed although the design is variable. It may be that
the choice of the technique to be used is dictated by political reasons, so that
there is in fact no choice even if it were possible to produce a road of the same
standard by different techniques. In this case the design must be tailored
directly to the methods: thus if there is no alternative to using certain equip-
ment, the most effective design will be the one that allows the machinery in
question to work most effectively.

(2) The design is fixed, but there is no objection in principle to making a
choice among a number of different techniques. This is likely to be the familiar
situation in which the practical possibility of using more labour-intensive
techniques has to be viewed in the context of a framework which favours
capital-intensive methods. Although this situation often puts the manual
methods at a disadvantage, in the case of earth roads and low-quality gravel
roads labour-intensive methods are probably still competitive.

(3) The routing and geometric alignment of the road remain fixed, but the
design of the pavement may be varied to suit the techniques that are employed.
It would be assumed in this case that, because the product would in any event
be of a specified strength and durability, the maintenance and road users’ costs
would be the same irrespective of the design. For example, it has been suggested
above that a stabilised soil road can be adequately and efficiently laid by
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manual methods. If such a road has the same structural strength and durability
as a sealed surface road that is more easily constructed -by equipment, then
the over-riding criterion will be the comparison of construction costs, whether
at market or shadow prices.

(4) There are no limitations in principle on the choice of geometric align-
ment, pavement design or method of constructicn. This also implies complete
freedom of choice with regard to routing. In practice, however, the possibility
of altering the general route followed by the road is somewhat remote and has
not in fact been considered in the subsequent analysis; roads are usually con-
ceived as providing certain definite benefits, and it will be regarded as inappro-
priate to re-route a road to such an extent that it does not fulfil the function
for which it was originally planned. Total operating costs (i.e. maintenance
costs and road users’ costs) can be directly affected in two ways by variations in
road alignment: if the length of the road is increased, however slightly, this
will clearly increase the operatiug costs; and if the geometric alignment stan-
dard is lowered the design speed will also be reduced, again with important
repercussions on the operating costs.

In this fourth case, as in the third case already discussed, the composition
and structure of the pavement are also regarded as variables; unlike the situa-
tion in the third case, however, the standard of the pavement in terms of
strength and durability is treated as a variable also, and it is recognised that
the different standards of pavement design will certainly imply changes not
only in the construction costs but also in the maintenance and road users’
costs. It is this possibility of trade-off that is discussed further in the present
section. The three basic cost elements in road construction will first be briefly
described.! An example will then be given of a trade-off in which accou::iing
(shadow) prices are used in addition to market prices.

Construction costs

There are two important facets of road construction costs, namely the
standard of design in terms of quality 2 and expected life and the distribution
of the costs among the various roadbuilding operations.

It needs no detailed figures to show that in many cases the cost of earth-
works as a proportion of the total is much higher for minor roads (which are
not necessarily earth roads) then for major roads. The extent of the difference

1 The calculation of maintenance and road users’ costs is described in more detail in
Chapter 6.

2 The question of design standard has been dealt with above and is also expanded in
the discussion of maintenance costs and road users’ costs in this section and in Chapter 6.

'
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Table 1. Percentage distribution of road construction costs among various operations in
certain parts of Asia and the Far East

Operation Type of road
Feeder Secondary Primary
1. Clearing 3 2 2
2. Excavation of earth with haul less thai. 100 metres 20 16 14
3. Excavation of earth with haul more than 100 metres 12 10 9
4. Compacting and grading 12 11 10
5. Production and hauling of road materials other
than earth 30 23 16
6. Laying of base course and surfacing 9 18 25
7. Drainage and structures 14 20 24
100 100 100

is illustrated by the case referred to in table 1. The first point to appreciate is
that in this case even for minor (feeder) roads the production and haulage of
road materials other than earth constitutes no less than 30 per cent of the total
cost; this aspect of the matter must therefore be considered if the adoption of
more labour-intensive methods is under consideration. The second point is
that because labcur-intensive methods are more applicable to items 1, 2, 3 and
5 it is clearly much easier to substitute labour for equipment in the construc-
tion of minor roads than in that of major roads.

Maintenance costs

Maintenance accounts for only a small part of the total cost of a road pro-
ject. However, if maintenance is not carried out to the originally designed stan-
dard, a road that is intended to last ten years may have to be reconstructed
after seven, and this shortening of the road’s life will make nonsense of any
project evaluation: there is no point in contemplating the construction of a
road on the strength of a project evaluation assuming a standard of mainte-
nance that is never achieved in practice. To enable realistic maintenance costs
to be applied to the appraisal of projects, two steps should be taken. First,
accurate records should be kept of the amount of expenditure on maintenance
for each category of road. Secondly, total expenditure on the maintenance of
the road system should be planned, as well as the allocation of that total among
the various classes of road.

National standards of maintenance vary: in some cases the authorities
aim to retain as nearly as pessible the original standard of the roads, whereas
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in others they merely wish to ensure that the roads will remain passable. Road
maintenance to a given standard is in any case generally regarded as consisting
of two elements. First, vegetation must be cleared and the drainage system kept
clear: this involves a fixed cost independent of the amount of traffic that tra-
vels on the road. Secondly there is the variable amount of work required to
repair the damage caused by traffic. Maintenance costs in the first year can
therefore be represented as follows:

MC = X + (Y. ADT)

where X = cost of clearing,
Y = cost of repair per unit of traffic, and
ADT = average daily traffic.

The average daily traffic is usually assumed to grow at a constant rate per
year. Thus one obtains

MC,= X+ Y. ADT( + g) 6))

where MC, = maintenance cost in year n,
ADT = present traffic flow, and
g = expected absolute annual increase in
traffic flow.

Road users’ costs

The total road users’ costs for a road project are calculated over the design
life of the project in relation to the traffic flow. For a major road these costs
are therefore usually far in excess of those for a minor road, first because the
traffic volumes are usually greater on a major road and secondly because the
design life of a major road is usually longer than that of a minor road. In the
case of a major road the road users’ costs generally account for much the
greater proportion of total costs, whereas in the case of a minor road the road
users’ costs and the construction costs are much more nearly equal.

The great relative importance of users’ costs in the case of a major road
can be a source of difficulty. Total road users’ costs are very dependent on the
traffic flow projections and these are often very tentative at best, so that the
amount of the major cost to be considered in the project evaluation is the one
most open to error. One difficulty is the estimation of traffic flow: the higher
the speed at which traffic moves, the lower the number of vehicles which can
safely travel along any given length of road at the same time. If the estimated
speed-flow relationship used in an evaluation is in error by as little as 5 per
cent, the error can mean the difference between a positive and negative net
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present value for the whole project. To make the point another way, Jan de
Weille finds that a 5 per cent change in traffic growth is refiected in a change of
roughly 5 per cent in the rate of return on a project irrespective of the specific
assumptions concerning the project’s life.!

A further difficulty arises in the assessment of the lifetime of the road. If a
high rate of traffic growth is assumed, benefits in the more distant future
become more significant. Thus, if the lifetime of the road is assumed to be
30 years, it requires, with the same traffic growth, a much lower initial average
daily traffic to produce a given rate of return than if the lifetime is assumed to
be 20 years.

It should be clear that the choice of realistic values for the lifetime of the
road and the traffic growth rate is supremely important: in fact, cynics suggest
that to produce the required rate of return on a project one need only choose
a suitable lifetime and traffic growth rate. The estimation of road users’ costs
should therefore be seen in its correct context: it is possible to estimate them
quite accurately, but the estimates will be useless unless the assumptions made
concerning traffic growth rate and road lifetime are realistic.

EXAMPLE OF THE DESIGN TRADE-OFF IN TERMS OF INITIAL
AND FUTURE COSTS

In Chapters 5 and 6 the detailed evaluation of construction, maintenance
and road users’ costs is described. In Chapter 7 the evaluation of the most
economic combination of design and construction technique in terms of pre-
sent and future costs is discussed in detail. In this section, however, a simple
illustration of the trade-off between initial construction costs and future main-
tenance and road users’ costs is given. (The comparison will be made in terms
of the trade-off not only at market prices but also at shadow prices. Shadow
pricing and social cost-benefit analysis were mentioned in the Introduction
and are discussed in detail in later chapters. In brief, it is a matter of valuing
resources in terms of the true cost of their utilisation to the country. For
reasons described in Chapter 8, this valuation is often different from the market
cost that is given to them.)

Let it be supposed that the road under consideration is to be a gravel road
6 metres wide in rolling terrain.? It will be assumed that th-re are two possible
designs. The first would be suitable for construction by equipment-intensive

'Jan de Weille: Quantification of road user savings, World Bank Staff Occasional
Paper No. 2 (International Bank for Reconstruction and Dev.iopment, 1966), p. 81.

2 The example is based on an actual road project in the Philippines.
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Table 2. Market and shadow prices of alternative gravel road designs
(in US dollars)

Design Market Shadow
prices prices

Capital-intensive ! 38 200 42 250

Labour-intensive 2 32200 27 380

1 Distribution of costs: plant, 67 per cent; labour, 6 per cent; materials, 12 per cent; profit and overheads, 15 per

cent. ? Distribution of costs: plant, 26 per cent; labour, 45 per cent; materials, 14 per cent; profit and overheads,
15 per cent.

methods. It would have a high design speed and therefore a high geometric
design standard. The alternative design would be more suited to construction
by labour-intensive methods; it would have a lower design speed and possibly
also a reduced width. It is assumed that the external benefits in terms of, for
example, an increase in the marketability of produce, would be the same for
each design.

Let it be assumed that the cost of construction to the two designs at market
prices and shadow prices is as shown in table 2.

Let it be further assumed that the maintenance costs would be higher for
the labour-intensive design than for the equipment-intensive one. Using the
summation of equation (1) the net present value * of the stream of maintenance

Table 3. Annual equivalent maintenance costs at market and shadow prices for various
combinations of design and type of maintenance
(in US dnllars)

Maintenance Design Nature of Costs
method prices
Labour Local Foreign Total
capital exchange
Ca‘pital-. Capital-_ Market 686 611 229 1526
intensive intensive Shadow 343 671 275 1289
Ca_pital-_ La.bour-. Market 915 814 305 2034
intensive intensive Shadow 457 895 366 1718
Labour- Capital- Market 1160 244 122 1526
intensive intensive Shadow 580 269 147 996
La_bour-’ La_bour-_ Market 1 546 326 164 2034
intensive intensive Shadow 773 358 195 1326

1 Readers not familiar with the concept of net present value should refer to Chapter J.
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Table 4. Annual equivalent road users’ costs' at market and shadow prices for labour-
intensive and capital-intensive designs
(in US dollars)

Design Nature of Costs

prices

Labour Local Foreign Total
capital exchange

Labour-intensive Market 7423 4455 2969 14 847

Shadow 3712 4 900 3563 12175
Capital-intensive Market 5104 3062 2042 10208

Shadow 2552 3 389 2450 8371

! In this example the road users’ costs represent the vehicle operating cost component only, because it was not
possible to obtain realistic data for the other component.

costs can be obtained. For ease of comparison these are then converted into a
serics of annual equivalent costs over the life of the road, assumed in this case
to be ten years. This group of maintenance costs is shown in table 3. Table 4
gives annual equivalent road user’s costs.

To be able to assess the substitutability of construction costs on the one
hand and maintenance and road users’ costs on the other, the construction
costs are also converted to annual equivalent costs.! Figure 16 then shows
graphically the potential trade-off. For a capital-intensive maintenance pro-
gramme the basic costs to be compared are as shown in table 5.

In order to make the best use of the money available for the project, the
aim is to ascertain whether the reduction in initial costs is more than offset by
the increase in future costs.

Table 5. Annual equivalent initial and future costs at market and shadow prices for
labour-intensive and capital-intensive designs
(in US dollars)

Design and costing Initial ? Future?
Labour-intensive design at market prices 5240 16 881
Labour-intensive design at shadow prices 4 456 13803
Capital-intcnsive design at market prices 6217 11734
Capital-intensive design at shadow prices 6876 9 660
! Construction costs, 2 Maintenance and road users’ costs.

1 These are the initial costs in table 5.
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Figure 16. Example of possible trade-offs between initial and future costs, at market
and shadow prices
(in thousands of dollars)
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immediately reveals that in this case substitution of future costs for initial costs is never
advantageous.

Where IC, = initial cost of the equipment-intensive design,
IC, = initial cost of the labour-intensive design,
FC, = future cost of the equipment-intensive design, and
FC, = future cost of the labour-intensive design,

I

the reduction in construction costs is justified if
IC1 - IC2

FC,—FC, >

In this particular example it is clcar that neither at market nor at shadow
prices is such a trade-off advantageous. It will be noted, however, that the use
of shadow prices markedly affects the possibility of a trade-off : the labour-
intensive design is seen to be much more economic at shadow prices. It should
also be noted that being small in relation to the total cost, the maintenance
costs have little influence on the trade-off relationship. In figure 16 line AC
represents the use of labour-intensive maintenance methods. Although it does
lower the cost curve for the labour-intensive design, the reduction in cost is
very limited and is unlikely to affect the total trade-off.
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PRODUCTIVITY

Until recently there has been little collection of data on labour-intensive
methods of production or construction, which are generally traditional and
have heen assumed to be highly inefficient by comparison with the correspond-
ing capital-intensive methods. Wherever labour-intensive methods are deemed
only to be a poor substitute for capital-intensive ones, there has hitherto
been no reason for a rigorous assessment of the advantages and drawbacks of
methods in those two respective groups. Recently, however, the increasing
demographic pressures in the developing world have forced engineers and
economists to attach more value to labour-intensive methods than they did in
the past. Unfortunately, the theoretical arguments in favour of these methods,
though very powerful, have generally been undermined by the fact that there is
little or no information available on their productivity (and hence their cost) in
practice, and the effectiveness of the theoretical arguments has accordingly
been somewhat reduced.

In 1963 the ILO undertook the first serious study of labour-intensive con-
struction activities. The results of this study, which are well documented 1,
showed that by careful innovation the productivity of labour-intensive methods
could be vastly improved. The study was perhaps ahead of its time, for no
simiiar studies were carried out until the end of the 1960s. Since then both the
ILO and the World Bank, among other institutions, have been carrying out
detailed studies of the viability of labour-intensive methods. However, while
useful in themselves, the studies that have been carried out have lacked unifor-
mity. For any useful compariscns to be made some sort of common framework
must be foilowed. This does not necessarily mean that the information itself
must be collecied in a uniform way: each individual study is undertaken in

1 JLO Management Development and Productivity Mission to India: Men who move
mountains, an account of a research project concerned with manual methods of earthmoving
(Bombay, R. Leslie Mitchell, 1963).
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different circumstances, and the most advantagecus way of obtaining the infor-
mation has to be found in each case. However, it does imply that the compari-
sons made are of like with like. It is not sufficient merely to present the over-all
productivity of a particular technique in a particular construction operation.
In a recent work ! the World Bank showed that for excavation alone the
reported productivity varied by as much as 1,300 per cent. The parameters that
affect construction operations have a very pronounced effect on the producti-
vity, and must be measured so that the output can be related to them.

Data on road construction operations, whether labour-intensive or equip-
ment-intensive, can be collected in a very detailed fashion. The productivity of
each different technique can be observed over a length of time, and from statis-
tics prepared on that basis the most likely productivity under particular con-
ditions can be established. By using a detailed rating system the effect of each
parameter on productivity can be estimated. If enough detailed data are col-
lected in this systematic, rigorous way it will be possible to give an accurate
assessment of the productivity of each operation under a given set of site para-
meters. Moreover, it will be possible to predict what the productivity of a
particular technique, observed in one region or country, will be under different
conditions in another region or country. For example the use of animal-drawn
scrapers was tested in the Philippines.2 One can say what the productivity of that
technique is, in the Philippines, under particular conditions (e.g. site supervision,
method of payment, soil type). If one wants to use that technique in Thailand,
for example, it should be possible to predict what its productivity will be under
the different environmental, physical and economic conditions obtaining in the
latter country. Nevertheless the amount of data required to be able to predict
productivities of particular techniques or to make a detailed inventory of tech-
niques is very large. A team of two or three trained people, working full time,
may be needed to produce the necessary information. The World Bank and the
ILO have produced a joint manual on data collection 3, which shows what is
involved. The recommendations in that manual represent an ideal. It is hoped
that it will be possible to collect data in this organised, systematic way; cer-

! International Bank for Reconstruction and Development: Study of the substitution
of labour and equipment in civil construction: Phase Il final report, January 1974, by C. G.
Harral, L. H. Miller, 1. K. Sud, R. A. Williams, A. A. Churchill, D. Jordan, A. Truneh
and C. Gochenour (IBRD), and K. C. W. James, J. J. Gandy and G. Little (Scott Wilson
Kirkpatrick and Partners), Staff Working Paper No. 266 (mimeographed).

2 See Chapter 4.

? International Bank for Reconstruction and Development (Transportation and Urban
Projects Department, Transport Research Division) and International Labour Office:
A field manval for the collection of productivity data from civil construction projects, World
Bank Study of the Substitution of Labcr and Equipment in Civil Construction and ILO
Technology and Employment Project Study on Labour-Intensive Road Construction,
Technical Memorandum No. 8 (1975, mimeographed).
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tainly future ILO and World Bank studies will incorporate data collected along
the lines recommended in that manual, and the information already obtained
is now being used to produce a detailed inventory of labour-intensive techniques
to enable the effect of particular parameters on productivity to be analysed in
detail.

It is unlikely that the developing countries themselves will be able to afford
to use the data collection techniques recommended in the joint manual in the
near future. However, it is possible to collect data in a simplified fashion. The
productivity figures that will emerge in such a case will not be as accurate as
those developed from the ideal method mentioned above, nor will they usually
be capable of being transferred to other regions or countries. However, they
will be suitable for national planning purposes, and the collection of the data
should be within the capability of the public works departments of developing
countries.

It should be recognised that detailed information on the productivity of
capital-intensive road construction techniques is not readily avaiiabie in spite
of their wide application, and that an extremely detailed and rigorous analysis
of the productivity of labour-intensive techniques is therefore not absolutely
essential as yet. In the circumstances the methods of calculation described in
this chapter are useful means of assessing the productivity of both kinds of
techniques with a reasonable degree of accuracy.

A SIMPLER EVALUATION METHODOLOGY

The simplicity of this alternative method lies in the fact that it relies on two
coefficients which can be used to assess the total time needed to complete a
particular operation by a given method. One of these coeflicients tends to be
project-specific, the other is more related to the region. The basic concepts of
the methodology were evolved in a recent study * and have already been used
in an ILO project in Kenya.

Subdivision of the time spent on construction operations

In any particular area or region of a country one can make the assumption
that many of the general parameters are similar from one site to another. This
assumption facilitates evaluation of the productivity of a particular operation.

1Jens Miiller: Choice of technology in underdeveloped countries, exemplified by road
construction in East Africa, report of a study of choice of technology in underdeveloped
countries undertaken at the Department of Construction Engineering and Management at
the Technical University of Denmark in collaboration with the Institute for Development
Research, Copenhagen (Technical University of Denmark, 1973).
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The productivity is evaluated by subdividing time spent on the operation, as
described below and illustrated in figure 17.

Figure 17. Subdivision of the time spent on a construction operation

Total time for the operation

Operational time

Method time Breakdown time
Site time
Purely productive Method time
time allowance

The total time spent on a construction operation is first divided into “opera-
tional time” and “breakdown time”.

As any experienced engineer knows, “‘normal” conditions are the exceptian
rather than the rule. There is usually some “‘external” factor that prevents the
construction process from flowing smoothly : machines break down, torrential
rain washes away part of an embankment, a new culvert is suddenly required,
the local villagers discover that the road is going through a tribal graveyard
and stop the work. When such delays last longer than one working day, they
are regarded as falling within breakdown time.

Operational time is itself divided into “method time™ and ““site time”’, which
covers interruptions to the work cycle that can be directly attributed to the
conditions that are peculiar to a particular site. In practice it is difficult to
differentiate between delays caused by site conditions and those caused by
“external” factors such as a shortage of spare parts, and accordingly only
delays of less than a working day are attributed to site conditions. The site time
can be broadly regarded as allowing for —

(a) general management conditions (delays due to bad organisation or lack
of instructions);

(b) lack of personnel management (largely a matter of the quality of super-
vision, which is reflected in the motivation of the workforce); and

(¢) equipment servicing (this takes account of the degree of skill of the main-
tenance crew).

Site time is affected by changes in such other site-specific parameters as the
method of payment, physical condition and aptitude of th workers. On the
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other hand breakdown time tends to be influenced by a number of “general”
parameters applying to entire regions. As far as equipment is concerned’ they
include the availability of spare parts and the age of the equipment. Other
factors that would also have to be put under this heading include labour rela-
tions and social factors, and the quality of communications with the site in
terms of physical access and the telephone network.

“Method time” is defined as the irreducible time required to accomplish an
operation under the given general and site-specific parameters. This is not an
ideal method time; i.e. it is not the time the operation would take in perfect
conditions, since on the contrary the parameters in question correspond to
imperfect conditions.

Method time itself consists of two elements, viz. “purely productive time”
and time corresponding to the “ method time allowance™.

Purely productive time is the time actually spent in the production of a
physical quantity of output.

The mcthod time allowance takes account of the fact that in any activity
there are certain delavs that are absolutely unavoidable in any conditions,
e.g.—

(a) some moving of equipment, materials or labour between working cycles;
(b) necessary waiting time (because of interaction of resource inputs);
(c¢) normal preventive maintenance; and

(d) rteasonable rest intervals for workers for immediate recuperation after a
particularly heavy effort (but not meal or tea breaks that are excluded
from working hours).

The method coefficient

The foregoing subdivisions of the total time spent on a construction
operation provide a basis for the calculation of a ““method coefficient™, g, which
will be generally applicable throughout a particular region. This method coef-
ficient is defined as the ratio of the total time (OVT) to the method time (MET).

ovT
Thus g = ET and ¢ . MET = OVT. 1t should be clear that if it is possible

to establish MET by detailed observation and g is known, then the total time,
which is one of the important elements as far as work scheduling and cost
estimating are concerned, can be assessed immediately. It has already been
assumed that in absolute terms the method time will not change substantially
from one site to another in a given area. The method coefficient, g, however, is
less stable. The site conditions, affecting site time, as well as the more general
conditions affecting the breakdown time, are unlikely to be the same on different
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sites. It is useful, therefore, to bring into play the notion of operational time
(OPT), and to disaggregate the method coefficient into two further coefficients
—the site coefficient, s, and the breakdown coefficient, b. These are defined as
follows:

Site time OPT-MET

5= Operational time ~ T opPT
Breakdown time OVT-OPT

- Operational time T orT

If b and s are known it is a simple matter to calculate g from the formula
14+ 6

— S

for each site.

q:

Careful studies at various sites in the given region will be needed before b and s
can be established. Implicit in the evaluation of these two coefficients would be
an assessment of the general and site-specific parameters. Once this has been
done it will be possible to estimate the coefficients for a new site by an assess-
ment of the parameters that apply to it.

As already stated, the method time is unlikely to change substantially from
one site to another. For both capital-intensive and labour-intensive methods,
it should be the easiest element to assess. What is required is a work study
analysis 1 of the irreducible time required to carry out a given operation or
group of operations, due allowance being made for normal rest intervals, for
necessary waiting inherent in the interaction of the resources used and for
manoeuvring.

When comparing different projects or project versions, however, it is
necessary to ensure that the construction operation is similar, mainly in terms
of the type of equipment being used: thus whereas the method time in an
operation with bulldozers is likely to be of the same order as that for an opera-
tion with a traxcavator, it is likely to be substantially lower than for an opera-
tion carried out with ordinary shovels. If the operation is to excavate, load and
haul soil with wheelbarrows it would be important for the type of soil, haul
distance and condition of the haul road be similar; if they are not, some adjust-
ment will have to be made to the method time. Unless conditions are very
different, it is unlikely that the effect of the site-specific parameters will produce
any great over-all increase or reduction in the total time, OVT.

With rcgard to site iime and breakdown time aliowance it is useful to
differentiate between single operations and operations combining, for example,

1See Rowland Geary: Work study applied to buildings (London, The Builder Ltd.,
1962); R. M. Currie: Work study (London, Pitman, 2nd edn., 1963); and ILO: Introduction
to work study (Geneva, revised edn., 1969).
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Table 6. Method coefficients corresponding to different values of the site and breakdown
coefficients

Site Breakdown coefficient (&)
coefficient (s)

0.0 0.1 0.2 0.3 0.4 0.5
0.0 1.00 1.10 1.20 1.30 1.40 1.50
0.1 1.11 1.22 1.33 1.45 1.56 1.67
0.2 1.25 1.38 1.50 1.63 1.75 1.87
0.3 1.43 1.57 1.72 1.86 2.00 2.14
0.4 1.67 1.83 2.00 2.17 2.34 2.50
0.5 2.00 2.20 2.40 2.60 2.80 3.00

excavation, loading, hauling, unloading and spreading (abbreviated in the
following discussion as “ELHUS”). For a single operation the delays can be
directly observed and attributed. The &, s and consequently g coefficients can
then be caicuiated for a particular operation carried out by a particular method.
For more complex operations the analysis is more complex also. In the case of
the ELHUS operation, for example, the over-all delays may be due either to
long delays in one element of the operation, such as loading, or many short
delays in each element. In the latter case the governing element must be iden-
tified: for example it will be found that if the hauling is carried out by lorries
and one breaks down, or if the site management has mismatched the lorries and
the excavator, productivity will merely be reduced, but that if the excavator
breaks down the whole operation will come  a standstill. The element that
governs the operation as a whole therefore has to be identified, and the g coef-
ficient must be equated to that element. Where there are two or more elements
that are totally limiting the highest g coefficient should be evaluated. It is of
course possible merely to observe the whole cperation, record the delays and
evaluate the ¢ coefficient. However, this does not indicate the limiting task. It
may be that by using different equipment in one task, such as excavating, the
g coefficient could be greatly reduced.

The foregoing examples relate to equipment; the kind of analysis required
is the same for labour-intensive methods, but observation is mere involved
because it relates not to a small number of machines but to large groups of
workers. For labour-intensive methods health and nutrition, for example, may
retard the work but it appears likely that the site and breakdown time will
depend more on the type of operation than on the characteristics of the iabour
force: for instance, the recent ILO study in the Philippines shows that for all
earthmoving operations ¢ had a relatively constant value of 1.25 for the more
labour-intensive methods.

The way in which g varies with b and s is shown in table 6.
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To assess g for each and every road construction operation would be a very
long process. It is not necessary, however, because in most projects about
10 per cent of the operations account for between 80 and 90 per cent of the total
amount of work. Thus it should be necessary to calculate the coefficients for
these major operations only. These are —

(a) site clearance, which may be light, medium or heavy;

(b) excavation in small quantities;

(¢) excavation in bulk;

(d) loading;

(e) hauling;

(f) unloading;

(g) spreading;

(h) compacting and finishing; and

(i) production of iocai materials.

Operations (c) to (g) inclusive are often regarded as constituting a single com-

plex operation connected with earthworks (i.e. the ELHUS operation already
referred to).

Capacity and productivity

It is possible to define productivity in terms of the method coefficient. Let
it be assumed that the quantity produced in a given method time, MET, is Q.

’ . 0 . Q
Then, method ca ty (MEC) = ——, and -all ty (OVC) = ——.
en, method capacity ( ) TET and over-all capacity ( ) VT
MEC ) . e e
Thus, OVC — ———. The value of g, of course, gives an indication of the
q

suitability of the particular method for the operation being considered: a high
value of g would indicate poor suitability and low value that the method is
particularly suitable.

The following is an example of the application of the concepts of method
capacity and over-all capacity to the use of equipment. In the case of equipment
a general idea of the ratio of method time to total time can be obtained from the
equipment utilisation rate. To say that a machine has a 70 per cent utilisation
rate ! implies that it is actually working for 70 per cent of the time, the remain-

1 The ‘“‘utilisation rate” referred to here is defined in terms of the over-all time and the
various kinds of non-productive time described in this chapter. To estimate equipment costs
(see Chapter 5), one must use the concept of a “yearly utilisation rate” which allows for
additional non-productive time.
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ing time being covered by the method time allowance, site time and breakdown
time. Over-all utilisation rates should be treated with reserve because they
generally tend to overestimate the utilisation of equipment, the method time
allowance, in particular, being left out of account. Thus, one may be consider-
ing the activity of excavating and loading into trucks using a power shovel. If
it is known, for example, that the utilisation rate of this type of equipment
under the prevailing parameters is 50 per cent and that the unhampered method
capacity is 100 cubic metres per hour, g is 2.0 and the over-all capacity is
50 cubic metres per hour. However, the method time cannot be assumed to be
constant as a matter of course. It is unlikely that a power shovel that is excavat-
ing and loading from a borrow pit into a fleet of lorries will have the same
method capacity as one that is excavating in a road cutting. Allowance would
have to be made, therefore, in the method time for type and quantity of work.
This can be done either by observation or from experience. For the methodo-
logy to be fully applicable, therefore, one needs to know not only the utilisation
rate of each type of equipment but the mcthod capacity for the various types
of machine on each operation. This may seem difficult to achieve, but many of
these method capacities are already known and those that are not generally
relate to very minor operations that account for only a small proportion of the
total work. It is clear from the example above that when the method time is
calculated the parameters must be explicitly stated. If the observations were
made on an old piece of equipment with an inexperienced operator it would be
wrong to assume that the resulting method time would also be applicable to a
new machine with an experienced operator. Thus great care must be taken
when assessing the method time.

It is clear that this methodology provides a simple productivity evaluation
system. If one has a reasonable estimate of the method time for particular
techniques and therefore of the method capacity, and an evaluation of s and b
for the particular project site, the over-all capacity, OVC, can be simply
obtained by using the method coefficient, ¢, as shown in figure 18 overleaf.

Tentative standard rating of productivi., factors

Pending the accumulation of data on equipment and labour productivity
in the developing countries it would be useful to establish tentative and approx-
imate ratings of the productivity in relation to the main parameters.! In the
developed countries such ratings already exist for equipment, and are often
embodied in a matrix similar to those in tables 7 to 10. The figures in those

1 This refers to productive time only, and has no relation to the method time allowance.
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Figure 18. Evaluation of the productivity of an operation

A. Productive and unproductive hours

Quantity of output (e.g. in cubic metres)
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Key: MEC = method capacity;
OVC = over-all capacity.

The staggered iine in diagram A indicates the various phases of the operation. A hor?zpntal
line indicates delays due either to site conditions or to breakdown (i.e. external conditions).
A slope indicates method time.
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Table 7. Specification of condition cf machinery as determined by its age and the quality
of its maintenance

Age of machinery Quality of maintenance
(hours)
High Aver.ge Low Negligible
0-2 000 Excellent Excellent Excellent Good
2 000-4 000 Excellent Excellent Good Fair
4 000-6 000 Excellent Goaod Fair Poor
6 000-8 000 Good Fair Poor Poor
8 000-10 000 Fair Pocr Poor Poor

'l
{

tables, however, reflect the fact that in the developing countries the over-all
productivity of machines is much lower owing to lack of maintenance and
skilled operators and general unfamiliarity with the machines. Trials on known
data with these ratings appear to suggest that they may have some value.
Further tests are being made with a view to arriving at closer approximations,
although in the final analysis there is no substitute for detailed studies of
operations carried out under controlled conditions.

The two main general parameters affecting equipment productivity could
be assumed to be the condition of the equipment and the operators’ skill. The
conditions of equipment could be specified as shown in table 7. It could be
assumed that whatever the circumstances the maximum productivity of a
machine is 83 per cent of the manufacturer’s maximum estimate (i.e. operaiing
for 50 minutes out of every hour of working time) and the minimum produc-
tivity is 15 per cent. The operators’ skill could then be related to the condition
of the equipment as shown in table 8. The following is an example of an assess-
ment along the lines just described. A specified type of scraper is to be used to

Table 8. Tentative scale of equipment productivity as determined by the condition of
the machinery and operatars’ skill

(percentages)
Condition of machinery Operators’ skill
Qutstanding Great Adequate Tnadequate
Excellent 83 65 47 30
Good 68 53 39 25
Fair 34 42 31 20
Poor 40 31 23 15
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Table 9. Values tentatively attributed to physical condition, aptitude and climate in
calculating the probable productivity of iabour

Factor Excellent Good Fair Poor
Physical condition 10 0.80 0.60 0.4
Aptitude 1.0 0.76 0.53 0.3
Climate?! 1.0 0.83 0.67 0.5

1 The range from “excellent’” to “poor*’ for climate corresponds to a corrected effective temperature ranging from
25° C or less to 33° C or more.

haul dry earth over an average distance of 750 metres on a road project in
Central Africa. The operators can be rated as highly skilled. However, the
machine has been in service for 5,000 hours and there is a shortage of spare parts
and skilled mechanics. What would be the expected output of this machine?
From a reading of the first table, the condition of the machinery would be
described as fair, and from the second table the productivity of the equipment
would then be assessed at 42 per ceitt of the manufacturer’s maximum estimate,
which is 472 cubic metres per hour. Thus the expected output is 200 cubic
metres per hour.

The assessment of labour productivity is more complex, mainly because
there is no upper limit. It is suggested that figures such as are given in this
section should be applied either to the maximum observed output in an opera-
tion or to the engineer’s estimate of what that maximum would be. To simplify
matters it could be assumed that apart from labour management, the three
general parameters that have the greatest influence on the productivity of
labour are the physical condition of the workers, their aptitude and the climate.
(The effect of the method of payment would have been allowed for in the
engineer’s assessment of the maximum possible productivity.) A tentative
range of values for the three parameters in question is given in table 9. Where
P is the physical condition of workers, 4 is their aptitude and C is the climate,
the joint effect of three parameters, Ly, could be calculated according to the
following formula:

L; = 0.60P 4 0.254 + 0.15C.
The resulting values of L, could be classified as “excellent” (1.0-0.85), “good”
(0.84-0.70), ““fair”” (0.69-0.55) or “poor” (0.54-0.39). The effect of the quality

of labour management could then be amalgamated with the effect of the other
three parameters as shown in table 10.
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Tzble 10. Tentative scale of labour productivity as determined by the quality of labour
management and other factors

Labour management Factors other than labour management, combined (Lf)

Excellent Good Fair Poor
Excellent 0.83 0.60 0.40 0.25
Good 0.68 0.49 0.32 0.20
Fair 0.54 0.38 0.25 0.16
Poor 0.40 0.28 0.18 0.12

Examples of the use of the methodology

To exemplify the use of the methodology in the planning of projects three
brief examples will be given, relating respectively to site clearance by manual
methods, earthmoving by manual methods and earthmoving by equipment.

Example 1

The first example relates to site clearance by manual methods: the task is
to clear 20,000 square metres of vegetation of medium density using a gang of
48 unskilled workers with hand tools. The method productivity has been
observed to be 12 square metres per man-hour. The site coefficient, s, is 0.3; the
breakdown coefficient, b, is 0.1; the method coefficient, g, is therefore 1.57.

The hours of unskilled labour are calculated as follows:

Method capacity for 48 workers = 48 > 12 square metres per hour
= 576 square metres per hour

*. over-all capacity = 576 =+ 1.57 = 367 square metres per
hour
Over-all time for 1,000 square
metres = 1,000 =+ 367 = 2.73 hours
. time for total operation * = 20 x 2.73 = 55 hours

The time required for the equipment used in the operation can also be cal-
culated in a similar way:

Equipment input for 20,000
square metres — OVT x number of machines or tools
= 55 x 48
= 2,640 hours.

1 The method coefficient ¢ is an over-all figure. If there is a degree of breakdown time
represented by b then it is possible to envisage that the workers would not be idle during this
time but could be moved on to other projects. Thus g could be reduced by a factor of say
10 per cent to account for this.
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Example 2

The second example relates to excavating, loading, hauling, unloading,
spreading and compacting of 900 cubic metres of soil by workers with hand
tools, wheelbarrows, a towing roller and a water bowser. The method capacity
for a gang of 200 labourers is 40 cubic metres per hour. The site coefficient, s,
is 0.4; the breakdown coefficient, b, is 0.1; the method coefficient, g, is therefore
1.83. The total time can then be calculated.

The hours of unskilled labour required are calculated as follows:

Method capacity for 200 workers = 200 X 0.2 cubic metres per hour
= 40 cubic metres per hour

Over-all capacity = 40 + 1.83 = 21.8 cubic metres per
hour
Over-all time for 1,000
cubic metres = 1,000 = 21.8 = 45.8 hours
: . 900
.. Time for total operation = 1000 x 45.8 = 41 hours.

The time required for the equipment used in the operation is as follows:

Equipment input for 900 cubic metres ( O¥T x number of machines):

For agricultural tractors = 41 hours,

For attachments = 82 hours,

For tools = 8,200 hours.
Example 3

The third example relates to the same complex operations as example 2
but carried out by capital-intensive methods and involving a total of 1,500 cubic
metres of earth. The machines used are two motor scrapers, one grader, one
self-propelled roller and a water bowser. There are 24 unskilled workers
employed. The method productivity for the equipment is 120 cubic metres
per hour. The site coefficient is 0.5; the breakdown coefficient is 0.4; the
method coefficient is therefore 2.8. The over-all capacity of the machines is
2 x 120 + 2.8 = 86 cubic metres per hour.

The hours of unskilled labour required are calculated as before:

1,000

Over-all time for 1,000 cubic metres = TS = 11.6 hours.
) ) 1,500
Time for total operation = 1000 x 11.6 = 17.4 hours.
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The time required for the equipment used in the operation and its skilled oper-
ators is as follows:

Equipment input for 1,500 cubic
metres (OVT X number of machines):

For scraper = 34.8 hours,
For the grader = 17.4 hours,
For roller and bowser = 34.8 hours.




RANGE OF LABOUR-INTENSIVE TECHNIQUES

There would be little point in showing the economic desirability of using
labour-intensive methods if they existed only in the minds of protagonists of
appropriate technology in developing countries. Moreover the traditional
labour-intensive methods are admittedly often inefficient. They are capable of
improvement, even to the stage of being competitive; the most promising future
may lie in the adoption of so-called “intermediate techniques™ that are designed
to be labour-intensive but do incorporate some capital outlay on tools and light
equipment. Unfortunately, because of the radical switch that commonly occurs
from one extreme of the technological range to the other, these methods are
not readily identifiable, but by imaginative and creative thinking, engineers and
planners should be able to modify existing labour-intensive methods in ways
that increase productivity enormously while barely reducing the amount of
labour required. To quote solutions described later in this chapter, the use of
steel scrapers and bottom unloading carts are excellent examples of practical
modifications of existing methods, and the use of small trucks on rails in exca-
vation and hauling also shows how the provision of inexpensive machinery can
effectively increase the productivity of labour-intensive methods.

Various labour-intensive methods evolved in different parts of the world
will now be described in relation to different stages of road construction. They
arc presented as a spur to the imagination, so as to show engineers and planners
that by small modifications and innovations, methods that were previously
inefficient can be made highly productive.

SITE CLEARANCE

The principal operation involved in site clearance is the clearing of vegetation
from the strip of land reserved for the roadway. This vegetation can range from
grass and scrub to dense forest, and the methods used will vary accordingly.
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The capital-intensive method is to use a bulldozer with a blade or various other
attachments, and in the case of heavy vegetation to use tree-cutting equipment
in addition to a crawler or wheeled dozer with a ripper attachment. The more
dense the vegetation the more difficult it is to rely on manual methods. For
dense vegetation the best intermediate technique relies on the use of small
power saws and other small mechanical tools; for light and medium vegetation,
on the other hand, agricultural implements such as long-bladed knives, hoes
and picks are suitable, and productivity depends mainly on the organisation of
labour. One effective way of increasing productivity is to organise a team of six
or seven workers to clear a particular area, which is staked out into units for
each man to clear. These units, constituting a target for each man, should be
carefully estimated; a unit should not be so large that the worker feels he will
not complete it within a reasonable time, nor should it be so small that the
workers get in each other’s way or find it easy to stop work and talk. A piece-
rate system could be based on a standard productivity per day and the number
of units the workers actually complete.

Once the vegetation is cleared the next step is to strip the overlying topsoil
or other unsuitable material. This operation can be regarded as falling under
the heading of earthworks, most of which are dealt with in the next section.
However, the preparatory operations of loosening and clearing the top layer of
material is often regarded as part of site clearance. The surface layer can be
effectively loosened by agricultural ploughs drawn by animals or by small
tractors. Although high productivity can be achieved with animal-drawn
ploughs, the use of draught animals is not universal, and in many parts of
Africa small tractors may have to be used instead.

EXCAVATING AND LOADING

Earthworks constitute the major part of road construction. The excavating
and loading of material constitutes a major part of the earthworks and therefore
has a limiting effect on the productivity of the construction as a whole. Exca-
vating and loading by manual methods are interlinked but separate operations:
it is perfectly feasible, and in many cases more productive, to have one group of
workers excavating and another group loading; naturally the productivity of
each group will be different and it is necessary to match their size accordingly.
On the other hand if mechanical equipment is used the two operations are not
normally separate: machines (front-end loaders, both crawler and wheeled
bulldozcrs with buckets, motor scrapers, bucket wheel excavators) are designed
to carry out the two operations as one, and it is usually inefficient to use them
to carry out the two operations separately.
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Figure 19. Use of head baskets to carry excavated material (India)
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Figure 20. Carrying excavated material on stretchers (Philippines)

The labour-intensive methods used for these two operations are generally
very traditional. No small manually operated machines appear to have been
developed for excavating and loading; the tools used are basic farm implements
such as picks, hoes, shovels and spades. Excavating and loading by traditional
methods are reasonably competitive as long as the loading height is quite small
(e.g. 1.5 metres). As already mentioned, the productivity of these operations
depends more on the organisation and matching of the two, and on the means of
hauling that are used. Thus high productivity can be achieved in the loading
operation with a loading height of virtually zero, when the material is loaded
into head baskets (figure 19) or stretchers (figure 20). However, this high
productivity in loading is usually offset by the fact that head baskets and
stretchers are an inefficient means of hauling because it is difficult for human
beings to travel quickly when carrying heavy weights. In the case of wheel-
barrows, trucks or carts, however, the greater possible length of haul usually
offsets any reduction in productivity caused by increased loading height.
The small trucks on rails mentioned in one ILO study ! were excellent hauling
vehicles; however, some of the efficiency is lost because the sides of tipping
trucks are about 1.5 metres off the ground and therefore difficult to load

1 Men who move mountains, op. cit., Ch. 7.
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Figure 21. Loading tipping trucks from head baskets (India)

(figure 21). Aloading height of 1.5 metres seems to be the limit for efficient load-
ing by hand, and care should therefore be taken to select equipment with a
loading height below that limit.

The development of the tools used in excavating and loading has received
little attention so far. In many parts of the world the principal tool used for
light excavation and loading into small containers is what is known as a mattock
in Europe and a mumty in India. It is wielded like a pick-axe and generally
the material is then pulled through the legs of the operator, who stands astride.
This tool comes in various shapes and sizes, often according to its agricultural
uses; it is usually not specifically designed for earthworks.

The use of spades and shovels is common in Europe and North America,
but they are not found throughout the developing world. Where they are not
indigenous it should be recognised that their use will require a certain amount
of lcarning. Morcover there is no point in issuing shovels or spades with sharp
top edges to workers who have no shoes, but some models (see figure 22) have
a footplate which is at right angles to the blade and on which a worker can push
with his foot. Even in areas where the spade is in common use care should be
taken to ensure that the model used is suited to the job to be done. The cutting
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Figure 22. Spade for barefoot workers

Fillet weld

- Gusset plates

end may be straight or pointed, the sides may be built up for lifting material,
and the size of the blade may be adjusted to the worker’s lifting capacity. The
planner of any labour-intensive scheme must bear in mind that the choice of
the right sort of tool is as important as the choice of the right type of machinery
on a capital-intensive project: given the right tools a worker’s productivity can
be .enormously increased. A small research unit to consider the appropriate
designs of small tools and equipment would be very useful.

HAULING AND UNLOADING

Traditional labcur-intensive methods are generally not competitive for the
hauling and unloading of material. Transport (as distinct from loading) by
shoulder yoke, head baskets or human chains is generally very inefficient, very
arduous and possible only for short hauls (20-25 metres in the case of head
baskets). Only intermediate techniques involving the use of small machines or
trucks or animal-drawn vehicles can compete with equipment-intensive methods
involving the use of scrapers or dozers and trucks. Draught animals can gener-
ally be used in one of two ways, viz. either to transport material on their backs
as pack animals or to pull various kinds of transporting equipment. A factor
affecting the productivity of draught animals is the need for rest and watering:
in the Philippines the water buffa’oes, for example, ueed to be watered for
an hour a day.

Pack animals

Donkeys (figure 23) and camels are used as pack animals in various parts of
the world. Although both animals tend to be slow, they can be useful in moun-
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Figure 23. Donkeys carrying soil (Pakistan)

tainous areas where the passage of small wheeled vehicles is difficult. In the
World Bank study in India a typical work unit for embankment construction
using donkeys over a haul distance of between 75 and 200 metres consisted of
four or five labourers with ten or twelve donkeys they owned.

The donkeys carried woven rope panniers and were loaded with about
150 kg of soil. Their productivity, of some 1 or 2 cubic metres per man-hour,
was reasonable for this haul distarce.!

Animal-drawn carts

For haul distances up to 500 metres animal-drawn carts constitute an
efficient means of transport. The comments already made about loading height
are applicable in this case. Various ways of improving such carts were tried out
in the Philippines.2 The wooden wheels were exchanged where possible for
pneumatic tyres, and the sides were slightly built up to contain the material

1 International Bank for Reconstruction and Development, Transportation and Urban
Projects Departrent, Transport Research Division: Comparison of differeat modes of haulage
in earthworks, World Bank Study of the substitution of labor and equipment in civil construc-
tion, Technical Memorandum No. 3 (1975, mimeographed), pp. 4, 9.

® See Deepak Lal et al., Men or machines, op. cit., p. 31.
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Figure 24. Animal-drawn carts (Philippines): this one has rubber tyres but has to be
unloaded by hand

(figure 24). The most important feature of these carts was that the bottom had
been modified to allow the material to be discharged through it. A bamboo mat
was placed over the modified bottom of the cart before soil was loaded into it,
and discharge was effected by pulling out the bamboo mat (figures 25 and 26).
A possible further modification of this system would be the provision of opening
hinged flaps underneath the cart so as to do away with the effort required to pull
out the bamboo mat. Pneumatic tyres not only reduce the tractive effort
required but also provide better compaction. The cost of the conversion of the

carts in the Philippines was about US $3. The pneumatic tyres cost a further
uUsS $37.

Other animal-drawn equipment

For the transport of material that is loose or has already been loosened
scrapers can be used. They are limited to hauls over distances of less than
100 metres, but they have the advantage of being sclf-loading and self-unloading.
Such implements we. e used in the latter half of the nineteenth century in North
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Figures 25 and 26.

Animal-drawn carts (Philip«
pines): these do not have
rubber tyres, but their bot-
toms consist of bamboo
mats which are simply lifted
tq unload
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Figure 27. Steel scoop scraper used in North America in the nineteenth century

America (figures 27 and 28). The models illustrated are drag scrapers. There
were also wheel scrapers; in those models the scraper itself is mounted on
wheels and furnished with levers for raising, lowering and dumping.

These sophisticated models are mentioned to provide food for thought
rather than as models of equipment that should be directly copied. Engineers
would have to assess whether materials that are locally available could be
used to provide comparable pieces of equipment. Scrapers made out of bamboo
(figure 29) or oil drums cost virtually nothing, but of course are not as robust
as the steel ones (figure 30), which cost about US $100. However, large-scale
production would further reduce the cost of the steel models, and the provision
of replaceable runners and cutting edges would prolong their life.

76




Range of labour-intensive techniques

Figure 29. Bamboo scraper (Philippines)

Small trucks on rails

The use of small tipping trucks on rails has been reported on in two studies
relating to India. These trucks are of a standard type, shown in figure 31. The
loading height, 1.2 metres, is close to the upper limit for effective manual
loading. The capacity of these trucks is usually 0.76 cubic metre. Certainly
these trucks, which workers can easily push, are efficient hauling vehicles. An
ILO study team assessed the cost for a 100-metre lead as US $0.20 per cubic
metre !, while an IBRD team for the equivalent operation involving the
transport of boulders observed the cost as US $0.50 per cubic metre.? The main
disadvantage of these vehicles is that the track has to be laid, moved periodically
and finally taken up again. In the ILO study it was found that inexperienced
labour required 10 man-minutes to lay a metre length of track onto a pre-

L1LO: Men who move mountains, op. cit., p. 218.
2 International Bank for Reconstruction and Development, Transportation Department,
Transport Research Division: The use of rail systems in civil construction, World Bank study

of the substitution of labor and equipment in civil construction, Technical Memorandum
No. 23 (1976, mimeographed), p. 26.
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Figure 30. Animal-drawn steel scraper (Philippines)

Figure 31. Tipping truck on rails (India)
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viously prepared foundation. A further problem is that the trucks are too
heavy to be pushed up steep gradients. However, thic problem can be overcome
by the use of a winch. Various suggestions can be i:ade concerning the improve-
ment of the trucks, which were originally designed to be pulled by locomotives
and are unnecessarily robust for manual operations:

(a) the loading edge should be lowered;
(b) the included angle between the sides should be increased;
(c¢) some form of pushing bar should be provided to assist the workers; and

(d) a more effective tipping mechanism should be evolved to ensure stability and
to prevent the sides from becoming embedded in the discharged material.

Wheelbarrows

For hauls of less than 75 metres the wheelbarrow is another efficient means
of hauling. There appear to be as many types of wheelbarrow as there are
countries in the world: some have two wheels, some have one; some are light-
weight with pneumatic tyres, others are heavyweight with solid tyres; some have
wheels in front of the container and others underneath it. In identifying the
best design for wheelbarrows the following factors are critical:

(a) the distance between the handles;

(b) the relative position of the grips, the centre of gravity of the loaded barrow,
the axle, and the point of contact of the wheel on the ground; and

(c) the rolling resistance of the wheel.

The distance between the handles affects the ease with which the pusher can
correct any tendency to tip sideways and apply the maximum effort to pushing
the barrow.

The longitudinal position of the centre of gravity determines the proportion
of the total load that will be borne by the worker at the grips. The closer it is to
the handles the more load he carries. The heavier the load on the handles, the
easier it is to control the barrow, but also the more fatiguing is the operation;
conversely, the closer the centre of gravity to the wheel the lighter is the load on
the handles and the more difficult it is to control the barrow. Naturally, a
compromise has to be reached.

The vertical location of the centre of gravity is the main factor affecting
stability. If the barrow is to be stable the centre of gravity when the barrow is
being pushed should be on or below a line drawn between the level of the
handles and the point at which the wheel touches the ground.

The bigger the wheel the better for pushing the barrow. However, as the
wheel size increases the centre of gravity is pushed back and more weight rests
on the handles. Again a compromise has to be reached.
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Pneumatic tyres are clearly superior to solid tyres. On the other hand wheel-
barrows with two wheels are more difficult to push and not as manoeuvrable
and cannot be used on narrow tracks, in addition to which the extra wheel
doubles the chance of hitting an obstacle.

Trailers

For longer hauls (up to 2 km) farm tractors and trailers have been used.
The trailers are generally cheap, while the tractors are expensive. It therefore is
important to keep the tractors permanently working, by ensuring that there is
always a surplus of trailers either loaded or ready to be returned empty for a
tractor to tow.

A recent innovation observed in Southern Africa is shown in figure 32; it
is a complete unit of small tractor, towed chassis and hauling container. The
container (figure 33) can be hydraulically off-loaded at the excavation point, and
is then filled by hand as shown in figure 34. Again, it is advisable to have a
surplus of containers so that the standing time of the tractor is limited. To use
this piece of equipment is, of course, to adopt a more capital-intensive method.
However, the towed chassis and container could be of wood, thus reducing
capital costs. Some form of hydraulic or mechanical arrangement to off-load
the container could be attached to the wooden frame.

Figure 32. Small dump truck combination consisting of small tractor, towed chassis
and hauling container (Southern Africa)
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Figure 33. Hauling container on its towed chassis (see figure 32)

Figure 34. Hauling container being loaded by hand (see figures 32 and 33)
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Figure 36. Lever and transfer basket (China)

Quick-release, self-emptying basket
Notes: 1. Designed for two-man operation, lead approximately 10 metres. 2. Steei content approximately
2 kg for pulleys and hooks (see detail). 3. Other materials: bamboo, rope. 4. Operation: (a) excavator
attaches full basket to pulley-rig; (b) spreader pulls boom down by means of suspended rope; (c) excavator
begins loading second basket; (d) spreader unloads first basket by releasing one hook; (e) spreader rehooks
empty basket and signals to excavator; (f ) excavator pulls his rope and empty basket slides back to borrow-pit;

(g) excavator detaches empty basket and attaches full basket to pulley-rig; (h) operation is repeated. 5. Ex-
cavator and spreader exchange positions regularly.

Other hauling devices

The hauling devices dealt with in this section have not yet been used on a

large scale. However, they appear tu offer particular benefits and are therefore
worth investigating.

(1) Small cable ropeways to haul materials (figure 35) have been used in
Asia on a limited scale.! The ropeways were manually operated and the
material was carried in small bags. According to the circumstances, the hauling
mechanism could be manual, animal-powered, pedal-powered or mechanical.
Pedal power has the advantage that the driving unit can also be used as part

International Bank for Reconstruction and Development, Transportation and Urban
Projects Department, Transport Research Division: Haulage using aerial ropeways, World
Bank study of the substitution of labor and equipment in civil construction, Technical
Memorandum No. 22 (1976, mimeographed).
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of a bicycle, i.e. a means of transport to and from the worksite. The hauling
containers could be simple bags or large metal skips. Instead of a simple hoist
over short distances it would be possible to have & system of ropeways carried
over long distances on pylons.

(2) The lever and transfer basket used in China is also a useful means of
transporting material vertically. Figure 36 shows a simple version, more
sophisticated equipment with steel or aluminium parts could be considered.

(3) The use of conveyor belts in conjunction with labour-intensive methods
of excavation and loading is also worth investigating. Because of their conti-
nuous hauling there would be less of a problem of trying to match the output
of loading with that of the hauling equipment. The conveyor belts could be
driven by pedal power. Deployment of a group of interconnecting conveyor
belts driven by hand, pedal or machine certainly seems a feasible method of
effectively transporting material in large open areas.

SPREADING AND LAYING

The capital-intensive methods of spreading and laying material involve the
use of scrapers, graders or angledozers. The operation can also be carried out
entirely by hand, although this is not generally very productive and it is often
difficult to produce a reasonable finish. The animal-drawn scrapers described
in the previous section can also be used. Other methods, often used in mainte-
nance work, involve the towing of brooms and drags as shown in figures 37,
38 and 39. These can be pulled by tractors or lorries, or by draught animals
or labourers.

Another type of drag is shown in figure 40. This is common in India. It
consists of a timber log 20 to 25 cm in diameter and between 2 and 2.50 metres
long cut into two halves longitudinally. These split logs are then braced together
by 1-metre-long cross-braces on top of which a platform of wooden planks is
constructed. An iron plate is fixed to the vertical face of one of the split logs in
such a way as to project about 15 mm below the split log. The drag is attached
to an animal by ropes or chains and the operator stands on the wooden plat-
form. The depth and shape of the cutting section of the drag can be regulated by
the operator’s moving backwards or forwards on the platform. The front log
with the iron plate attached makes an angle of 30° to 45° with the cross-section
of the road to facilitate the dispersal of the soil or gravel to the side.

Many of these innovations are potentially efficient, but in their existing
form they are often clumsy and over-elaborate: more work needs to be done
on the design of this type of equipment. The drag or scraper shown in figure 38
is basically an adaptation of an agricultural hoe using pieces of scrap metal.
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Figure 37. Broom used to finish a road surface (East Africa)

Figure 38. Drag used for shaping road surface {East Africa)
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Figure 39. Towing of brooms for spreading (East Africa)

In view of the limited tractive effort available it would be better if the drag had
a very light frame; hollow steel or aluminium tubing would be useful.

It is difficult to lay material by labour-intensive methods, particularly in
the case of bituminous or flexible pavement materials. Naturally, laying is no
problem in the case of hand pitching. The greatest problems emerge in connec-
tion with the laying of material that is homogeneous and requires a uniform
and standard pattern of laying and of surface finish. A large machine will lay
at a standard rate, whereas the 20 workers who could perform the same
operation by hand will all have slightly varying output rates and this will lead
to variations in the quality of the final product. It is therefore not yet possible
to recommend the use of labour-intensive laying methods on major highways,
which are generally the only roads that will have this form of construction.

COMPACTING

The effective compaction of soil has been one of the operations in which
it has been difficult to achieve the same standard by labour-intensive as by
equipment-intensive methods. The depth of effective compaction depends upon
the type of soil and the type of equipment being used: the machine is often very
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Figure 40. Split-log drag (India); the piatform is laid on top

Metal plate Split log

Direction
of haul

Cross bracing

large, and produces a high level of compaction to an appreciable depth. Prior
to the advent of large compacting equipment (smooth-wheeled, pneumatic-tyred
or sheeps-foot rollers, including vibration rollers), when the speed of construc-
tion was slower, the soil was often left to consolidate by itself or under the
weight of traffic. This, of course, may still be possible in the case of minor or
secondary roads. However, if a road must be completed in a short time some
form of positive compaction is required.

The main limitation of the use of manual methods for compaction is that
they cannot apply sufficient pressure because the loads that are requived are
too great ti; be hauled manually or by animals: if a simple concrete roller is
used it must have a diameter of 60 cm to obtain a reasonable pressure of the
order of 1 Newton per square millimetre on the soil to be compacted; however,
a roller 60 cm in diameter and 90 cm in length is difficult for animals to draw.
Rollers of a smaller diameter do not apply sufficient pressure, and shorter
rollers do not cover a wide enough area. Such simple rollers are therefore of
dubious value except on roads designed to carry only the lowest volume of
traffic. Small vibrating plate ccmpactors (figure 41) constitute an alternative.
Even the smallest of these are effective with materials that are uniformly
graded. Even though vibrating plate compactors are effective, it should be
recognised that they are mainly designed for small areas, and that if the area
to be compacted is large and several small compactors are used it is difficult to
achieve uniform compaction. Moreover their output is only about one-iwentieth
of that of the large vibrating rollers.
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Figure 41. Vibrating plate compactor

MIXING

Materials for mixing can be divided into those that can be mixed on the
roadway and those that have to be mixed before they are spread on the road.
The materials that can be mixed on the roadway are chiefly those used for soil
stabilisation, whether with bitumen, cement or lime. Either an agricultural
tractor or animal-drawn ploughs can be used to mix the lime with th. soil. Con-
crete and bitumen macadam or asphalt have to be mixed before they are spread,
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and to produce the required quality mechanical mixers are needed. However, it
is not always necessary to have a central batching plant for concrete or paving
materials: small mixers spaced along the length of the works may be sufficient.
Of course such an arrangement increases the transport cost of the material,
but the increase may be offset by the reduction in capital cost required. Small
mixers can be, and have been, used for the mixing of bituminous materials.
They have to be heated to the required temperature, and quality control and
therefore supervision has to be very good. When consideration is given to
the use of labour-intensive methods for the production of pavements of high
quality for a high volume of traffic, the question is not merely one of substituting
small machines for large ones, or labour for equipment: the important point is
to define the product required and utilise the materials that are best suited
to labour or capital as the case may be. In North America work has been
carried out on the use of cold asphalt for high-quality roads. If labour-intensive
methods are to be used for the laying and spreading of bituminous materials,
it is important to bear in mind the rate of production in each of those two
operations: if the workers cannot keep up, there is little point in using an
asphalt plant with a high output rate which requires the asphalt to be rolled at
an equally high rate. This is one field in which much more research work needs

to be done on the type of materials to be used and the plant and equipment
to produce them.

ROCK EXCAVATION AND CRUSHING

Rock has to be excavated and crushed where it is encountered in excavation
and where aggregate is required for concrete, paving materials or as a construc-
tion material in the road base or in drain linings, for example. It is not always
necessary to use dynamite and large crushing machines. Big rock masses can
be split by burning a fire on them and then suddenly cooling them with water.
A jumping bar can be used to make a hole into which a plug and feather can be
placed; as these are forced deeper into the rock the wedge action splits the rock.
Hammers and chisels can be used to produce smaller aggregates. Sieves and
screens can be manufactured locally and can be used for separating aggregates
into various sizes.

In India the World Bank experimented with small crushers in local use. By
improving the work management at both the input and output stage it was
possible to increase the output by at least 10 per cent.!

! International Bank for Reconstruction and Development, Transportation Department,
Transport Research Division: Aggregate production, World Bank study of the substitution

of labor and equipment in civil construction, Technical Memorandum No. 25 (1976,
mimeographed), p. 13.
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- OTHER OPERATIONS

Intermediate techniques have also been suggested for various other opera-
tions.

The two-handled rake shown in figure 42 is used in India for the spreading
and laying of asphalt. The material is more easily spread when two labourers
can push and pull alternately.

The ripper shown in figure 43 could be constructed in wood or a lightweight
material and pulled by animals, although a small tractor would be preferable.
The one illustrated is rather cumbersome, and modifications could be made to
streamline the design and reduce the weight.

The water bowser shown in figure 44 is a simple, effective animal-drawn
means of distributing water. This model cost US $30 to produce, at 1972 prices,
in the Philippines. The rate of spread is 2 litres per square metre and the
productivity varies from 1,006 square metres per hour at a haul distance of
50 metres to 272 square metres per hour at a distance of 1,000 metres.

Figure 42. Two-handled rake (India)

Figure 43. Ripper
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Figure 44. Animal-drawn water bowser (Philippines)
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ROAD CONSTRUCTION COSTS

Road costs and benefiis may be classified as direct or indirect. The purpose
of this chapter is to identify road construction costs and to show how they
could be estimated. Chapter 6 will serve the same purpose with regard to
maintenance costs as well as indirect project costs and benefits. Estimation
procedures will be described in some detail for each item. While these proce-
dures will probably be applicable to many project evaluation cases, there will
be other cases in which the evaluator will need to devise other, more appropriate
procedures in the light of the type and accuracy of the data available; in such
cases it is hoped that the procedures outlined in these chapters will serve as
useful examples of how costs and benefits may be estimated. An accurate
estimate of all such items is essential when different combinations of design and
technology are being compared for any particular project. The differences in
profitability between different versions of a single project are less marked than
the differences in profitability between different projects, and a higher level of
accuracy is therefore needed in the former case than in the latter.

Direct costs are the actual money outlays incurred by the authority in charge
of the road project. These direct costs include both road constructioi. costs and
road maintenance costs over the life of the road. Direct benefits include actual
revenues obtained by the public works department (i.e. the authority in charge
of road projects) from the imposition of road users’ charges. In some cases
direct benefits may also include a saving on maintenance costs as a result of the
reduced use of existing roads as traffic is diverted to the new road. The above-
mentioned direct costs and benefits are in fact the only items included in the
financial analysis of road projects. When roads are built and operated entirely
by private concerns seeking to maximise profits, the evaluation of road projects
consists of a financial analysis. In developing countries, however, most roads
are built and operated by the government, which seeks to maximise social rather
than private profitability. The public works department must therefore take
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into consideration additional costs and benefits which do not involve money
transactions, but which are indirectly linked to the road project and which affect
society as a whole. In the present manual these factors will be termed indirect
costs and benefits. Theirinclusion in project evaluation provides a better measure
of the social profitability of road projects than if only direct costs and benefits
were taken into consideration. Indirect costs may include road users’ costs, as
well as a number of negative externalities. The indirect benefits may include
a certain number of road users’ savings, as well as a number of positive
externalities.

It may be noted that while all proiect costs and benefits must be estimated
in order to calculate the social profitability of a road project, certain costs and
benefits (namely those common to all technologies under consideration) may
not need to be estimated if one’s purpose is merely to identify the most appro-
priate version of a given project. It is not possible, however, to specify in
advance which particular costs and benefits will be commion to all technologies
under consideration for any and every type of road project. For this reason, this
manual wili show how to estimate all possible costs and benefits; it will then
be up to the project evaluator to decide which costs and benefits need to be
estimated, for a given road project, in order to identify the most appropriate
version of the project.

Construction costs in the narrow sense are those attached to carrying out the
various physical operations required for building a road with given specifi-
cations and design. These operations have already been described in Chapter 4
of this manual. To estimate such construction costs, project evaluators must be
in possession of input data generated by the engineering study. The input data
should consist of a detailed inventory of all inputs entering into the various
operations involved in the construction process. Strictly speaking, there is in
fact no such thing as a construction technology fcr an entire road project;
it will consist of a combination of the differing technologies used for the various
individual operations involved. There are cases in which different techniques
of widely differing labour and capital intensity could be combined for the
construction of a given road (e.g. labour-intensive methods for earthworks and
capital-intensive methods for paving). An input inventory should therefore be
obtained for each technology available for any major operation.

Example : Input inventory for earthworks using labour-intensive methods

Description of task : Excavation with picks, loading with shovel in wheel-
barrows, unloading.

Number of cubic metres of earth: E

94




Construction costs

Number of man-days : (i) unskilled Iabour: D; man-days
(ii) gang leaders: D, man-days
(iii) foreman: D, man-days

Tools : picks, shovels, wheelbarrows, in terms of the number of fully depreci-
ated tools, i.e. taking into account their working life.

Given unit prices of labour and equipment, construction costs may be estimated
from inventories of the type shown in the above example.

It is the prevailing practice for a road engineering study to yield a bili of
quantities rather than input inventories. Estimation of construction costs, by
a private contractor or the public works department, is then based on the bill
of quantities, on input productivity data attached to the construction technology
generally used, and on input prices. This estimation procedure is appropriate
only if there is only one construction technology in general use for each opera-
tion. In this case, past data may be used with some adjvustments for inflation
and for any special features of the road projects under zonsideration. However,
in cases in which there is more than one technology and the department
wishes to identify the most appropriate one it is essential that the project
evaluator should obtain an input inventory for each technically feasible design
and technology alternative: therefore in addition to designing roads and
providing bills of quantities, the design branch of the public works department
or the private engineering firm should translate bills of quantities into input
inventories for each design and technology alternative.

The estiniation of construction costs requires the estimation of the costs of
project design and appraisal, land acquisition, set-up and overheads, materials,
and labour, the rental rate of engine-powered equipment, and the cost of
animal-powered equipment and of tools.

PROJECT DESIGN AND APPRAISAL

Project design costs are those attached to the engineering analysis of road
projects. For given road specifications, such an analysis provides a number of
technically feasible road designs. It also yields, for each feasible design, possi-
bilities of using a number of construction technologies. Thus the engineering
analysis provides, for a given road, a number of different possible combinations
of individual designs and technologies.

Project appraisal costs are those attached to the economic evaluation of
the various design and technology alternatives generated by the engineering
analysis. The economic evaluation may be a straightforward financial analysis or
a more complex social cost-benefit analysis.
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Project design and appraisal costs may be estimated on the basis of the
budget allocated to the department in charge of road studies. If, for example,
the budget of this department is B, and if M, kilometres of roads are designed
and appraised each year, the design and appraisal costs of a road of M, km
is equal to

Bll
M "M,

Design and appraisal costs represent a small proportion (on the average
about 5 per cent) of total project costs. The average proportion may be slightly
exceeded if an attempt is made to analyse a larger number of design alternatives
than is typically done. The benefits derived from an analysis of additional
designs may, however, outweigh the increase in design costs since the additional
analysis may permit identification of more feasible and substantially less
costly design alternatives.

LAND ACQUISITION

Direct land acquisition costs are the actual money outlays incurred by the
public works department for the acquisition of the land over which the road
will run. It will be shown later that these direct costs may not reflect the true
social cost of land, and adjustments may therefore need to be made in order
to compensate for the difference between the social cost and the estimated direct
land cost.

Land may be state property, private property, or under joint state and
private ownership. Government fand is usually transferred without cost to the
public works department; rules governing the acquisition of private land differ
from country to country. No attempt will be made in this guide to show how
the cost of private land may be estimated since the estimation procedure is also
specific to each izdividual country.

SET-UP AND OVERHEAD COSTS

Set-up and overhead costs may cover one or more of the following cost
items:

(a) transport of equipment and tools to and from project sites;

(b) daily transport of workers to and from project sites;
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(c) the building and dismantling of temporary structures for the storage of
materials, tools and equipment, and for equipment maintenance and repair;
and

(d) the building, operation and dismantling of workers’ camps, including
sleeping, eating and sanitary and health facilities.

The importance of set-up and overhead costs depends on the type of road
project. Cost items (a) and (c) usually apply to all road projects. Cost items

(b) or (d) apply only when the project site is situated in an isolated region, far
from population centres.

It will now be shown how these costs may be estimated.

Transport of equipment and tools

Once the location of project sites, and thus the transport distances, have been
determined, transport costs of equipmenct and tools may be estimated on the
basis of the total tonnage of equipment and tools to be transported, and on unit
vehicle transport costs. Project evaluators therefore need the following data:

(a) transport distances;

(b) type and number of vehicles needed for the transport of equipment and
tools;

(c) vehicle operation costs per unit of distance; and

(d) number of trips required by each type of vehicle.

Data on items (a), (b) and (d) are specific to each project, and should be
provided by the engineers in charge of the project. Item (¢) is of a more standard
nature: vehicle depreciation, operation and maintenance costs are country-
specific rather than project-specific. It will be shown later in this chapter how to
estimate those costs for various types of vehicles.

Daily labour transport

Given the locations of the project sites and of the various places where
workers are to meet in order to be transported to work, it is possible to estimate
an average ‘ravel distance between those places and the project sites. If the
total number of workers to be transported each day is N, and if each vehicle can
transport N, workers, the daily transport costs will be equal to

N

22 M.C
N, Y
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where M = average one-way distance between the pick-up points and the
project sites, and

C, = vehicle depreciation, operation and maintenance costs per unit of
distance travelled.

Given an estimated D working days for the completion of the road project, the
total transport costs of workers will be equal to

N
2-—-+.M.C,.D.
N v

v

M is by far the most difficult item to estimate since it is extremely difficult to
know before starting the project where workers will be assembled. Labour
transport cost is, however, an important item when it comes to comparing
labour-intensive methods with capital-intensive ones, and it is therefore impor-
tant to estima e the value of M even if the estimated value is not highly reliable.
N, and C, are standard data, but N, and D are project-specific. The rejuired
daily number of workers is a function of the required daily output (i.e. the
road construction schedule), and of labour productivity. Estimation of N,

therefore presupposes knowledge of labour productivity and of the construction
schedule.

Storage facilities and workers’ camps

The project evaluator must know the number of pieces of equipment and
the quantities of materials to be stored in order to determine the size of storage
facilities. Similarly, he must know the number of workers who will live on the
project sites in order to determine the size of workers’ camps. The proiect
evaluator should be able to obtain this type of informatica from the civil
engineers in charge of the project. Once the engineers have indicated, on the
basis of their past experience and their analysis of project needs, the number and
size of the facilities in question, the building and operation costs of such faci-
lities must be estimated.

With regard to building costs, facilities on project sites usually consist of
buildings made in sections, trailers, large canvas tents or shelters made of other
light materials. Building costs consist of the following items:

(a) depreciation costs of building sections, trailers, tents or other materials;

(b) transport costs of components and materials to and from the project sites;
and

(¢) erection and dismantling costs.




Construction costs

In order to estimate depreciation costs the project evaluator must know the
price and the durability of the structures to be erected. Since the durabili’y of
the structures depends on the conditions under which they are used, ac . urate
data may not be available. The project evaluator may have to make a very rough
estimate of the depreciation rate of various structures in order to calculate
depreciation costs. Cost items (b) and (c) are fairly straightforward, and should
be relatively easy to estimate.

The operating costs of workers’ camps include the cost of food, the upkeep
of the camp and the operation of heaith care facilivies. Those costs are also
fairly standard, and should be relatively easy to estimate.

MATERIALS

The cost of materials includes the purchase or production costs, as well
as the transport costs, of such items as gravel, asphalt, cement, lime, building
stone, pipes, metal or wooden construction beams and road signs. For many
of these the quality specifications vary according to the requirements of the
particular road. The engineering analysis provides, for a given road, estimates
of the quantities of the particular materials that are required. The next step is
to estimate the unit purchase or production cost of those materials, as well as
unit transport costs. Total materials costs can then be estimated on the basis of
the unit costs and the total quantities required.

The procedure to be used in the estimation of the unit price of materials
necessarily depends on their origin. Materials may be imported or be produced
locally either by private firms or by the public works department.

Imported materials may be brought in by private trading companies and
sold to the public works department, or may be imported by the department
itself. In the first case the department may obtain price quotations from the
trading company, while in the second case the prices may be estimated by
adding the c.i.f.1 price of materials to port handling charges and customs duties
if any.-The c.i.f. price may be obtained from the foreign exporter or manu-
facturer. Poit handling charges may be ascertained from officials in the harbour
administration, and customs duties from the customs office.

In the case of maicrials produced locally by private firms, prices may be
obtained directly from the local manufacturers.

For materials produced by the public works department, prices are equal
to the department’s production costs. Such materials usually include gravel of

! C.i.f. here has its customary meaning of “cost, insurance, freight”, i.e. the purchase
price abroad, transport insurance costs and freight costs.
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various grades, building stones and road signs. Of course production costs
depend on the production technology used. It is worth mentioning at this point
that the department should evaluate the current production technology and
compare it to other possible production technologies in order to determine
whether the technology currently in use yields the lowest social production
costs. For gravel and building stones the production costs include quarrying
costs and the cost of processing the quarried materials. Quarrying and pro-
cessing costs may be readily available from the division of the department that
is in charge of the production of road materials. Where no such division exists,
however, or when materials production costs are not accounted for separately,
they must be estimated on the basis of input and output data. The estimation of
materials costs then involves the estimation of the following cost items:

(a) plant set-up cost;

(b) equipment depreciation and operation costs; equipment used may include
pneumatic hammers, loaders, rock-crushing plants, mechanical sieves, and
diesel power generators;

(c) hand tool depreciation costs; tools may include sledgehammers, picks,
shovels and wheelbarrows;

(d) cost of explosives;
(e) unskilled labour cosis; and
(f) skilled labour costs.

The cost of explosives may be obtained from the supplier or manufacturer.
The other costs must be estimated separately for each product (e.g. building
stone, gravel of various grades). However, this may not be possible if account-
ing procedures do not differentiate among products (i.e. if data are not avail-
able on the number of man-hours and equipment hours per unit of production
of individual quarry products). In this case, project evaluators may use the
average production costs per ton or cubic metre of product. The same unit
production cost will then apply to all quarry products. In many cases the average
unit production costs for different products will be very close to each other.

Materials may need to be transported either to a few specific locations on
the new road or to a large number of points along the road as part of an on-
going construction process. Transport costs of materials may be estimated in
the way described for the transport of workers. For a given project, the transport
cost of materials is a function of the total amount of materials which is required,
and of the distance between the quarry site and the various project sites where
materials are unloaded. The total amount of materials required may be estimated
from the bill of quantities.
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UNSKILLED LABCUR

Unskilled labour costs are estimated on the basis of the bill of quantities,
labour productivity data for various operations, and the unit cost of labour
(usually expressed as an hourly wage).

It may be recalled that labour productivity was defined in Chapter 3, on
the basis of the method coefficient, as the over-all capacity, OV C. That capacity
is defined as the productivity of a group of workers engaged in a particular road
construction operation. If the group consist of N workers, the average produc-

.. ) ovcec
tivity per worker is equal to .

Thus, if the output of a particular task is E (in terms, for example, of cubic
metres of excavated rock), the total number of man-hours needed to complete
the task is equal to

y— E _

&)

is defined in terms of cubic metres per man-hour. Y, does not,

where

however, include a number of idle hours not taken into consideration when
estimating OV C. Additional idle time may include, depending on the circum-
stances, some or all of the following remunerated idle times:

(a) travelling time to and from the worksite;

(b) sick leave;

(c¢) annual holidays with pay;

(d) public holidays;

(e) work stoppages due to bad weather; and

(f) officially agreed rest periods such as tea breaks, and breaks for meals.

The total number of remunerated man-hours required to obtain output E is
then equal to
Y, =Y, (1 + %)

where x = idle time coefficient.
The Appendix shows how to estimate x. Given Y,, x and the hourly wage of
unskilled labour, w, the cost of unskilled labour, C, for the given task is

obtained from
E

OVC +x)w=Y.w
N

C=

1m0
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When estimating wages of unskilled labour the project evaluator must take
into consideration the following factors:

(a) how wages are determined;

(b) the origin of the labour force;

(c) the seasons of the year during which work is to take place;
(d) faxes;

(e) insurance costs or disability payments; and

(f) payments in kind.

Project evaluators must first determine whether wages are determined by
market forces, or are determined independently by unions or by the govern-
ment, or by the two together. In the latter cases, project evaluators need
simply to find out which public wage will apply to a given project. On the other
hand if wages are determined by market forces, project evaluators may need to
survey labour market conditions in the area crossed by the future road.

Having decided the wage to be paid, the project evaluator then carries out
further calculations on the basis of that figure to arrive at the additional
amounts required to cover whatever income taxes, insurance costs and payments
in kind may have to be taken into account.

If t = the tax rate applying to unskilled labour income that is borne by the
contractor or the public works department,

I = average annual insurance costs, or average annual disability payments
for work accidents, and

F = daily payments in kind per worker,
then the hourly wage for unskilled labour will be equal to

I
w (1+t)+E+F
T

where w' = w,, in the public wage case and
w,, in the market wage case, and

W=

T = number of working hours per day.

It will now be shown how w', ¢, I and F can be estimated.

Public wage

When the public works department is directly in charge of a road construc-
tion project, the public unskilled labour wage is the one to be used in project
evaliation.
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'

In general the public wage (w,) or unskilled labour wage paid by the
government is based largely on socio-economic conditions rather than actual
labour market conditions. It is also affected to some extent by the unskilled
labour wage paid in the capitalistic sector of manufacturing or services, which is
generally higher than that paid in the traditional agricultural sector. Thus, the
public wage is nearly always higher than the wages paid in the rural areas to
agricultural workers. The public wage is generally the same for all parts of the
country unless a regional wage is determined by regional authorities.

The daily take-home wage, w,, can usually be determined in a fairly straight-
forward manner by finding out from the government or the unions what is the
wage that applies in the region to be crossed by the road. The project evaluator
should take care, however, to ascertain whether the current wage will still
apply at the time when the road is to be built. If a wage increase is expected,
it should be added to the current wage. Moreover, except when the level of
unemployment in the area to be crossed by the road is very high and one can
be sure that it will rem:in so, the project evaluator should carry out a labour
market survey, as described below, in order to ascertain whether labour supply
will be sufficient to cover project needs.

Market wage

In cases in which construction work is given out on contract to private
construction firms, there is no reason to assume that the wage paid by the
firms in question will be equal to the public wage: the only cases in which that
will happen are those in which the firms are compelled by law to pay a minimum
wage equal to the public wage. If there is no such compulsion, the firms will
tend to pay the wage prevailing regionally or locally.

Since project evaluators must base cost estimates on wages actually paid,
it is necessary to estimate the market wage (w,,) that will prevail in the project
area. In other words, the wage must be determined for individual regions of
the country as well as for particular seasons of the year (e.g. the peak and the
slack agricultural seasons) since wages may vary from region to region and
from season to season. Thus a labour market survey in the project area may be
needed for either or both of two reasons: it may be necessary to assess the
availability of labour so as to determine whether there will be enough unskilled
labourers to cover the project’s needs; and it may be necessary to determine
the regional or local wage. An evaluation of labour supply and demand during
the construction period is needed in order to avoid bottlenecks and delays that
would increase construction costs. In other words, construction operations
should be synchronised with the availability of labour during the peak and
slack agricultural seasons. It should be noted that in some areas there may be
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no excess labour, and that the use of labour-intensive technologies may conse-
quently be unwarranted. In some cases, therefore, it may be necessary to
carry out a labour market survey before adopting a particular construction
technology if there are good reasons to believe that unskilled workers may not
be available in sufficient numbers.

In most cases regional or locai unemployment statistics are not available
and it is not possible to obtain a direct estimate of excess labour supply in the
project area. Therefore one must first estimate the local or regional labour
supply and demand.

First the area from which labour is to be recruited must be determined. If
the workers are to be put up in camps, the recruitment area may be more
extensive than if the workers are to be transported daily to the worksite, in
which case the maximum radius of the recruitment area may not exceed a few
kilometres. Once the recruitment area has been determined it is possible to
estimate the local labour supply as being equal to a fraction of the population
in the area, provided that the composition of the local population corresponds
to the national or regional average in such respects as the proportion of active
male and female populations and the proportion of the population that consti-
tutes the unskilled labour force. Although estimates of local labour supply
obtained in this fashion are not highly reliable, they should be sufficiently
accurate for road planning purposes.

Next, labour demand must be estimated for each season of the year. If
labour is to be recruited from an agricultural region, one must be in possession
of statistics on land use in the region (i.e. of the total area under each type of
crop), as well as estimates of the number of man-days of unskilled labour per
unit of area and per type of crop. This kind of information is not usually
available, and may be difficult to obtain.

{f estimates of labour supply and labour demand cannot be obtained from
available statistics, a project evaluator must undertake two labour market
surveys in the project area, one in the peak agricultural season and one in the
slack. Such surveys cannot be avoided unless interviews with local authorities
indicate that there is a surplus of labour all the year round.

Once the excess labour supply has been estimated by whatever method, its
a:nount expressed in terms of man-days may then be compared to the number
of man-days of unskilled labour that are required for the project during each
of the seasons during which construction work is to take place. If the excess
labour available exceeds the project labour requirements throughout the year,
construction operations may be scheduled in such a way as to reduce the time
taken to a minimum; on the other hand if the excess labour supply falls below
the project labour requirements for all seasons of the year, it may not be possible
to use a labour-intensive technology unless it is possible to prolong the construc-
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tion period or to attract the workers needed from agriculture by paying more
then the agricultural wage. It should be noted, however, that it is very unlikely
that a labour-intensive technology will be economic if the implementation of
the road project gives rise to a labour shortage in the project area.

A third possibility is that excess labour supply may be lower than the
project iabour requirements during only some seasons of the year (e.g. the
agricultural peak seasons). In that case a labour-intensive technology may
become economic if the scheduling of road construction operations is adjusted
to the availability of labour in each season. For example, operations requiring
a large number of workers may be scheduled during the agricultural slack
seasons, and those in which fewer workers are needed may be scheduled
during the peak seasons. If such scheduling is not possible or if it entails a
prolongation of the construction period, the cost of such a prolongation, in
terms of induced benefits forgona, must be estimated and included in the
evaluation of the road project. (Induced benefits in this case are the economic
benefits indirectly generated by the 1oad.)

The regional or local market wage (w,,) at various seasons of the year may
be estimated by a simple projection (rom existing data, or data from a labour
markei survey. A market wage cstimated in this manner may, however, be
lower than the one that will aciually prevaii once the road project is under way,
if the project is large enough to s.abstantially alter labour demand in the proiect
area. When the excess labour supply is very large, the additional demand for
labour generated by a road project will not affect wages, but if the additional
demand crea‘es a situation of high ¢niployment in the project area, the market
wage will reach a peak which may he assumed to be equal to the wage paid
during the peak agricultural season fon the assumption that the additional
labour demand generated by th: projeci approaciies but does not exceed the
excess labour supply in each season of the yn» . -

To conclude: if additional labour demana vricmii=d by the project is well
below the excess labour supply in each season he &« unal wage may be used
for project evaluation. If, on the other hand, tk¢ .dditional labour demand
results in high employment during the wholr. constiuction period the peak
season wage should be used throughout.

In the first case (additional labour demand well below the excess labour
supply in each season), one should use a weighted average labour wage obtained
from the following relationship:

Wi = We. Xy + Wp. X,

where w,, = the average market wage,
w, = the market wage during the slack season,
w, = the market wage during the peak season,

I
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x, = the fraction of the total number of man-days required during the
slack season, and

x, = the fraction of the total number of man-days required during the
peak season.

It may be noted that if the local seasonal wage actually shows a significant
increase as a result of the implementation of the road project, workers from
outside the project area may be attracted by the high wage. Subsequently, an
increase in labour supply may take place which will dampen further rises in the
wage level, or actually make wages fall back to the level at which they would
have stood in the absence of the road project.

Allowance for income tax, workmen’s compensation
and part payment in kind

It should be pointed out that, depending on the laws, regulations and
practices that prevail in a given instance, there may be no need to make any
allowance for income tax, workmen’s compensation and payments in kind.

If income tax on wages is borne by the contractor or the public works
department, the project evaluator wiil need to find out the tax rate (¢) that is
applied.

If labourers are covered by an accident insurance scheme for which the
contributions are paid by the contractor or the public works department,
average annual insurance costs per worker (/) need to be estimated. In general,
however, road construction labourers are not formally insured against work
accidents, but receive disability payments paid by the employer. In such cases
it is necessary to estimate an average disability allowance per man-year, taking
into consideration the frequency of various types of accidents and the average
disability allowance: attached to each type of accident. If there are no national
statistics on work accidents in road construction, project evaluators may need
to estimate the frzquency of work accidents themselves. One way of obtaining
information for such estimates would be to interview contractors or field
engineers working for the public works department. The estimation of the
disability allowance attached to each type of accident should include both
hospitalisation costs and the value of payments made to the injured workers
while they are disabled from work.

Payments in kind (F) may include food and clothing. Their value needs
to be included in the wage only in the case where the government actually
purchases the items. Thus, food or clothing granted by an outside donor under
a technical co-operation project need not be considered in estimating the
unskilled labour wage, although these items will be taken into consideration
when carrying out the social cost-benefit analysis of the project. The cost of
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issues of food and clothing may be estimated on the basis of wholesale prices,

since those are the prices which the government would generally pay. The
value of the daily payment in kind may be defined as follows:

z C
F= Pl" l+_—l
& Pelitp

where f; = daily ration of food item of type i,
P; = unit wholesale price of food item i,
n = number of food items,
C, = wholesale price of clothing items, and
D = duration of the construction period in days.

If the construction period is longer than one year and if clothing is provided
once a year, D is equal to 365.

PROFESSIONAL STAFF AND SKILLED LABOUR

The determination of the remuneration of professicnal and skilled labour
is a simple matter if the public works department is in charge of the construction
work : the department generally has specified standards for the salaries and
wages it pays to these categories of personnel. On the other hand if construction
work is given out on contract the remuneration due may not be known, since
contractors may pay different rates according to their geographical location,
their size and their policies. In such a case, project evaluators will need to
make a survey of the rates paid by various contractors in order to estimate
an average level of remuneration for each category of professional and skilled
labour.

The professional staff and skilled labour used in road construction may be
sub-divided into three distinct categories:

(a) supervisory and administrative staff, including executive. .ssisiant and
junior engineers, supervisors, overseers, surveyors, acchu-tants and
clerical and medical personnel;

(b) foremen; and

(¢) equipment operators and truck drivers.!

1In the interests of brevity, this manual does not cover a fourth category of skilled
workers (consisting in particular of masons and carpenters for the building of bridges and
culverts) who are needed for road structures,
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Supervisory and administrative staff

The size and composition of the supervisory and administrative staff is a
functiou of the size of the project labour force, the location of the project and
the method of payment of the unskilled labour. Its size can be expected to be
large if, for a given project, one or more or the following conditions prevail:

(a) the road is to be built by labour-intensive techniques;

(b) the location of the road project is such that it requires the building and
operation of one or more workers’ camps; and

(c¢) unskilled workers are to receive both money payments and payments in
kind (e.g. food rations).

Project evaluators should therefore take the above factors into considera-
tion when estimating the number of supervisory and administrative personnel.

It may be assumed that N, the number of supervisory or administrative
personnel of category /, is constant over the entire construction period. There-
fore, for a given N; the number of man-days or man-months of supervisory or
administrative personnel of category i is equal to N,;. D for the whole project
where D = the length of the construction period in days or months. Therefore,
given D and individual values of Ny, total supervisory and administrative
costs are equal to

I
(SA.C)= = N,.D.w,

i=1

where w; = the gross daily or monthly salary of personnel in category i, and
I = the number of categories of supervisory and administrative per-
sonnel.

Foremen

Foremen costs should be estimated for each operation since the number of
foremen usually differs from one operation to another. For a given task j, the
number of foremen is equal to

where (N, ); = the number of unskilled workers on task j, and

S; = the number of unskilled workers per foreman on task j.
Ny; may also be estimated on the basis of the total number of road sections,
and on the construction operations required for each section.
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In terms of man-days or man-months, the number of foremen is therefore
equal to Ng;. D; for task j

and to ), Ng;. D; for the whole road project
i=1 '

where D; = the length of the construction period for task j, in days or months,
and
m = the total number of tasks.

Foremen costs are therefore equal to
(FC); = Ng;. D;. wg for task j, and

(FC) =) Ng;. D;. wg for the whole road project
j=1

ji=

where wp = the gross daily or monthly salary of the foremen in question.

Equipment operators and truck drivers

The total number of hours of work of equipment operators and truck dri-
vers may be estimated on the basis of the bill of quantities and the average
productivity of equipment and trucks. The estimation procedure is the same
as the one used to estimate unskilled labour costs. Given the over-all capacity,
OVC, of n similar pieces of equipment (in some cases, n may be equal to 1 if
OV C was estimated for one piece of equipment only), and the required output,
E;, for operation j (e.g. E; cubic metres to be excavated and spread out), the
total number of equipment operator hours for task j is equal to

E

Y= (ov’cj
nJjij

Y ; must then be adjusted in order to include all remunerated idle times such
as those listed in the case of unskilled iabour. This adjustment gives

Y ;=Yg ; (1 + %)

where x =: idle time coefficient estimated as described in the Appendix.
Equipment operator costs, (EOC);,, for a given road construction opera-
tion, j, are then equal to

E

OV ) (1+x).w; =¥ ;.w;

n

where w; = gross hourly or daily wage of an equipment operator for opera-
tion j.
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The total equipment operator costs, EOC, are then equal to

= (EOC)
j=1

J

where m = total number of operations.

It should be noted that the idle time coefficient, x, does not include idle
time due to equipment breakdown, work stoppages in order to perform
periodic equipment maintenance, and work stoppages due to interference
from other operations (i.e. necessary waiting), since these latter idle times are
already included in the over-all time, OV'T (see Chapter 3), and are therefore
taken into consideration in the estimation of OVC.

ENGINE-POWERED EQUIPMENT

For a given road construction operation j, the cost of engine-powered
equipment is equal to

(EC), =2 (g—) C, @
k

k=1

where E; = value of operation j from the bill of quantities (e.g. so many cubic
metres of excavated rock),

Z, = productivity of the piece of equipment k used in operation j while
actually in use (i.e. productivity of the piece of equipment
excluding idle time periods!), in cubic or square metres per
hour,

m

i

number of types of equipment used in a given operation j, and

C, = hourly cost or rental rate of the piece of equipment k, excluding
the cost of the operator.

The total cost of equipment is then equal to

(EC) = ¥, (EC),

ji=1

where m = total number of activities involved in a road construction project.

1 For example, during purely productive time, excluding the method time allowance
(Chapter 3).
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The hourly equipment cost, C;, for a piece of equipment k is equal to the
sum of hourly depreciation costs and hourly operating costs. That is,

G =Dy + Cy

The procedure used in this manual for the estimation of the hourly equipment
cost may be unfamiliar to many project evaluators, and some may question
the usefulness of introducing a new estimation procedure. Some of them may
indeed be tempted to reject out of hand the procedure developed here, and to
use procedures that are more familiar to them instead. It should be pointed
out, however, that current estimation procedures generally tend to understate
the true cost of equipment; consequently they create a bias towards the use
of capital-intensive methods, and are inappropriate for the evaluation of
alternative technologies. In the light of this fact, project evaluators should
re-assess the estimation procedure they are currently using, and make any modi-

fications that may be required in order to ensure that equipment costs are not
significantly underestimated.

Hourly depreciation costs

Before the method of estimating the hourly depreciation costs, D,, is
described, the concept of present value must be defined and explained for the
benefit of readers who are not familiar with that concept. Let it be supposed
that one unit of money is invested or put in a bank savings account today. In
one year’s time, the invested unit of money will yield an interest r. Therefore
one unit of money available today may be exchanged for (1 + r) units of
money in one year’s time. Similarly, one year later they will yield (1 +r). (1 +r)=
(I + r)? units of money. Therefore, one unit of money invested today will yield
(1 - r)?units of money two years hence. In general, one unit of money invested
today may be exchanged for (1 - r)" units of money n years later, provided
that r remains constant over the whole period. Conversely, one unit of money

in one year’s time is equivalent to

— units of money today.

is
+ r)

-
known as the ““‘present value” of one unit of money accruing in one year’s

time. Let it now be supposed that a capital investment today will yield a flow
of net ecarnings (i.e. revenues minus yearly variable costs) for n consecutive
years as {ollows:

Ry, Ry, Ry, ... R,

The present value of the stream of net earnings is then equal to R, where

m




Labour-intensive road construction

Rl R2 R3 Rn
R="1+ +
Ttr (@42 A+rp Atry

R
or R =z a +tr)' (3)

t=1

Let it also be supposed that the foregoing investment requires an initial
capital outlay K. If K, were put in a savings account instead of being invested,
it would have yielded revenues in the amount K, (1+r)", n years hence. The
present value of K, (1 + r)" is equal to

Ko (1+r)y _
(L+rr 0

Therefore the investment will be worth undertaking only in a case in which R,
the present value of net earnings, exceeds or is at least equal to K,. (In fact
the present value of net earnings will in general have to be larger than K,
since a certain degree of uncertainty makes one unit of future net earnings less
attractive to the private investor than one unit of capital at hand.)

The role of the concept of present value in the estimation of equipment
hourly depreciation costs, D,, will now be explained. Let it be supposed that a
piece of equipment has a useful life of n years. That life may be calculated
from the relationship

n=— 4)

where H, = total number of hours during which the equipment may be used
before it is scrapped, and

H, = equipment annual utilisation rate (e.g. 1,000 hours per year,
2,000 hours per year).

Let it be supposed that the purchase price of a piece of equipment k is K,
and that its salvage value at the end of its useful life (i.e. n years) is S,. The
owner of such a piece of equipment will be willing to rent it out as long as the
sum of the present value of the stream of yearly rental rates, 4;, and of the
salvage value, S,, is equal to K, i.e.

A A A AL S, )
irrtaant T ar T @ e T Uary (
A )
or K — k e
° Z(l+r)’+(l+r)" ®)
=1

where r = market rate of interest.
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A, may also be defined as the yearly depreciation rate. In the foregoing for-
mulation A4, is assumed to be constant over the life of the piece of equipment.
It may be noted that such an assumption is not a realistic one since the yearly
rent should decrease as the piece of equipment gets older. However, such an
assumption is usually made since it would be extremely difficult to estimate
the true depreciation rate for each consecutive year.!

Now equation (6) may be rewritten as follows:

1 S,
Ko = 4, : [(1+7) +(1+r)" )
t=1
It can be shown 2 that
1 (141
A+rf  r(+ry
t=1
Therefore,
u+m—1 S,
Ko=A £
0= % [ r+r ) @y ®)

Ay, the equipment annual depreciation cost, is then

S,
B [Ko—(l+r)":|

A= Ty
r(l+ry
N AL r
or A= Ko [(1+r)"—1] Se T =1 ®)

! For a detailed discussion of equipment depreciation costs see McCleary er al.: Equip-
ment versus employment, op. cit., Appendix 2.

1 [ 1
SRR .l_ + e
L+r (1492 (1)

IfB=

B 1 1 1 1
and - = U T s
(I+r) (1+r)? (1+r) (L+r) (L4+ry+?

1 T n_
then B [1——— =8| - =__1~_ 1 _+n +“l_
I+r T+r]  14r (14" (40

[(J_,ft_'fll'_ 1]
nt b n__

and then B = (t+n) =(l+r) I.
_r r{l+r)"

(1+7r)
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To take a numerical example, suppose that K, = $20,000; r = 0.15; S, =
$2,000; and n = 10 years; then

[ 10
A = 20000 | 15 1+0.15) ]_2’000[( 0.15 ]

| (1+0.15)° -1 1+0.15)19—1
[0.15 (4.046) 0.15
0,000 L(4-046)~1] 2,000 [4.046_1] $3,887

It is important to recognise that serious errors would result if one were to divide
the portion of the price of the equipment which is depreciated ($18,000, i.e.
$20,000 — $2,000) by the life of the equipment, 10 years, in order to obtain the
annual depreciation costs. This procedure would provide depreciation costs
of $1,800 a year (i.e. $18,000+10), a substantial underestimate of the true
annual depreciation costs. The divergence between $3,887 and $1,800 is due to
the fact that the latter estimate is based on the assumption that the interest rate
is equal to zero, i.e.

_ A + Ay +___+__Ak + S,
T (14+0)' T (140)? (140)!1° " (140)!°

K, = 10(4,)+S

e

Given that K, = $20,000 and S, = $2,000, we obtain

$20,000 = 10 (4,) + $2,000

_$20,000—$2,000

and A T

= $1,800.

Obviously, such an assumption is not tenable in any circumstarces; therefore
the procedure must not be used when estimating annual equipment depre-
ciation costs.

Given the annual depreciation costs, A,, the hourly depreciation costs are

then
A, K r(1+r) S, r
D, ==kt=209 L fe 1
*“H, He|:(1+r)"—1] H, [(1+r)"—1] (10)

Ways of estimating the various items in equation (10) will now be described.
It was shown earlier that

where H, = the life of the piece of equipment; and

H, = the yearly utilisation rate.
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An estimate of H, may be obtained from the equipment manufacturer’s
catalogue, but such an estimate may be not very reliable: manufacturers tend to
overstate the useful life of a piece of equipment, and their estimates are generally
based on conditions (e.g. environmental conditions, equipment operators’
performance, availability of maintenance and repair facilities) that are charac-
teristic of the country where the piece of equipment is manufactured. It is
therefore recommended that H, should be estimated on the basis of an analysis
of the log books of pieces of equipment that have come to the end of their
useful life, spent entirely in the country where the road is to be built, or in a
similar country.

The average annual utilisation rate of equipment, H,, may also be estimated
on the basis of an analysis of individual equipment log books. Usually, equip-
ment log books record the number of hours during which a piece of equipment
has actually been in operation. This information may then be used in order
to estimate H, for each type of equipment k. (“Type of equipment” is defined
here as equipment capable of performing a very specific set of operations.
Pieces of equipment of various makes or models may constitute a single
equipment type.) The estimation of H, may be carried out in the following
steps. First, as many individual equipment log books as possible should be
obtained for each type of equipment. Log books of salvaged pieces of equipment
may be used along with log books of pieces of equipment still in use. The
number of years, n,, for which each piece of equipment, k, of a given type has
been in use since the equipment purchase date if the piece of equipment is still
in operation, or for which the piece of equipment has been in existence even if
it is no longer in use, should then be noted. Thirdly, for each piece of equipment
the number of hours, /,, during which the piece of equipment has actually been
used should also be noted.

The average annual utilisation rate of each type of equipment is then equal
to

where ¢ = number of pieces of equipment of the same type included in the
analysis.

It should be noted that the procedure just described for estimating H, ensures
that all equipment idle time periods, whether the piecc of equipment is idle
while on a project or between two consecutive projects, are taken into consider-
ation in the formuiation of the hourly rental raie, C,. Given estimates of H,and
H,, one can then estimate ».
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The original price of the piece of equipment, K, should include the following
items:

(a) the sale price of locally produced equipment or the c.i.f. price of imported
equipment;
(b) customs duty, if any; and

(c) miscellaneous charges (handling charges, including inland transport of
equipment, and administrative charges, if any).

Estimates of these items may be obtained from local importers, foreign or local
manufacturers, and the port authority or other agencies of government.

The salvage value of the piece of equipment, S,, is a function of demand
conditions. Scrapped pieces of equipment may be sold locally, or exported if
there are no local plants for the processing of such materials. Revenue from the
sale of a scrapped piece of equipment, &, is then equal to

Se= Qk'Pk

where P, = price of a ton of scrapped equipment, and

0, = weight of the piece of equipment, in tons.

In some cases S, can also be estimated as a fraction of the capital cost of
equipment K. Such a fraction may vary between 0.05 and 0.15 depending on
the condition of the piece of equipment when it is sold.

Operating costs

Equipment operating costs, C,, include the following cost items:

R., the yearly maintenance and repair costs of the piece of equipment,
I

ér

the yearly insurance costs,

T,, the cost of tyres or tracks changed during the equipment’s lifetime, and
F,, the hourly fuel and lubricant costs.

Given an equipment life of n years, and an equipment annual utilisation rate

of H,, the hourly equipment opera*. 3 costs can be obtained from the following
relationship:

R 1 1
C,=—¢4_-et Iy 4
vk H, H, nH, F. (D

It should be pointed out that C,, does not include operators’ costs, such costs
being estimated separately. The formulation of C,, in equation (11) assumes
that the annual costs of all items are constant over the equipment life, but in
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reality the older the piece of equipment, the higher repair costs tend to be,
and tyres or tracks are not changed every year. Consequently, the hourly costs

R, T
of these items are not strictly equal to — + —=
H, 7 H,

cost items which takes into consideration their variability over time should not,
however, yield significantly different results. Furthermore, the data needed in
order to undertake such an estimation are usually either lacking or very
unreliable. In view of these facts it is recommended that C,, should nevertheless
be estimated on the basis of equation (11). The estimation of the individual
elements of operating costs is described below.

. An estimation of these

Maintenance and repair

Yearly maintenance and repair costs (R,) consist of four components:
labour cost, materials costs, cost of spare parts and overhead costs. Estimates
of these costs may be obtained from the following sources in ways that will be
described in the fcilowing paragraphs:

(a) equipment maintenance and repair manuals;
(b) equipment maintenance and repair log books; and

(c) the expenditure of the equipment repair and maintenance workshops of the
public works department.

Equipment maintenance and repair manuals provide a description of the
maintenance and repair jobs that are required. In some cases, they also provide
yearly maintenance and repair costs as a percentage of the original equipment
price. Estimates based on data provided by manufacturers may not, however,
be accurate since they reflect conditions in industrialised countries. In particular,
wages of mechanics in developing countries may be lower than those in indus-
trialised countries, whereas the frequency of repair and maintenance may be
higher in the former countries than in the latter. Manufacturers’ data may need
to be adjusted in order to reflect conditions in the utiliser’s country.

An analysis of equipment maintenance and repair log books usually provides
a good estimate of repair and maintenance costs, provided that the data reported
in log books are fairly detailed. Whenever feasible, a number of log books
referring to the same type of equipment should be examined, so that the cost
estimates may represent average values based on a large number of observations.

Estimates of yearly repair and maintenance costs per ton of equipment can
be obtained by dividing yearly expenditures of the workshops of the public
works department by the total number of tons of equipment processed during
a one-year period. This procedure may be used only in cases where the depart-
ment’s workshops operate on a separate budget or under a separate accounting
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system. The adoption of this third estimation method requires, for a given one-
year period, the following information:

(a) number of pieces of equipment that underwent repair and maintenance,
as well as the weight of each such piece;

(b) total cost of spare parts actually used on repair jobs (a yearly inventory of
spare parts may be needed in order to obtain this type of information);

(c¢) total cost of materials used for repair and maintenance jobs;
(d) total amount of wages paid to the personnel of the workshop; and
(e) building and tools depreciation costs.

The yearly repair and maintenance costs per ton of equipment is then

R _SP+MA+DE+WM

. - (12)
2 O
k=1
where SP = cost of spare parts,
MA = cost of materials,
DE = building and tools depreciation costs,
WM == total amount of wages,
e = number of pieces of equipment processed over a one-year period,
and
Q. — weight of equipment, k, in tons.

The yearly maintenance and repair costs of a given piece of equipment & is
Rek —_— Rt" Qk

This third estimation method provides less accurate estimates of equipment
repair and maintenance costs than the second method since costs are not
strictly a function of equipment weight. It is thereforc advisable to use the
second method of evaluation whenever equipment log books are available. The
first or third methods should be regarded as stop-gap methods for use while
equipment log books are being developed.

Insurance

Yearly insurance costs (/,) vary with the type of construction equipment.
In general they are very low for pieces of equipment other than trucks and cars,
whereas insurance costs for the latter items may be high and should be taken
into consideration when estimating equipment rental rates. Insurance cost
estimates can be obtained without difficulty from insurance companies.
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Tyres or tracks
Tyre or track costs over the equipment life time (T}) are as follows:
T, = S,. P,

where S, = number of sets of tyres or tracks that are needed over the lifetime of
the equipment, and

P, = price of a set of tyres or tracks.

The estimation of P, should cover the same items as are used in the estimation
of K,. S, is a function of the life of tyres or tracks. Estimates for tyres or track
lives may be obtained from equipment log books o1 on the basis of interviews
with equipment operators.

Fuel and lubricants

A general formulation for fuel and lubricant costs is given by

4
Fu = 2:1 Pf.'-Qn

i
where P, = unit price of fuel or lubricant of type i,

Q= quantity of fuel or lubricant of type i per hour, in litres or kilo-
grams per hour, and

i = type of fuel or lubricant (1 for diesel oil, 2 for petrol, 3 for
lubricating oil, 4 for grease).

Unit prices for each type of fuel or lubricant are usually readily available. These
prices should, however, be adjusted to take account of site conditions; in
particular, the unit cost of transport of these products to project sites should be
added to the unit price prevailing at the nearest public or government-operated
filling stations.

The average hourly fuel and lubricant consumption of individual pieces of
equipment is best estimated from data recorded over a long period of working
hours. If such records are not available, project evaluators may use data
provided by equipment manufacturers. Such data generally apply to new
pieces of equipment and average to favourable site conditions. Thus, data
obtained from manufacturers’ hardbooks may need to be adjusted in order to
reflect site conditions and an average equipment age.
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Hourly equipment costs

Given D, and C,, the hourly equipment costs, C,, may then be obtained
from the following relationship:

_ _ K, (L4 S, r R, I, T,
Co=DitCu =7 [(1+r)"—1] H, [(1+r)"—1] AN Ary e

u
(13)

This relationship could be adjusted in order to take into consideration
variations in depreciation costs, D,, repair costs, R,, tyre costs, T, and fuel
costs, F,. It is doubtful, however, whether such adjustments will provide
estimates of Cy significantly different from those obtained from equation (13).
Furthermore, such adjustments will be warranted only if detailed and accurate
information on depreciation costs, repair costs, and tyres and fuel costs is
available. In general, such detailed information is very difficult to obtain, and
most public works departments may be forced to use the formulation of
C, provided in equation (13).

e

ANIMAL-POWERED EQUIPMENT

Animal-powered equipment includes various types of carts, ploughs, water
bowsers and scrapers that are drawn by animals. Such equipment may belong
to the public works department or may instead be rented from local farmers
who are employed on the project for wages on the understanding that they
bring thcir equipment with them. Procedures for the estimation of animal-
powered equipment should accordingly be worked out according to its owner-
ship, on the assumption that if equipment is owned by a farmer he will operate
it but that if it is owned by the public works department or a building contractor
it will be operated by unskilled labour hired on the project site.

It is unusual for the department itself to own animal-powered equipment.
However, if labour-intensive techniques are increasingly adopted, the depart-
ment nay find it advantageous to acquire its own animal-powered equipment
for the following reasons:

(1) Animal-powered equipment owned by local farmers may not be available
during agricultural peak seasons, and this may lead to delays in construction.

(2) The department may need to design and produce special pieces of
animal-drawn equipment to be used in road construction. In that even’ it may
be advantageous in the interests of full utilisation of the equipment to have
always available, and hence own, the most appropriate type and breed of animal
as well, instead of using the beasts of the local farmers.
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(3) The number of pieces of animal-powered equipment owned by local
farmers may be lower than the number needed for road construction.

(4) The hourly cost of rented equipment may be higher than the hourly
cost of the same piece of equipment if it were produced by the department.

On the other hand, the owning of animal-powered equipment may be

disadvantageous for the puhlic works department or a contractor for the
following reasons:

(1) Since equipment drivers are often unskilled workers hired near the
project site, they may not be familiar with the driving of animal-powered

equipment, and may need to be trained. At first the productivity of these
workers may be low.

(2) The transport of animal-powered equipment from the regional depots
of the public works department to project sites may be costly and time-
consuming.

(3) Shelters for the animals must be built on the project sites. Such sheiters
would not be needed if the animals belonged to local farmers and were taken
hack to their farms at the end of the day.

(4) Although the market price of animal-powered equipment rented from
farmers in return for part of their wages may be higher than that of equipment
owned and operated by the road-building agency (whether it be a public works
depariment or a contractor), the shadow price (i.e. true social price) of rented
equipment may be lower than that of equipment which the agency owns. This
will be so whenever animal-powered equipment owned by local farmers is
found to be lying idle during the agricultural slack seasons.

The project evaluator should compare the advantages and disadvantages of
ownership versas rental of animal-powered equipment in order to identify the
alternative that is socially more profitable.

Animal-powered equipment cocts may be estimated from the following

relationship:
z : A
(APEC); = f/_J P,
k
k=1

where (APEC); = costs of animal-powered equipment for operation j,

A; = number of units of output included in operation j (e.g. E
cubic metres of hauled earth),

a = number of types of animal-powered equipment that are used
in operation j (a is often equal to 1),
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V, = productivity in cubic or square metres per hour of animal-
powered equipment of type k used in operation j !, and

P, = hourly cost of animal-powered equipment of type k.

The estimation procedure for P, varies with the type of equipment owner-
ship. The remaining part of this section will show how to estimate P, when
animal-powered equipment is rented from local farmers and when it is owned
by the public works department.

Rented

If animal-powered equipment is rented from and operated by local farmers
employed on the project for wages, the rental cost for equipment may be
assumed to be equal to the difference between the farmer’s wage (which includes
the cost of renting the animal and the equipment) and the unskilled labour
wage. The hourly cost may therefore be estimated with the help of a survey of the
daily wages asked by the farmers. Such a survey should also provide information
with respect to the availability, types and number of items of animal-powered
equipment in various areas at various periods of the year. Such information
is vital in order to determine if such equipment is locally available in sufficient
quantities and in order to schedule the road construction properly.

Owned by the pubiic works department

The hourly cost of animal-powered equipment owned by the public works
department must cover the following cost items:

(a) capital expenditures on animal-powered equipment; and
(b) maintenance of animals and equipment.

The acquisition of animal-powered equipment (item (a)) should be regarded
as capital expenditure since the life of such equipment probably exceeds five
to six years. Cost item (a) should therefore be calculated accordingly. The
following definitions will be used in the ensuing analysis:

n = number of years of active life of a given farm animal used in road
construction,

P, = original purchase cost of the animal,

r = rate of interest,

S, = sale value of the animal when it ceases to be productive (i.e. at the
end of #n years),

1 Vi is actually the method capacity (Chapter 3).
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H, = number of {:..urs a year during which the animal-powered equipment
is actually used on construction work,

P, = original cost of the equipment itself,

M, = annual maintenance and repair costs of the equipment, and

C; = daily feeding and maintenance costs per animal.

Transport costs of animal-powered equipment to the project site and the
cost of animal shelter construction have already been dealt with in the section
of this chapter relating to set-up and overhead costs. It is assumed that equip-
ment has a life of n years.?

The formulation of P, may be derived in the same way as the one used to
arrive at Cy, the hourly cost of engine-powered equipment. In other words, the
hourly cost of animal-powered equipment is equal to the hourly depreciation
costs of animal and equipment plus the hourly operating costs, or:

P, =D, + C.
The formulation of D, is basically the same as that of D,. If

Py =P, + P,

Py, r(1+r)" S r
th -0 7 Y4, . 14
cn a Ha (l+r)"—l Hu (l+r)"—l ( )
Similarly the formulation of C, is given by
M, C;.365
l. = e 1
“=u*H, (1)
Then P, =D,+C,= Py ri+n" S, r M, C,.365 (16)

H (1+7—1 H, (=1 H, H

i order to calculate Py it is necessary to have estimates of M,, Cp, w, P,, P,,
Sa H, and n.

Estimates of P, and S, should be fairly easy to obtain, P, from a survey of
market prices of farm animals and §, from local stockyards. C; includes the
cost of feed per animal and a fraction of the daily wages of the workers in
charge of the feeding and care of the animals. Therefore

a a

W
C,=p,. e
r=p-Qs+ N

where p, = unit price of feed,
O, = daily quantity of feed per animal, and

! This assumption is made in order to simplify the formulation of the hourly cost of ammal-
powered eqguipment, It may be dropped in case of need.
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N, = number of animals that are taken care of by a single worker
receiving a daily wage w.

P, is equal to the production costs of the piece of equipment if it is manufactured
by the public works department i.self, or its purchase price if it is produced by
local manufacturers. If information on the maintenance costs of equipment
is not available, M, may be assumed to be equal to some proportion of P,
(say 10 or 15 per cent). It is advisable, however, that such data be collected in
order to obtain reliable estimates of M, for future projects.

Interviews with local farmers can easily provide information on n, the
working life of the farm animal.

If a piece of animal-powered equipment is being fully used, H, is equal to
T(365— H,), where T is the number of working hours per day and H, the
number of non-working days per year (i.e. the weekly day of rest plus other
public holidays). The value of H, obtained from this relationship may, however,
be overestimated because animal-powered equipment may remain idle in case
of bad weather, while being transported to the project site, or when not in use
between two consecutive projects. These idle times should be estimated and
H, adjusted accordingly.

TOOLS

Whereas the cost of road construction tools such as picks, shovels and
wheelbarrows accounts for a negligible proportion of the total costs of capital-
intensive techniques, their proportion of the total costs of labour-intensive
techniques is considerable. A discrepancy between estimated tool costs and true
tool costs will therefore have a much greater effect on the total costs of labour-
intensive techniques than on those of capital-intensive ones. Overestimation
or underestimation of the cost of tools can introduce a serious bias against or
in favour of labour-intensivc techniques. When comparing labour-intensive
techniques with capital-intensive ones it is therefore important to obtain a
reliable estimate of tool costs.

For a given activity j, tool costs may be obtained from the following
relationship:

t
(TO.C);= £ N,.P,
k=1

where ¢t = number of types of tools needed for operation j,

=z
|

= number of tools of type k used in operation j, and
P, = price of a tool of type k.
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The total cost of tools for the road project may then be obtained by summing
up the tool costs for all operations.

N, may be estimated on the basis of the duration of operation j, and the
average life o a tool of type k, which may be obtained from field engineers.
The duration of activity j may be estimated on the basis of the bill of quantities
and the average productivity of unskilled labour.

If Z; == productivity of unskiiled labour in operation j using tools of type
k, in units of output per hour ?,

A;, = output oi operation j with tools of type k (e.g. so many cubic
metres of earth excavated with picks),

L, = life of tools of type k, in working days, and
T = number of working hours per working day,
Ay
then Ny =5—"—
en “ T Zp L T

It may be noted that estimates of N, obtained from this relationship should be
adjusted upwards in order to allow for tool losses. The adjustment coefficient
may be determined on the basis of interviews with the personnel responsible for
distributing tools to the workers.

The price of tools (P,) may be obtained from local manufacturers, or from
tool-importing firms if tools are not produced locally. In the latter case, quoted
prices should include customs duties and all relevant fees. it should be noted
that tools are not regarded as fixed capital, and therefore the estimation of tool
costs does not take tool utilisation raics and interest rates into consideration.
The reason is that, in contrast to powered construction equipment, tocls have
relatively short lives which vary between five weeks and six months; they are
therefore regarded as construction materials and their cost estimated accord-
ingly. It may also be noted that tools may be repaired during their lifetime;
repair costs should therefere be estimated and added to the tool purchase costs.

1 Of purely productive time as defined in Chapter 3, i.e. excluding method time allowance.

125




MAINTENANCE COSTS, USERS' COSTS
AND INDIRECT BENEFITS

A method of estimating the construction costs of a road project was
described in the previous chapter. The present chapter deals with maintenance
costs and indirect costs and benefits !, and explains in particular how some of
them can be estimated.

When a new road is built or an existing road improved, three different
effects may be expected:

(a) a redistribution of traffic flows between existing roads and the new road,
and the generation of new traffic flows;

(b) a transformation of the production structure of the area crossed by the
road; and

(c) social consequences linked to increased access to public facilities by the
people in the area crossed by the road.

The importance of these effects depends on the type of road project: in some
cases, they may have so little influence on the over-all profitability of the project
that they may be safely neglected in project evaluation. Each of these effects
may be translated into terms of indirect costs and benefits, as shown in table 11.

While the direct, initial road construction costs may be regarded as the
fixed capital costs of a road project, the future costs (i.e. the road users’ costs
and the road maintenance costs) may be regarded as variable costs, largely
because they are a function of the use that is made of the road (i.e. of the
composition and level of traffic flows). In this respect, therefore, investment in
a road may be assessed like an industrial investment involving both capital and
variable costs.

To take the three effects in turn, the redistribution and generation of traffic
flows resulting from the new road project leads to additional variable costs—

! Direct benefits (e.g. revenue from road tolls) will not be considered since they rarely
occur in developing countries,
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Table 11. Maintenance costs and indirect costs and benefits of road projects

Effect Maintenance costs and Maintenance costs forgone and
indirect costs indirect benefits

Redistribution and Maintenance .osts of new Lower maintenance costs of

generation of traffic flows road: (MC)n roads from which traffic is

diverted: (AMC)g
Road users’ costs of diverted
traffic using the new road Road users’ costs of diverted
(RUC)pN traffic before the new road
comes into use: (RUC)pe
Road users’ costs from newly
generated traffic (RUC)y

Transformation of the Present value of additional Present valur of the increase
production structure production costs: (DEV)c of regional output: (DEV)p
Social consequences ‘Present value of the increase Utility derived from the use of
of government expenditures nearby educational, recre-
on public facilities such as ational and health facilities:

schools, health centres, and (GE)p
vocational centres: (GE)c

(MC)y + (RUC)py 4 (RUC)y—Dbut decreases past variable costs—(AMC)g+
(RUC)pg. The latter, forgone costs may be regarded as benefits of the project.
Subsequent sections of this chapter will be devoted to explaining how to
estimate road users’ costs and maintenance costs in order to obtain estimates of
increases and decreases in variable costs. Secondly, some road projects may
result in a transformation of the production structure of the area crossed by
the road. This transformation may provide net indirect benefits in the amount
(DEV)g — (DEV),, that is the difference between the value of the increase in
output resulting from the road project and the production costs attached to the
same increase in output. It may not always be possible to isolate the effect
of a road project on output in the area since changes in output may be in part
the result of other concurrent investments. This problem will be dealt with
later in this chapter. Thirdly, a road project may have various social conse-
quences linked to increased access to public facilities by the people in the
area crossed by the road. In general, the associated indirect benefits are not
quantifiable: for example, no specific value can be assigned to the benefits
derived by people in the area from being able to use nearby educational, health
or recreational facilities. In other words, there is usually no market mechanism
that helps to quantify (GE)g. On the other hand (GE). usually is quantifiable,
since it is possible to estimate the additional costs attached to the increased
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use of public facilities or to the creation of new facilities as a result of the road
project.

The present chapter will focus on the first effect, and provide only a very
general methodological framework for the evaluation of developmental benefits
due to the second and third effects.! The reason for this focus is that in general,
when it comes to choosing among different possible construction technologies,
effects (b) and (c) may be safely neglected since their value is not usually a
function of the type of technology used (see Chapter 1).

As has also been indicated in Chapter 2 of this manual, labour-intensive
technologies are, given the present state of knowledge, recommended mainly for
low-standard roads such as those made of stabilised earth or gravel. At first
sight it might appear that the design of such roads is essentially predetermined.
In most cases the project evaluator would accordingly have to make a choice
not among a series of particular combinations of design and technology but
purely among a number of construction technologies. If only one design is
under consideration, road maintenance costs, road users’ costs and road-
induced benefits need not be taken into account for the choice of technology.?
There are, howaver, many cases in which even a low-standard road can be
built to a variety of possible designs. Since the design affects the range of
technologies that can be used, it is important in such cases to take into account

all the costs and benefits that may be affected by each design under considera-
ticn.

TRADE-OFF BETWEEN INITIAL AND FUTURE COSTS

It was shown in Chapter 1 that a project evaluator must identify the most
socially profitable design and technology version of each potential road project
since that is the version that needs to be ranked for project selection purposes.

Let it be assumed for the moment that the design and technology possibilities
for a given road project differ only with respect to construction costs and the
cc ts associated with the redistribution and generation of traffic flows (i.e.
effect (@) already referred to). In other words, the possibilities differ only with
respect to construction costs, maintenance costs and road users’ costs. In this

1 The reader may obtain additiona! information on the second and third effects from
Arnold C. Harberger: Project evaluation, Collected papers (Chicago, Markham Publishing
Co., n.d.), Ch. 6; Lionel Odier: Les intéréts économiques des travaux routiers (Paris, Editions
Eyrolles, 1963), Part II; and Herman S. van der Jak and Jan de Weille: Reappraisal of a road
project in Iran (Baltimore, Johns Hopkins Press, 1969), Ch. VII.

2 However, these additional costs and benefits should always be taken into consideration
when the over-all profitability of a road project is estimated.
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case the most profitable version of the project is the one that gives the lowest
total for the three costs referred to above.

As shown in Chapter 2, road construction costs are a function of road
design and road construction technology.

Road maintenance costs are partly a function of the following road design
variables:

(a) length and width;
(b) composition and thickness of the pavement; and
(c) strength of the subgrade.

Variable (@) determines the total area of road to be maintained. Variables (b)
and (c) affect the rate of road deterioration and thus partly determine the
frequency and extent of maintenance operations (i.e. the maintenance policy).
The rate of road deterioration is also affected by environmental conditions
(e.g. climate, vegetation, topography) and the volume and composition of
traffic flows.

Road users’ costs are partly a function of the following road design variables:
(a) length and width;
(b) vertical and horizontal alignment;

(c) road surface condition (e.g. roughness, rut depth, looseness of materials).

Road users’ costs are also a function of non-design variables (variables such
as actual vehicle speed—as distinct from the road design speed—vehicle type
and size, altitude and rainfall, traffic volume and composition, the driver’s
behaviour and road maintenance policy). Together these non-design variables
and the three design variables determine road users’ costs, which can be broken
down as consisting in vehicle operating costs and the value of the vehicle -
occupants’ time.

In short, road design affects road construction costs with respect to the
quantity and quality of output as well as with respect to the constraint it puts
on the range of construction technclogies that may be used: in general, as the
specified roau quaiiiy standard jmproves, the construction costs increase and
the range of technicall; feasible construction technologies narrows; it may not
be possible to use labour-intensive technologies for the construction of high-
standard roads. Road design also affects road maintenarice costs and road
users’ costs: in general, as the specified road quality standard improves,
maintenance costs and road users’ costs are lowered.

It may therefore be concluded that there is a trade-off between the initial,
road construction costs, on the one hand, and the sum of future costs—road
maintenance costs and road users’ costs—on the other. The task of the project
evaluator is to choose a road design that will reduce to a minimum the sum
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of initial and future costs. Since the choice of road design is as important as
the choice of construction technology, the project evaluator should investigate
.he possibility of using different road designs.

A method of estimating road maintenance costs and road users’ costs for
the evaluation of different road designs will now be described. Indications on
the way to estimate indirect road benefits will also be given. Unlike indirect
cost-, indirect benefits are rarely affected by road design.

MAINTENANCE COSTS

As indicated in the previous section, maintenance costs are a function of
the rate of road deterioration, the maintenance policy and the maintenance
technology. The relationship between maintenance costs and the above-
mentioned variables is analysed in greater detail in the present section.

Maintenance policy

There is to some extent a trade-off between maintenance costs and road
users’ costs: in general, the lower the maintenance costs the higher the road
users’ costs. Ideally, the maintenance policy adopted should be one that
reduces the sum of maintenance costs and road users’ costs, and therefore
social costs, to a minimum.

There are, however, two reasons for the fact that the maintenance policy
adopted is often not the optimal one. First, it is empirically difficult to determine
what the optimal maintenance policy is. Secondly, vehicle operating costs are
borne by road users, whereas the road maintenance costs are borne by the
public works department. The department’s decisions on road maintenance
are often based solely on road maintenance costs: road maintenance expenditure
is compared with investment needs for new road projects, without taking
account of road users’ costs. In such circumstances the frequency and extent of
road maintenance operations are often based on predetermined levels of road

“deterioration and on the importance of the rcad in terms of the type and
volume of traffic it carries.

The present value of costs over the life of the road is affected by the length
of the time intervals between consecutive maintcnance operations, and the
cost of each successive maintenance operation, (MC);. The longer the time
intervals, the lower the total number of maintenance operations over the life
of the road, and the higher the cost of each consecutive maintenance operation.
The estimation of maintenance costs is carried out by summing consecutive
values of (MC), for a given maintenance strategy. If the goal of the public
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works department is to reduce social costs to a minimum it is necessary to
determine the optimal mainienance policy, which will reduce to a minimum the
sum of maintenance costs and road users’ costs.

Road deterioration rates

Road deterioration may take many forms, including an increase in surface
roughness, the formation of ruts and pot-holes, road cracking, and a loosening
or loss of surface material. Some aspects of road deterioration apply to all types
of roads, while others apply only to particular types: for example the loosening
and loss of surface material applies primarily to unpaved roads.

As already indicated, road deterioration is a function of environmental
conditions (notably climate, vegetation and topography), road design (including
road surface and subgrade), and the type and volume of traffic flows. For a
given set of environmental conditions and a given road design, it is necessary
to estimate levels of road deterioration and to translate these levels into main-
tenance costs.

The following is a general functional relationship which relates road de-
terioration to time and to cumulative traffic flows:

RD = f(T, CTF)

where RD = measure of road deterioration,
T = time, in months or years, and
CTF = cumulative traffic flow.

The time variable is included in the above relationship since roads deteriorate
even in the absence of traffic flows as a result of the blocking of drains and the
growth of vegetation, not to mention the possibility of severely adverse climatic
conditions, landslides or natural disasters.

Specific functional forms of the above relationship have been derived
mainly for pavements of a high standard in North America, Europe and
Australia. Some attempts have been made to derive specific functional forms
for roads of a lower standard in developing countries. Altogether, however,
little is known about the rates at which roads deteriorate, and the results of the
few existing studies ! cannot be applied to all countries and types of roads. In

1 Certain road deterioration relationships have been calculated for a number of roads
in Kenya. The study was conducted jointly by the World Bank and the Transport and Road
Research Laboratory of the United Kingdom, in co-operation with the Kenya Ministry of
Works. The study constitutes one of the very few attempts to estimate road deterioration
relationships in developing countries. See International Bank for Reconstruction and Devel-
opment, Transportation and Urban Projects Department, Transport Research Division:
Highway Design Standard Study Fhase Il: Background, summary and evaluation of TRRL/
IBRD Kenya Study (mimeographed draft, 1975), subsequently cited as IBRD Highway
Design Standard Study.

132




Maintenance and users’ costs and indirect benefits

particular, there is very little information with respect to gravel and earth
roads. Generaily the public works department will have to undertake studies in
order to estimate road deterioration relationships for various environmental
conditions and road design characteristics.

Road deterioration relationships may be established on the basis of cross-
sectional analyses and experimenta! studies. Cross-sectional analyses may
provide reliable estimates of the rate of road deterioration as a function of
time and cumulative traffic flows, as well as of design and environmental
variables. The first step in such an analysis is to identify the range of environ-
mental conditions, road type and design characteristics to be investigated. The
next step is to select a sample of road sections that are representative of each
combination of environmental and design variables under study. For each
road section included in the sample, information must be obtained with respect
to—

(a) the time interval since the last maintenance operation;
(b) the cumulative traffic flows since the last maintenance operation; and
(c) the current level of deterioration of the road.

T e results of the cross-sectional analyses will indicate how the rate of road

deterioration varies as a function of time and cumulative traffic flows, for each
combination of environment and design that has been examined.

Road deterioration relationships may also be obtained from experimental
studies. In this case, specified flows of vehicles are driven over road sections that
are representative of the environmental conditions and design characteristics to
be investigated. At selected time intervals, measurements are made of the level
of deterioration of the road sections. In an experimental study the intervals of
observation and the traffic flows are under the control of the researcher, and
much more accurate estimates of deterioration rates can be obtained than in
cross-sectional analyses. For gravel and earth roads, results may be fairly
rapidly obtained from an experimental study. For paved roads, on the other
hand, deterioration occurs at such a slow rate that experimental studies may
not be a practical possibility.

Estimation of maintenance costs

A reliable way of estimating maintenance costs of a potential road project
would be to express road deterioration in terms of the specific maintenance
operations required to remedy it, and to cost such operations in the same way
as for road construction. For example, looseness of materials and gravel loss
could be expressed in terms of blading frequencies to be applied to gravel roads
of different designs with given traffic flows. Subsequently, each blading operation
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Table 12. Annual maintenance cost formulae in US dollars per kilometre

Type of road Formulae Continent or country
Earth 270 + (5.3 ADT) Congo ?
344 + (12 ADT) Venezuela 3
Cravel? 254 + (6.6 ADT) Africa ¢
87.5 + (3.5 ADT) Africa ¢
200 + (10 ADT) Chad *
89 + (3.5 ADT) Dahomey ¢
168 + (2.4 ADT) Kenya ©
90 + (3.5 ADT) Nigeria ¢
300 4 (6.5 ADT) Nigeria *
262.5 + (1.75 ADT) Nigeria (North) ¢
142 + (2.5 ADT) Swaziland *
372.5 + (5.2 ADT) Tanzania ¢
372.5 + (6.9 ADT) Tanzania 4
159 + (4.3 ADT) Togo *
175 + (5.5 ADT) Zambia ¢
1150 4+ (4.0 ADT) Venezuela
Paved 520 4- (0.48 ADT) El Salvador ?

1219 + (0.37 ADT)

331 + (0.5 (ADT — 1,000))
2313 4+ (0.225 ADT)

Nicaragua ?
Niger ¢
Venezuela 2

1 Because it is often difficult to draw a distinct line between gravel and earth roads, some of these formulae may
apply to what are described in the present manual as earth roads. ? Anthony Churchill, in collaboration
with Klaus Huber, Elke Meldau and Alan Walters: Road user charges in Central America, World Bank Staff
Occasional Papers No. 15 (International Bank for Reconstruction and Development, 1972), pp. 48, 52. 3 Sober-
man, op. cit., p. 56. CF. Moavenzadeh: Investment strategies for developing areas: Analytic model for choice
of strategies in highway transportation (Cambridge (Massachusetts), Massachusetts Institute of Technology,
1972), pp. 79-80. ¢ Churchill, op. cit., pp. 51-52, citing British Road Research Laboratory, East Africa Trans-
port Planning Research Unit: 4 study of road maintenance costs in Kenya (mimeographed, 1966).

ADT = Average daily traffic flow.

would be costed and the present value of maintenance coste over the life of
the road calculated. To estimate maintenance costs by this .. zthod, coad deterio-
ration relationships must be available for each possible combination of design
and technology. In general, such relationships are not readily available, and a
number of years may be needed in order to ascertain them. In the meantime,
the project evaluator may need to obtain rough estimates of maintenance costs
from similar existing roads. Such an approach requires that mainfenance
expenditure on these roads be known, as well as the dates oa which it is incurred
and the average daily traffic flow. ’

It should be noted that maintenance costs are partly a function of the
maintenance technology used. There is a general tendency to use technologies
of the same type as those used in the original construction of the road. For
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example, a labour-intensive maintenance technology would generally be used
for roads built labour-intensively. This should not be the rule, however.
Maintenance differs from construction: in particular, excavation has little or
no place in maintenance; it may therefore be found profitable to use a labour-
intensive maintenance technology for a road built capital-intensively.

Some idea of the range of maintenance cost forinulae arrived at in a number
of countries is given by table 12. As one would expect, maintenance costs that
are a function of average daily traffic flow tend to decrease as the construction
standard of the road improves. These maintenance formulae are purely illustra-
tive and should not be used in specific project evaluation since not only the
physical characteristics of roads but also relative input prices differ greatly
from country to country.

ROAD USERS’ COSTS

Road users’ costs include vehicle operating costs and the value of vehicle
occupants’ time. Each will be analysed in turn. It will then be shown how to
estimate total road users’ costs on the basis of the composition and volume of
traffic flows.

Vehicle operating costs

A numbers of studies ! of vehicle operating costs have been published. Most
of them are compilations of the results of separate primary research studies.
The World Bank has reviewed the existing literature on vehicle operating costs
and found them to be deficient in a number of ways. The Bank’s conclusions *
are as follows:

Unfortunately, as fully recognised by most authorities, the existing information,
despite the vast amount of publications, is highly deficient both in terms of its com-
prehensiveness and the adequacy of the underlying data base and methodology.
This is particularly true for low-standard roads. While extensive information is
readily available on vehicle operating costs component by component, research has
generally been too limited to establish the relationship of these to road design geo-
metrics, surface design and maintenance standards.

In particular—

(i) fuel consumption and driver/passenger time savings are the only components
which have been researched in any detail; much less is known about the relationship

1 See for example de Weille, Quantification of road user savings, op. cit., and H. Hide,
S. W. Abaynayaka, I. Sayer and R. J. Wyatt: The Kenya Road Transport Cost Study : Research

on vehicle operating costs, Transport and Road Research Laboratory Report 672 (Crowthorne,
Berkshire, 1975). .

2 IBRD Highway Design Standard Study, op. cit., p. 8.
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of other components (tyre wear, vehicle maintenance and depreciation) to decision
variables; to a great extent standard references are based on extrapolations from a
limited base using engineering judgement to infer more comprehensive results;

(11) no research (previous to the Kenya study) has attempted to measure costs in
response to road maintenance standards and surface conditions;

(iii) the full range of vehicle types and sizes, particularly for the vehicles most common
in developing countries, have not been covered;

(iv) much of the research, particularly that for low-standard roads, was done largely
in the 1930s; changes in vehicles, tyres and fuels over the years may have altered
these relationships significantly;

(v) much of the most important primary research has relied on controlled experiments
with a very limited number of vehicles (and experimental conditions) wherein it is
difficult to simulate normal or typical driving conditions.

It seems, therefore, that most developing countries need to undertake studies
in order to determine road users’ costs relationships that apply to their partic-
ular conditions, especially in the case of low standard rural roads (gravel or
earth roads) for which very little data are available.

Vehicle operating costs comprise the following items:

a) fuel consumption costs;

(b) lubricating oil consumption costs;
(c) vehicle maintenance costs;

(d) tyre consumption costs; and

(e) vehicle depreciation costs.

A number of relationships have been calculated which relate each of the
above cost items to various road characteristics. Of great interest is the World
Bank’s study in Kenya.! The study arrives at relationships between vehicle
speed and a number of design variables for various types of roads (e.g. paved
roads, gravel roads). Relationships between vehicle fuel consumption and
vehicle speed are also established for various types of vehicles. The study also
analyses vehicle maintenance costs, tyre consumption and vehicle depreciaticn.

Value of vehicle occupants’ time

The estimation of the value of vehicle occupant’s time is desirable but gen-
erally difficult from both the conceptual and the empirical point of view. Each
of the individual occupants may assign a different value to any given amount
of time spent travelling along a road. Such subjective evaluations would seem
to be at least as valid in principle as a uniform, professedly objective evaluation
by an economist whose values may differ quite markedly from those of most

Y IBRD Highway Design Standard Study, op. cit., Annex 1.
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if not all of ithe occupants. This difficulty arises, for example, in relaiion to the
orinciple that a zero value should be attributed to time spent on a road outside
working hours, or by travellers who are unemployed.

Furthermore, even if it is assumed that a unit of a vehicle occupant’s time
spent travelling along a road is equal to the value of the occupant’s income
for that unit of time it remains empirically very difficult to estimate the value.
First, automatic traffic flow counters cannot be used for this purpose since it
is necessary to know the number of persons per vehicle, as well as their age
and sex, so as to determine whether they are likely to belong to the workforce,
and consequently to have incomes. Road interviewers are needed in order to
collect this type of information. Secondly, once information regarding the
number of the various categories of road users is obtained, it is necessary to
adopt values for those categories. Here again it is difficult to define a reliable
estimation method. Should one use the national average hourly wage? Should
different values of time be used for the occupants of different types of vehicles
(e.g. passenger cars, trucks, buses) ? Once again, interviews of vehicle occupants

may be needed in order to obtain a reliable estimate of the average value of
their time.!

Estimation of total road users’ costs

Once unit road users’ costs have been estimated, the present value of the
stream of road users’ costs over the life of the road may be calculated on the
basis of the composition and volume of present and future traffic flows.

Costs per unit of distance

As shown previously, the items making up the road users’ costs per unit
of distance are a function of a number of road design characteristics and en-
vironmental conditions. Road users’ costs accordingly differ from one road to
another; moreover, on any given road the variations in the vertical and hori-
zontal alignment have a substaniial effect on fuel consumption.

In order to estimate fuel consumption costs, a road should be divided into
homogenecus stretches along which fuel consumption will be constant. Vehicle
operating costs per unit of distance may then be estimated for individual
stretches and for various types of vehicle on the basis of formulations relating
fuel consumption to various aspects of road alignment.

1 No method for the valuation of vehicle occupants’ time is suggested in this manual, and

the reader is referred to de Weille, Quantification of road user savings, op. cit., and Harberger,
op. cit., Ch. 10,
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Traffic flows

Traffic flows are not identical throughout a road’s length: traffic may leave
or enter the road at different points. Traific counts should therefore be made for
the section of road between every two consecutive exit or entry points.?

There are five different types of traffic which should be taken into consid-
eration when estimating initial traffic flows (i.e. traffic flows that will occur
immediately after the completion of the road project) and future traffic flows.

Initial traffic can be regarded as consisting of two types of traffic—existing
traffic and attracted or diverted traffic. Existing traffic relates to road improve-
ment projects; since road users’ costs decrease as a result of road improvement,
traffic existing prior to road improvement can be expected to continue at the
same level once a road has been improved. Whenever it is more economical to
use the new or improved road rather than other existing facilities (¢.g. other
roads, railway lines), there will be attracted or diverted traffic. The level of
diverted traffic depends partly on the geographical location of population and
production centres and on the extent and quality of the existing transport
network.

Future traffic comprises generated traffic, development traffic and traffic in-
creases resulting from normal traffic growth. Generated traffic is traffic that
would not have existed if a new road nad not been built or if an existing road
had not been improved. Most of the generated traffic develops v .thin the first
year or two after a new road is opened; it is associated with little or no modi-
fication of the existing production structure. Development traffic is due to
improvements in the economic situation in areas adjacent to the new road,
improvements which would not have taken place in the absence of the new
road. Unlike generated traffic, this component of future traffic continues to
develop for many years after a new road is built; it is the result of increased
land use, the development of new industries, and, in some cases, an increase
in the population of the area as a result of internal migration. Finally, normal
traffic growth is the increase in traffic volume due to a general increase in the
number and utilisation of motor vehicles. Normal traffic growth should, in
general, continue over the life of the road, levelling off once a saturation peint
is reached. At that point, the road should be widened or new roads should be
built if traffic is to be permitted to grow.

1 Although the types of traffic flows to be expected on a new or improved road will be
identified below, readers wishing to obtain information regarding the techniques for estimating
such traffic flows are advised to consult Jan G. Heggie: Transport engineering economics
(London, McGraw-Hill, 1972), Ch. 8.
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Present value

The following definitions will be used for the elements of the formulae for
estimating the present value of road users’ costs:

(FL); = fuel consumption costs per km for a vehicle of type j,
(LB); = lubricating oil consumption costs per km for a vehicle of type j,
(MC); = vehicle maintenance costs per km for a vehicle of type j,

T, = tyre consumption costs per km for a vehicle of type j,

D; = vehicle depreciation costs per km for a vehicle of type j,

L, = length, in km, of road section &,

Vi = average speed of vehicle j on road section k, in km per hour,
(PT); = average hourly value of the time of occupant in a vehicle of type j,
N; = average number of occupants per vehicle of type j,

(TR); = annual two-way traffic, in number of standard vehicles, for a
venicle of type j on road section &, and
r = rate of interest.

An average vehicle operating cost per km, (¥C), must first be estimated for
each of the road sections, k, characterised by a constant traffic flow (i.e. the
sections of the road between every two consecutive exit or entry points.) For
a given vehicle of type j, this gives a formula »f the type

L
(VC)p = (LB);+(MC);+ T+ Dj+(FL)1_j"—L_‘-‘-+(FL)2‘j'r2+ ... +(FL) L,
k k

n,j'fk

where L,, L,, . . . L, are stretches of road section k with constant vertical
and horizontal alignment characteristics ! such that

L1+L2...L"=Lk.
Then for a given year t and for a vehicle of type j, road users’ costs are equal to
‘ L
(RUC),; = Z [(TR)jk.(VC )jk.11+(TR)j,¢.—V—".Nj.(PT)J:|
jk

k=1

where § = number of road sections carrying a constant flow, kA =1,2,3, . . . 5.
Road users’ costs at year ¢ for all types of vehicles are then equal to

j=1

wheie v = number of iypes of vehicles.

11t is assumed that only fuel consumption varies from one stretch of road to another,
and that (LB);, (MC);, (Ty); and D; are therefore constant over the whole road.
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Road users’ costs over the life of the road are therefore equal to
T

(RUC),
(1+ry

(RUC) =
t=1

where T = life of the road in years.

INDIRECT BENEFITS

In most of the developed countries indirect road benefits are related pri-
marily to the redistribution of traffic flows and only marginally to development
resulting from the tronsformation of the production structure of the area
crossed by the road. In other words, indirect road benefits may be regarded as
amounting to roads users’ savings and road maintenance savings. These two
types of savings constitute a large part of total road benefits, and in the evalu-
ation of a road project they may be safely assumed to account for their entirety.
This is particularly true of road improvement projects or road projects designed
to shorten the travelling distance between population centres. There are ex-
ceptions, of course, but the number of such exceptions is small in relation to
the total number of road projects implemented each year. In developing
couniries, on the other hand, a large part of the total benefits often consist of
developmental benefits; therefore in a large number of cases road users’
savings and road maintenance savings cannot be equated with total benefits
in those countries.

The significance of the developmental benefits of a road project depends on
the type of road project. It is useful in that connection to make use of the
following classification, already described in Chapter 1:

(a) road maintenance;
(b) road improvement;

(c¢) new roads that are primarily intended to shorten the distance, and therefore
the travelling time, between population centres;

(d) new roads that are part of wider sectoral investment projects; and

(e) “developmental roads”, i.e. new roads built under a gencral regional devel-
opment policy. ~

The benefits of projects of types (a) and (b) may be evaluated solely in
terms of road users’ savings and road maintenance savings.

New road projects in group (d) that are part of wider sectoral investment
projects (e.g. agricultural or mining projects) should be regarded as one of the
various investment cost items (together with the cost of irrigation systems or
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of mining equipment in the two examples just mentioned). On such a view, ii
is meaningless to assign benefits to the road projects themselves since no
benefits would accrue if the building of the roads constituted the only invest-
ment: it is therefore the over-all evaluation of the sectoral projects that should
determine whether the roads that are part of the projects will be constructed or
not. The project evaluator in the public works department is generally not
responsible for the evaluation of such projects; his involvement at the project
evaluation stage is usually limited to providing road construction cost data to
the ministry or other agency that is evaluating the sectoral project as a whole.

Road projects in group (¢) yield two types of benefits, namely road users’
savings and road maintenance savings on the one hand, and developmental
benefits on the other. In this case the developmental benefits are usually a by-
product of the road project, and of secondary importance. However, they should
be estimated since they may in some marginal cases be the decisive factor in
determining whether the project should be adopted or not.

Road projects in group (e) produce great developmental benefits, together
with road users’ savings and maintenance savings constituting a by-product of
secondary importance; such savings may be equal to zero in the case of pene-
tration roads or rural access roads. Developmental benefits are rather difficult
to estimate. The main difficulty liec in the fact that regional development is
usually the result of a number of investments in different fields, one of which is
the construction of new roads: it is difficult to isolate the effect of road projects
on regional development because in most cases such projects are implemented
concurrently with other development project relating, for example, to health
facilities, schools and irrigation. Yet, unlike new roads that are an integral
part of a sectoral investment project—case (d) above—roads built for the
purpose of regional development—case (¢)—may yield benefits without signi-
ficant additional investments. The new roads may, for example, encourage
farmers to switch from subsistence crops to cash crops, or to make greater use
of nearby health and educational facilities. These road projects should there-
fore be evaluated and ranked on their own merits, and not as part of a more
comprehensive regional investment project as suggested by some authors. If
governments are short of money, they may need to choose between a road
project and other regional development projects (relating, for example, to
schools or hospitals). It is therefore important to estimate the benefits that are
specific to road projects so that such projects may be ranked along with other
types of projects for comparison and selection purposes.

One way of estimating developmental benefits is to carry out a field study
based on a sample of production units or households, or of both. The purpose
of such a study is to determine the relationship between the distance of a sample
unit from the existing road network, market centres and public facilities on
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the one hand and such characteristics of the unit as income, proportion of land
area pianted with cash crops, proportion of land cultivated, amount of emi-
gration and frequency of members’ use of nearby public facilities on the other
hand. If meaningful results are to be obtained ?, a study of this kind needs to be
based on a large sample of households or production units.

It should be pointed out that developmental benefits should be estimated net
of costs (i.e. investment costs, (DEV): + (GE), in addition to road capital
and variable costs); otherwise the profitability of the new road project will be
overstated.

EFFECT OF ROAD CONSTRUCTION TECHNOLGGY
ON FUTURE COSTS AND BENEFITS

In cases in which a road design is chosen and a choice is then made among
possible construction technologies, the effect of choice of technology on road
users’ costs, road maintenance costs and road benefits is extremely slight. In
fact the only possible effect of the construction technology is tnat relating to
the rate of road deterioration, and the extent of such an effect will, in general,
be marginal: for any given maintenance policy, the technology chosen will
entail maintenance costs that will differ only slightly from those attached to
other technologies. Since it would be extremely difficult to estimate, empirically,
the extent of any differences in maintenance costs resulting from differences in
construction technologies, it may be necessary to assume that road mainte-
nance costs are not affected by the choice of construction technology at all.

On the other hand, in cases in which a choice is made among possible
combinations of design and technology, road users’ costs and road mainte-
nance costs are affected in the ways described in this chapter. Road benefits
are not much affected by the choice of any particular combination of design
and technology unless variations in design significantly alter the routing of the
road, and consequently its area of influcnce. Such cases are infrequent.

1 §pecial statistical techniques may also have to be used if the effect of new roads on
regional development is to be isolated. Readers interested in the problem of estimating
developmental benefits of new roads may refer to Harberger, op. cit., Ch. 10; Odier: Les
intéréts économiques des travaux routiers, op. cit.; and A.R. Prest: Transport economics
in developing countries (London, Weidenteld and Nicholson, 1969).
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EVALUATION OF ALTERNATIVE
TECHNOLOGIES AT MARKET PRICES

This chapter will show how to identify the most appropriate construction
technology for a given road by means of a cost-benefit analysis based on market
prices. It should be noted that market prices may not reflect the true social
value of project inputs and outputs, and may cherefore need to be adjusted if
the true social profitability of a project is to be estimated. In other words,
project evaluation may need to be based on “shadow’ or ““accounting’ prices
instead of market prices. The present chapter is an introduction to the procedure
of cost-benefit analysis, as carried out on the basis of market prices. The
estimation of accounting prices and their incorporation into the analysis will
be described in the next chapter.

There are a number of reasons for beginning with the use of market prices
in the evaluation of construction technologies. The most important is that in
some cases it is not necessary to use accounting prices even if market prices are
distorted. Such cases arise when it is found that the more labour-intensive of
two alternative technologies is also the one that is less costly at market prices.
In those circumstances the use of accounting prices would do no more than
underline the social profitability of the labour-intensive technology. The follow-
ing example will clarify this point. Let it be assumed that the differences
between two construction technologies are limited to the number of man-hours
and equipment hours needed to build a given road, the amount of materials
being the same for both technologies. If both technologies are technically
efficient 1, then

my; > m, and hy < h,

where m, = number of man-hours used in the labour-intensive technology,
m, = number of man-hours used in the capital-intensive technology,

1 A technology is technically efficient if it does not require more of both man-hours
and equipment-hours than any other existing technology.
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h, = number of equipment-hours used in the labour-intensive techno-
logy, and
#, = number of equipment-hours used in the capital-intensive techno-

logy.
Using the following definitions:

w, = hourly market wage rate,
w, = hourly shadow wage rate,
R,, = hourly market rental rate for equipment,
R, = hourly shadow rental rate for equipraent, and
M,,, M, = cost of materials at market prices and at shadow prices,

let it now be assumed that

m; .w,+hy .R,+ M, <my.w,+h;.R,,+M,
or my.w,+h;.R,<my.w,+h,.R, amn

or, to put it differently, that the labous-iatensive technology is less costly at
market prices. It will be shown in the next chapter that in most developing
countries the shadow wage rate is lower than the market wage rate (i.e. wy < wp,),
and that the shadow equipment rental rate is higher than the market equipment
reatal rate (i.e. R, > R,). Relationship (17) therefore yields the following
relationship:

m,.w,+h, .R<my.w,+h, R (18)

Thus, when it is known that w,, > w,and R, < R,, itis not necessary to evaluate
construction technologies at shadow prices if it is established that the more
labour-intensive technology is also the less costly one at market prices. It
should be pointed out, however, that the argument outlined above does not
always apply when a road project is financed through a foreign loan or grant.
That case will be discussed in the following chapter.

There are a number of other reasons for using market prices in project
evaluation. First, a government may prefer to use market prices if it is not
fully convinced of the appropriateness of using shadow prices. Secondly,
estimates for parameters needed to compute shadow prices may not always
be available at the time when projects are being evaluated, and projects may
then have to be evaluated at market prices while steps are taken to obtain
estimates of the parameters. It should be pointed out that a cost-benefit
analysis always takes into consideration indirect cost and benefit items (such
as road users’ costs and road benefits) that do not enter into a purely financial
analysis of projects. Thus even when market prices are used a cost-benefit
analysis yields a measure of the social profitability of projects, as distinct from
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their private profitability. The use of shadow prices merely permits a more
accurate estimate of the social profitability.

RECOMMENDED CRITERIA

Ranking of projects is not a simple matter: there are a number of different
criteria by which they may be ranked, and those criteria do not always yield
concurrent rankings; it is therefore important to adopt the criterion that will
provide the most valid ranking in a particular case. A number of ranking
criteria will now be described and their individual merits and drawbacks
discussed.

Net present value

Let it be supposed that the life of a project is n years, and that the project
yields a stream of yearly benefits

By, B, By ... B

as well as a stream of yearly costs
C,CyCy ... C,
The stream of yearly net benefits is therefore
(By — C1), (B, — C3), (Bs — C3) ... (B, — C,)-
The net present value (NPV) of the project is then

(Bl—cl) (BZ_CZ) (B3_C3) (Bn_cn)
(1+r)  (L+r)*  (L+r3)* 77 (147

(19)

where r is the discount rate.

The value of r may fluctuate from year to year. If it does not, or if an average
value of r is used, equation (19) becomes

- (Bi_ Ci)

d+r)
i=1

(20)

Benefit-cost ratio

A second ranking criterion, the benefit-cost ratio or ratio of the present value
of the stream of project net benefits over the present value of the stream of
project costs, is obtained from the following relationship:

145




Labour-intensive road construction

- (B-C) | = (C)
(1+r)i / (1+r)i

i=1 i=1

(21)

The following example will show in what sort of cases the benefit-cost ratio
is a better criterion than net present value, or vice-versa. Let it be supposed that
a government department needs to rank projects A to G. Let it also be supposed
that the projects are ranked according to their respective net present values and
benefit-cost ratios, as shown in table 13.

It can be readily seen from the table that, with the exception of project C,
projects are ranked differently according to the ranking criterionn adopted.
The choices made will differ if there is a budgetary constraint of, for example,
1,000 monetary units. According to ranking K,, the budget should be spent on
projects A and B, the sum of the corresponding net present values being equal
to 800 (500 + 300). On the other hand, according to ranking R,, the budget
should be spent on projects G, F, A, Cand D (100 + 100 + 500 + 200 + 100 =
1,000), the sum of the corresponding net present values being equal to 1,045
(15G 4+ 120 + 500 + 200 + 75). Therefore, the R, ranking is preferable since
for the same amount of money, projects adopted under R, provide a higher net
present value than projects adopted under R;.

Let it now be supposed that there is a budgetary constraint of 600 monetary
units and that it has been decided to spend the full amount. According to
ranking R,, the budget should be spent on projects A and G since other
combinations of projects are either less profitable or do not use up the full
budget. In this case the sum of the net present values is equal to 650. According
to ranking R,, the budget should be spent on projects G, F, C and E, with the
sum of the net present values being equal to 570. (Project A was skipped because
its cost, added to those of G and F, would have exceeded the budget constraint.)
In this case the R, ranking provides a better choice of projects than the R,
ranking. The general conclusion to be derived from this example is that the
benefit-cost ratio should be used whenever it is not necessary to skip projects
in order to match the budget amount to the sum of the costs of selected projects.
On the other hand, if skipping of projects is needed, it may be necessary to
rank projects according to each criterion and select the combination that yields
the highest total net present value under R; or R,.

There is one main drawback to the use of these two criteria. The value of
the discount rate r may not be accurate: as stated earlier, it may fluctuate from
year to year, and a forecast of such fluctuations may be impossible. Further-
more, it is usually difficult to specify accurately the discount rate to be used.
Should the government use a discount rate higher or lower than a specified
market rate? This is a very difficult question indeed, since market rates tend to
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Table 13. Ranking of a hypothetical set of projects by net present value and benefit-cost

ratio
. oG - B (B~ C:) S (Bi-C) [« G
Project Ty L(—ITJ‘- D Ry A +r) /2(1 +r) R>
i=1 i=1 i=1 i=1 i=1
m @ ) @ ® ® Q)
A 500 1000 500 1 1.00 3
B 500 800 300 2 0.60 6
C 200 400 200 3 1.00 3
D 100 175 75 7 0.75 5
E 200 300 100 6 0.50 7
F 100 220 120 5 1.20 2
G 100 250 150 4 1.50 1

Key: Column (2) gives the present value of the stream of costs for each project, and column (3) the present value
of the stream of benefits. Column (4) provides the net present value of each project, yielding the ranking R; in
column (5). Column (6) provides the benefit-cost ratio of each project, yielding the ranking Rz in column (7).

be distorted by imperfections of the capital market.! If the wrong discount rate
is used in project evaluation, some of the projects that are selected may in
reality be less profitable than some projects that are rejected. In view of that
drawback, a number of economists have shown some preference for another

criterion, the internal rate of return, for the calculation of which no specific
discount rate needs to be used.

internal rate of return

To assess net present values and benefit-cost ratios, a discount rate must be
specified. However, the discount rate can also be regarded as an unknown. In
that case projects are ranked according to the value of the discount rate that
equates the present value of the stream of benefits to the present value of the
stream of costs, that is the discount rate that equates the net present value of
individual projects to zero: such a discount rate is called the internal rate of
return. For example, let it be supposed that the life of a given project is one
year, that total project costs (100) are incurred on the first day of the year,
and that total project benefits (120) are achieved on the last day of the year.
Since the costs are incurred on the first day of the year, the present value of

120
costs is equal to 100. The present value of benefits is equal to s where

1 This subject will be dealt with in more detail in the next chapter in connection with
the sccial discount rate.
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p = internal rate of return. The value of p that equates the present value of
project costs to the present value of project benefits is obtained by the solution
of the following equation:

120
100 = —.
I+p
From the above, we obtain p = 0.2, or 20 per cent. In this example the internal
rate of return of the project, p, is equal to 20 per cent.
Formally, the internal rate of return of a project, p, is obtained by the
solving of the following equation:

B‘-—Ci _
(L+p)

i=1

(22)

where B; and C; are respectively the benefits and costs at year i.

The solving of equation (22) is not easy when 7 is large (i.e. n > 4); when it
is, a good desk calculator may be needed. In general, however, the method used
to find p is one of trial and error.

The internal rate of return p should be regarded as the average discount rate
over the life of the project, as in the following example. Let it be supposed that
the life of a project is two years and that the net benefit stream is as follows:

—100 (first day, or year 0),
60 (end of year 1),
72 (end of year 2).

The internal rate of return p is obtained by solving the equation

60 72
— 100+1—+—p+m‘z = 0.

The value of p is found to be 0.2, which yields the following equation:

60 72
—100+—=+-—-—3=0.
2 a0
However, the discount rate at year 1 may differ from the rate at year 2. For
example, the rate could be 50 per cent the first year and 9.545 per cent the second
year, yielding the following equation:
60 72
—100+ —+—+——=5=0
t 157 1.09545)
In this example the 20 per cent internal rate of return is a weighted
average of the successive rates of 50 and 9.545 per cent; other combinations
of discount rates could be found that would also yield a weighted average
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of 20 per cent. In other words, the value of p should be regarded as a
weighted average of the (unknown) discount rates applying each year.

If a number of potential projects are under consideration, they may be
ranked according to their internal rate of return, and the higher-ranking ones
selected up to the point at which the budget is fully exhausted.

The main advantage of this criterion is that the internal rate of return can
be calculated on the basis of project data alone, there being no need to estimate
the opportunity cost of capital. Another advantage is that this criterion allows
the government to compare the profitability of public investment projects
with the profitability of projects in the private sector. It is conceivable that a
government would refrain from investing in some public projects with low
internal rates of return, even if such a course of action were to result in incom-
plete utilisation of the available funds.

As a criterion of choice, however, the internal rate of return has two main
defects. First, there are projects for which it is not possible to determine a
unique value for that rate, as may be seen from the following example. Let
it be supposed that a given project produces the following net benefit stream:

— 4,500 (year 0),
10,000 (end of year 1),
— 5,500 (end of year 2).
Then the following two equations may be established:
10,000 5,500
_4,500+ . - = 07
(1+0) (1+0)
and 10,000 5,500
—4,500+ - -

- =0.
(1+0.2222) (1+0.2222)

There are thus two possible internal rates of return for the project, namely
zero and 22.22 per cent.

In general a project will have multiple internal rates of return if the sign of
the stream of net benefits changes more than once. Yearly net benefits may,
for example, exhibit the time profile depicted in figure 47. That profile could
apply to a road needing to be rehabilitated six years after being built, so that it
would yield negative net benefits during the first and seventh years. In such cases
it may not be possible to obtain a unique estimate of the internal rate of return.

Another defect of that criterion appears when it comes to evaluating a
variety of projects designed to meet the same requirements (e.g. when a road
may be built by any of several construction techniques). In that case the use
of the internal rate of return as a criterion of choice may not lead to the adop-
tion of the most profitable project, as may be seen from the following example.
Let it be supposed that a number of potential projects are ranked according to
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Figure 47, Example of time profile for yearly net benefits of a road-building project
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their internal rate of return and that the last project that can be included
within the budgetary limits has a raie of 10 per cent. That percentage repre-
sents the appropriate onrortunity cost of capital (i.e. the appropriate discount
rate). Hence the net present value of all projects should be recalculated on the
basis of that rate. Let it now be supposed that version A of a road project
with an internal rate of return of 20 per cent is adopted, while the alternative B,
with a rate of 15 per cent, is not.! If, however, A and B are re-evaluated at the
appropriate discount rate, 10 per cent, B may be found more profitable than
alternative A. Let it be supposed that A and B show the following net benefit

streams:
A B
(IRR = 20 per cent) (IRR = 15 per cent)
—2,000 —2,000
1,000 100
1,200 300
339.3 2,564.7

It may be noted that the initial investment cost is the same for both A and B,
| namely 2,000 monetary units. Since the last adopted project has an internal
rate of return of 10 per cent, the adoption of A rather than B does not affect
the adoption of other projects with an internal rate of return higher than
10 per cent.

1 Since A and B are alternatives to each other, only one of them (A, which has a higher
internal rate of return than B) is included in the ranking. Thus, adoption of A implies rejection
of F.
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The net present value of A when discounted at 10 per cent is equal to

1,000 1,200 339.3

— 200+ T ae T Ty

= 155.7,

whereas the net present value of B when discounted at 10 per cent is equal to

100 300 2,564.7

-2 = 265.7.
000+ 7+t g = 2657

Version B should therefore have been adopted instead of A. In this case the
criterion of the internal rate of return leads to the adoption of the less profitable
alternative.

It is therefore recommended that projects should be ranked by their benefit-
cost ratios, as well as by their net present values when the need arises, instead
of by their internal rates of return. This recommendation is based on the fact
that the two main defects of the internal rate of return as a criterion are parti-
cularly serious when evaluating road projects: it is often necessary to consider
alternatives of a given road project, and the streams of net benefits of such
projects often change their sign more than once.

Others

Some governments may wish to consider other aspects of projects before
making a final choice. Two important aspects that may be taken into consid-
eration are employment generation per unit of investment (L/K) and the
balance-of-payments effect expressed as the ratio of local costs to total project
costs (M/K).! These two additional aspects of projects are fairly important to
planners in developing countries because such countries are usually short of
foreign exchange and have high rates of unemployment.

Weighted ranking

Planners can rank projects simultaneously according to their social profit-
ability (net present value, benefit-cost ratio and internai rate of return) as
well as according to their L/ K and M/K ratios. An example of such a multiple
ranking is shown in table 14.

If projects A to G cannot all be implemented owing to budgetary con-
straints, project evaluators must attach a weight to each of the three ranking

1If a project yields foreign exchange revenues, the balance-of-payments effect may be
expressed as the ratio of foreign exchange revenues over foreign exchange costs. In this
manual the M/K ratio is used instead because most road projects do not produce a direct
yield in terms of foreign exchange and, that being so, then the higher the M/K ratio, the
higher the ranking of a project with regard to the balance-of-payments effect.

151




Labour-intensive road construction

Table 14. Multiple ranking of a hypothetical set of projects by benefit-cost ratio, balance-
of-payments effect and employment generation per unit of investment

Ranking factor Projects -
Designation Weighted A B C D B F G
multipli-
cator
Benefit-cost ratio 0.5 1 2 3 4 5 6 7
Balance-of-payments effect (M/K) 0.3 7 5 6 3 4 2 1
Employment generation per unit
of investment (L/K) 0.2 6 7 4 5 3 1 2
Weighted combined ranking 38 39 41 39 43 38 4.2

criteria so as to arrive at a single weighted ranking of projects. In this example,
the benefit-cost ratio (BCR) is given a weight of 0.5, the balance-of-payments
effect (M/K) a weight of 0.3 and the employment generation per unit of invest-
ment (L/K) a weight of 0.2. The weighted combined ranking of each project
is then as follows:

weighted rank = (BCR rank x 0.5) + (M/K rank x 0.3) + (L/K rank x 0.2).

On the basis of the weighted ranking, the projects in the above example
are ranked as follows: A, F, B, D, C, G, E.

The defect of weighted ranking is that the weights are subjectively deter-
mined by project evaluators, i.e. they are based on educated guesses about the
relative importance of the various aspects of the projects to be considered.
Such a procedure is therefore recommended only in cases in which differences
in the social profitability of projects as expressed by their benefit-cost ratios,
net present values or internal rates of return are small by comparison with the
differences in their M/K or L/K ratios. Another, much more accurate means of
assessing the employment and foreign exchange implications of project choice
will be described in the following chapter.

APPLICATION TO DIFFERENT KINDS OF PROJECTS
The remainder of this chapter is devoted to explaining how the general
project evaluation criteria and methods just described can be applied to the

five types of road project identified in a previous chapter.! To some readers,
the steps involved in the identification of the most appropriate combination

1 See Chapter 1, pp. 17 fI.
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of design and technology (or policy and technology in the case of maintenance)
may seem too involved, too time-consuming, and possibly of limited practica-
lity: some may object that it is extremely difficult to estimate all the various
streams of benefits and costs attached to the different types of road projects.
Yet such complications cannot be avoided if a rational choice is to be made
among different combinations. The project evaluator should therefore set up
a systematic data collection programme (relating, for example, to unit construc-
tion costs, maintenance costs and road users’ costs) in order to be able to apply
the identification procedure developed in this manual. As accurate data are
accumulated, the project evaluator will find the procedure increasingly easy to
apply; indeed, with time, it may appear too rudimentary, and some evaluators
may start developing procedures of their own that will provide them with a
more reliable basis for decision.

Maintenance

There are three types of road maintenance—emergency maintenance,
routine maintenance and major road rehabilitation. Emergency maintenance
1s needed whenever stretches of road are made unfit for traffic as a result of
floods, landslides, or other adverse conditions that result in the closing of a
road or in a considerable slow-down of traffic flows. In such cases maintenance
is needed as a matter of urgency in order to restore traffic to normal. Routine
maintenance is undertaken at regular intervals in order to restore to an accept-
able quality standard the condition of roads that undergo a certain amount of
deterioration as a result of normal use. Routine maintenance operations may be
divided into those concerning the road shoulders and those concerning the
carriageway. Costs attached to the repair of the road shoulders usually occur
at fixed intervals of time, and are mostly a function of the climatic conditions
prevailing in the area crossed by the road. On the other hand, costs attached
to the repair of the carriageway are a function both of the climatic conditions
and of the level and composition of traffic flows. Major road rehabilitation is
warranted whenever routine maintenance is not sufficient to restore the road
to an acceptable quality standard. It may consist in the resurfacing of a paved
road or the regravelling of a gravel road. It should be pointed out that in a
road rehabilitation project, unlike a road improvement project, the original
design and quality standard of the road are not altered. It should also be noted
that major road rehabilitation cannot be dissociated from routine maintenance
since the routine maintenance frequency affects the number of times major
rehabilitation is needed over the life of the road. The means of identifying the

most appropriate maintenance technology for each of these various kinds of
road maintenance will now be described.
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Emergency maintenance

Emergency maintenance is needed either to re-open a road to traffic or to
restore traffic flow to the original design speed. It may include one or both of
the following operations:

(a) clearing stretches of a road pavement of silt or boulders deposited by floods,
landslides, or other calamities; and

(b) reconstructing stretches of road that have been washed away by floods, or
on which the carriageway may have subsided for some other reason.

The range of potential technologies may be quite narrow when an important
road has been closed to traffic and must be quickly reopened. For example, a
road may constitute the only link to some settlements. If road damage is
excessive, a capital-intensive technology may have to be used in order to enable
the road to be re-opened quickly. In general, the public works department will
use the resources at hand in order to restore traffic flows, and construction
equipment is usually preferred to unskilled labour because the use of equipment
may shorten the constructicn period; but whenever the equipment cannot be
quickly transported to the site the use of a labour-intensive technology may
be preferred if unskilled labour is available locally.

Routine maintenance and major rehabilitation

Maintenance of road shoulders is usually undertaken at intervals depending
on the climate, but at least once a year. To identify the most appropriate
(i.e. least costly) technology for this purpose, there is no need to estimate the
present value of all maintenance operations over the life of the road since the
frequency of such maintenance operations is the same whatever technology is
adopted. The steps involved are—

(a) establishment of a bill of quantities (e.g. Y square metres of grass to mow,
removal of Z cubic metres of silt from drainage ditches);

(b) identification of technically possible maintenance technologies;

(c) estimation of total amount of inputs for each possible maintenance techno-
logy; and

(d) estimation of total maintenance costs with each technology.

Once the appropriate technology has been identified, it should be used over the
life of the road unless relative input prices (e.g. wages or equipment rental
rates) fluctuate over the years. When there is fluctuation of the ratio W/R
(W being the unskilled labour wage and R the equipment rental rate), the
technology identified as most appropriate for a particular year may be less
appropriate than others for subsequent years. A reassessment of maintenance
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technologies for road shoulders may therefore be warranted from time to time
in order to ensure that the technology used is always the most appropriate.

It is difficult to identify the most appropriate technology for the maintenance
of the carriageway. That technology will be the one that yields the lowest
present value (PV) of the time stream of maintenance costs and road users’
costs over the life of the road. The present value is obtained from the following
relationship:

T
(MC);+(RUC),+(RC),
(PV)= o (23)
i=1
where (MC); = maintenance costs at year i,

(RUC); = road users’ costs at year i,
(RC); = cost of road rehabilitation at year i,
T = life of the road in years, and
r = rate of interest.

If, in any particular year, no road maintenance or rehabilitation is carried
out, (MC); or (RC); for that year is equal to zero. If maintenance is carried
out more than once in any one year, (MC); for that year is the sum of the
costs of all maintenance operations undertaken during the year.

For a given road and traffic flow, the sum of the annual maintenance costs
is a function of both the maintenance technology adopted and the extent and
frequency of maintenance operations, or more formally

T
((]iwfr))l" = f (tech., F, O)
i=1
where tech. = the technology adopted,
F = the frequency of maintenance operations, and
O = theextent of each maintenance operation, or the specified output.

The value of F may be low during the first years following the building of a
road, and then gradually increase. In some cases it may be affected by the type
of technology adopted: for examp'~, the maintenance of a minimum quality
standard of the road may require a higher frequency of maintenance operations
if the technology adopted is more labour-intensive than capital-intensive.

The sum of road user costs is a function of the average level of road
deterioration between two consecutive maintenance operations, and is therefore
a function of the variables tech., F, and O, defined above:

T
(RUC), _
I+r

i=1

f (tech., F, 0).
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The same relationship also applie . to the sum of road rehabilitation costs:
T

(RC),
(1+7)

= f (tech., F, 0).
i=1
Therefore
(PV) = f{tech., F, O).

Given the above relationship, (PV) must be estimated for each combination
of the variables tech., F, and O in order to identify the socially most profitable
combination of these variables (i.e. the most profitable combination of main-
tenance technology and maintenance policy). Since the number of combinations
may be very large, a simplification that does not seriously affect the validity
of the findings may be introduced. It may be assumed that the value of the
variable O (the output of the maintenance operation) is the same for all tech-
nologies, and that this result may be achieved through an adjustment of the
value of F. For example, if the maintenance frequency is higher, the same out-
put may be obtained with a labour-intensive technology as with a capital-
intensive one. Consequently, the present value of the stream of road users’
costs over the life of the road will be the same for all maintenance technologies.

To identify the most appropriate combination of maintenance technology
and maintenance policy (i.e. that with the lowest present value) the procedure
is as follows:

(a) specification of the road life, T, i.e. the number of years that elapse
between the adoption of the maintenance policy for an existing road and
the time at which the road must be improved as a result of traffic saturation;

(b) specification of minimum road quality standards (e.g. maximum road
roughness, maximum gravel loss), to be maintained over the life of the
road;

(c) identification of the technologies that could technically ensure the desired
maintenance;

(d) specification of alternative road maintenance policies (designed to meet
alternative road quality standards), for each maintenance technology;

(e) estimation of the total inputs per maintenance operation for each combi-
nation of maintenance technology and maintenance policy;

(f) estimation of total costs per maintenance operation for each combination
of maintenance technology and maintenance policy (i.e. estimation of
maintenance costs in individual years—(MC),—for each combination);

(g) estimation of the present value of maintenance costs over the life of the

road for each combination of maintenance technology and maintenance
policy, i.e.

156



Evaluation at market prices

T

(MC),\.
z a+ny

i=1

(h) estimation of yearly road users’ costs for each road quality standard to
be maintained over the life of the road;

(i) estimation of the present value of road users’ costs over the life of the
road for each road quality standard, i.e.

T
(RUC),\.
1+r )
i=1
(j) identification of the least costly road rehabilitation technology, to be used
for all combinations of maintenance technology and maintenance policy;

(k) estimation of the present value of road rehabilitation costs over the life
of the road for each combination of maintenance technology and mainte-

nance policy, i.e.
T

2 (RC),
——1: and
(I+r)
i=1
7
(1) estimation of the present value of the sum of road maintenance costs,
road rehabilitation costs and road users’ costs over the life of the road,

for each combination of maintenance technology and maintenance policy.

Table 15 gives an example of the steps that have just been outlined. The
table gives the maintenance, rehabilitation and road users’ costs for three
combinations of maintenance technology and maintenance policy. In the
interests of simplicity it is assumed that only the policy varies from one com-
bination to the other: in other words, the example deals with the identification
of the most appropriate maintenance policy for a given maintenance tech-
nology. The road is assumed to have a 10-year life subdivided into ten equal
periods of one year each. Under the first policy there are no maintenance
operations, and the maintenance cost is therefore zero throughcut. In this
case the road must be rehabilitated every three years. Under the second policy
maintenance takes place in the second, fourth, eighth and tenth years, and the
road needs to be rehabilitated once only, viz. in the sixth year. Under the third
policy, maintenance is carried out once a year, and there is never any need for
rehabilitation. Under all three policies road users’ costs are computed on the
basis of estimated traffic flows and the estimated average level of road deterio-
ration for each year. The present value of the sum of maintenance costs, road
rehabilitation costs and road users’ costs is the total in the bottom row of the
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Table 15. Calculation of present values with a view to identifying the miost appropriate
maintenance policy for a given maintenance technology

Years First policy Second policy Third policy
Mainten- Reha- Road Mainten- Reha- Road Mainten- Reha- Road
ance bilita- users’ ance bilita- users’ ance bilita- users’
costs tion costs costs tion costs costs tion costs
(MCy costs (RUCH (MC) costs (RUCH (MO costs (RUCH
(RC)i (RCh (RCy
1st 0 0 1000 0 0 800 1500 0 600
2nd 0 0 1000 3000 0 800 1500 0 600
3rd 0 10000 1000 0 0 800 1500 0 600
4th 0 0 1200 4000 0 1000 2000 0 700
5th 0 0 1200 0 0 1000 2000 0 700
6th 0 12000 1400 0 8000 1000 2000 0 800
7th 0 0 1400 0 0 1200 2500 0 800
8th 0 0 1500 5000 0 1200 2500 0 1 000
9th 0 14000 1500 0 0 1300 2500 0 1 000
10th 0 0 1500 6000 0 1300 3000 0 1200
Whole 0 36000 12700 18000 8000 10400 21000 0 8 000
decade s v v -
(present 48 700 36 400 29 000
value)

table for each of the three maintenance policies. In this particular example
the third policy yields the lowest present value. Similar tables could be con-
structed for all the possible maintenance technologies under consideration in
order to identifv the most appropriate combination of maintenance technology
and maintenance policy.

The procedure just described calls for accurate information on traffic flows
and reliable road deterioration relationships. If such data are not available,
it will not be possible to identify the most appropriate combination, and the
public works department may decide to adopt a certain maintenance policy
on the basis of past experience, or availability of labour and equipment.
Different maintenance technologies may then be evaluated with respect to the
policy adopted, and the most appropriate maintenance technology identified.
In this case, however, there is no certainty that the combination adopted will
be the optimal one.?

1Tt should be pointed out that in any event the procedure for choice of maintenance
technology and maintenance policy presented in this section is not the most rigorous one
possible. A more comprehensive treatment of the subject would, however, be outside the
scope of this manual. Readers who wish to acquire a better grasp of the subject may refer
in particular to P. W. Abelson and A.D.J. Flowerdew: “Economic evaluation of road
maintenance”, in Journal of Transport Economics, May 1975.
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Table 16. Present value of road costs according to whether a road is improved or not
(in notional monetary units)

Nature of road Year of road’s life

1Ist 2nd 3rd 4th 5th 6th 7th 8th 9th 10th
Non-improved 50 60 70 80 90 100 110 120 130 140
Improved 200 30 35 40 45 55 65 75 85 100

Road improvement

Timing

In the absence of budgetary constraints, road improvement projects are
Justified whenever it can be shown that the total costs (i.e. the sum of improve-
ment costs, road maintenance ccsts, road users’ costs) of an improved road
are lower than would be the total costs of the same road without improvement
(i.e. allowing as well for the benefits that may have to be forgone owing to the
frequent closing of the road). Since the costs and forgone benefits are spread
over a number of years, one must first determine when a road improvement
project should be undertaken. The following example will clarify the idea of
project timing. Let it be assumed that the remaining life of an existing road is
ten years. (In this very simplified example it is assumed that the existing road
will be closed and a new road built in its stead at the end of the tenth year.)
Let it also be assumed that the discounted (i.e. present) value of the yearly
costs is as indicated in table 16 according to whether the road is improved or not.
Since a substantial sum is disbursed for improvement costs, improvement of
the road results in a higher cost (200) in the first year than if the road were not
improved. Road improvement is nevertheless worth undertaking in that year
since the present value of the stream of costs for the improved road (730) is
lower than that for the non-improved road (950). it may, however, be more
profitable to postpone road improvement for one or more years. In order to
make an optimal choice of the year in which the road should be improved,
the present value of the stream of costs if the roa~ is not improved must be
compared with the present value of the stream of costs that would result if
the road were improved at various dates. Such a comparison is summarised
in table 17. The table gives the present value of the stream of costs which
apply if road improvement is undertaken in any of ten particular years. The
computations are based on the costs reported in table 16. For example, if the
improvement is made in the first year—

(PV); =200 + 30 -+ 35 + 40 + 45 + 55 + 65 + 75 + 85 + 100 = 730,
(PV)y =50 + 60 + 70 + 80 + 90 + 100 + 110 + 120 + 130 4 140 = 950.
Then (PV)y — (PV); = 950 — 730 = 220.
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Table 17. Optimal timing of a road impravement project

Year Present value of costs Difference
APV

If road is If road is

improved not improved

(PV)1 (PV)Nn
1st 730 950 220
2nd 680 950 270
3rd 655 950 295
4th 650 950 300
5th 665 950 285
6th 700 950 250
7th 755 950 195
8th 825 950 125
9th 910 950 40
10th 1010 950 —60

If the improvement takes place in the fifth year—
(PV); = 50 + 60 + 70 4 80 + 200 + 30 + 35 + 40 + 45 4+ 55 = 665.

In this second case, the present values of the costs for the first four years are
those applying to the non-improved road, while the values for the fifth to the
tenth year are those applying to the improved road. Thus

(PV)y — (PV); = 950 — 665 = 285.

It can be seen from table 17 that the optimal year for road improvement is
the fourth, since in that year the difference between (PV)y and (PV); is the
highest. It can also be seen that road improvement will not be profitable if
undertaken in the tenth year since in that case (PV)y is lower than (PV),, the
difference between the two present values being equal to 60.

The formula for identifying the optimal starting date of a road improvement
project is obtained as follows. The first step in the identification process is to
estimate the life of the improved road, 7, years, partly by analysing the growth
of traffic flows. Other relevant factors are defined as follows:

(RUC);,; = annual road users’ costs that apply to the improved road in
year i (road users’ costs should include vehicle operation costs
and vehicle occupant’s opportunity cost);

(MC); ; = annual maintenance costs that apply to the improved road in
year i;

(RC);,; = road rehabilitation costs that apply to the improved road in
year i;

G = road improvement costs;
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(RUC)y, ; = annual road users’ costs that apply to the non-improved road

in year Z;

(MC)y,; = annual maintenance costs that apply to the non-improved
road in year i;

(RC)y,; = road rehabilitation costs that apply to the non-improved road
in year i; and

(FB)y,; = road benefits forgone as a result of the closing of the non-

improved road to traffic in year i (it being assumed that the
improved road will remain open all year round and that there
will be no losses of road benefits).

The next step is to estimate [(PV)y — (PV),;] for different road improvement
dates. The differences between present values without or with improvement—
APV, or (PV)y minus (PV),—are as follows:

T,

MCQC)y ;
(4PV)=[(PV)y—(PV)} = Z M.

i=1

+(RC)y,; +H(RUC)y, ;+(FB)y ;
(1+ry

Ts—1

_Z (MC)N,i+(RC)N,i+(RUC)N.i+(FB)N.i
i=1

(1+7)

T
_ Z (MC),,i+(RC); ;+{RUC), ;
(i+7)

i=Tg

—C; (24)

where (PV)y = costs attached to the non-improved road, and
(PV); = costs attached to the road if improved.

The first summation term in equation (24) represents (PV)y, the costs that
would accrue if the road were not improved. The second summation term
represents the costs that accrue from the current year {y2ar 1) to the year
preceding that of road improvement (year (7, — 1)). These costs are therefore
equal to the costs attached to the non-improved road from year 1 to year
(T, — 1). The third summation term represents the costs that would accrue
if the road were improved at year 7;. The sum of the last two terms and C;
is equal to (PV);. With this equation it is possible to identify the optimal road
improvement date by assigning different values to 7, (T, = 1,2, 3 ... T;) and
calculating the corresponding APVs, the highest of which denotes the optimal
road improvement date.
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Evaluation criteria

Unless there are budgetary constraints, a road improvement project should
be adopted whenever it would reduce the net present value of the stream of
costs (i.e. whenever APV is positive).! If there are such constraints, the profit-
ability of the road improvement project must be compared to that of other
projects under consideration within the public works department, or within
other agencies of government according to the kind of constraint. In the case
of road improvement the criteria developed earlier fnr the evaluation of projects
will take the following specific forms:

1. Net present value. Road improvement projects must be ranked along
with other projects according to the present value of the stream of their net
benefits, 4 PV, obtained from

APV = (PV)y — (PV);
where present value is defined as in the preceding section on the timing of

these projects. It shculd be noted that APV is estimated on the basis of an
optimal improvement date.

2. Benefit-cost ratio. It can be shown from the foregoing section on timing
that the present value of road improvement benefits 2 is equal to

Tr
_ (MC)y,;+(RC)y, i +(RUC)y i+ (FB)y ;
PVi= > T 29)
i=1
The present value of road improvement costs is equal to
Ts—1
_ (MC)y,i +(RC)y ;+(RUC)y ; +(FB)y ;
(PV)c = , ; ' '
(1+r)y
i=1
Ty
v (MC);,i+(RC);,;+(RUC),
(1+r)
i= 1,
+C,; (26)

Therefore the benefit-cost ratio can be expressed as

(PV)g—(PV)c
PV)e

1 The APV to be taken into consideration is one based on the optimal starting date for
the project.

? Road improvement benefiis are, in this case, forgone costs.
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3. Internal rate of return. If projects are to be ranked according to their
internal rate of returi, an unknown, p, is substituted for the discount rate, r,
in the foregoing formulation of the benefit-cost ratio. The value of p is then
calculated bv solving the equation

(PV)p = (P Ve

Range of designs and technologies

The estimation of the social profitability of a road improvement project,
as well as the determination of its optimal starting date, should be based on
the most appropriate (i.e. profitable) combination of design and technology
for the project. The first step towards identifying that combination is to
identify, for a given road, all the improvement designs that could be imple-
mented. The range of potential designs will obviously be limited by a number
of factors, including the current state of the road, topography and climate,
and current and future traffic flows. A potential improvement design may
differ from the original road design in a number of respects, including road
carriageway and shoulder widths, horizontal and vertical alignments, subgrade
strength and type of paving. For the present purpose a road improvement
project does not include a major rerouting of the road: if a major rerouting is
to take place, the road project should be regarded as relating to the construction
of an entirely new road.

Potential construction technologies should next be identified for each
possible road design in the light in particular of the time at which the improve-
ment must be carried out. The road improvement costs for each potential
combination of design and technelogy should then be estimated. It is assumed
that the construction technology used for the road improvement project does
not affect road users’ costs, road maintenance costs and road rehabilitation
costs. In other words, all potential construction technologies must satisfy
required road quality standards. Maintenance costs, road rehabilitation costs,
and road users’ costs are therefore assumed to be a function of the road
design only. The most profitable (i.e. least costly) maintenance policy for each
possible road design must also be identified. This step yields an estimate of
maintenance costs, road rehabilitation costs and road users’ costs.

Socially, thie most appropriate combination of design and technology is
one that reduces to a minimum the present value of the sum of road improve-
ment costs, road maintenance costs, road rehabilitation costs and road users’
costs. It should be noted that the identification procedure just outlined rests
on the assumption that road benefits are not affected by the design adopted,
and therefore need not be taken into consideration when evaluating different
versions of road improvement projects. This assumption should, however, be
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dropped in cases in which it is expected that the road design adopted will have
a significant effect on road benefits.

New roads forming part of sectoral projects

As already stated, new road projects forming part of sectoral investment
projects (e.g. agricultural projects and mining projects) need not be ranked
and evaluated along with other road projects, since their adoption results from
the adoption of the larger projects of which they are part. Similarly, the timing
of the construction of a road that is part of a sectoral project is closely linked
to the timing of the sectoral project as a whole. The most appropriate combi-
nation of design and technology for a project of this type reduces to a minimum
the present value of the sum of construction costs, maintenance costs, reha-
bilitation costs and road users’ costs, (P¥)., which is obtained from the follow-
ing equation:

T
(PV) = C‘+Z (MC),+(RC),+(RUC),

(1+r) (27)

i=1
where T = life of the new road project in years, and
C; = new road construction costs,

(MC);, (RC);, (RUC), and r being defined as above.

The life, T, of the new road is the same as the life of the new public investment
project of which it is a part.

It should be noted that road benefits need not be included in the evaluation
of different combinations of design and technology since they are the same
for all. The identification of the most appropriate combination is therefore
more a matter of reducing cost than an exercise in social cost-benefit analysis.

The steps involved in the identification of the most appropriate combination
are the same as those applying to road improvement projects, namely—
(a) identification of possible designs;

(b) identification of possible construction technologies for each design;

(c) estimation of road construction costs for each possible combination of
design and technology; and

(d) identification of the most profitable maintenance policy for each design.

New roads to shorten travelling distances

When the main aim in building a new road is to shorten travelling distances
the project has the following effects, which should be taken into account for
the purposes of evaluation:
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(a) lower road users’ costs;

(b) lower maintenance costs of existing roads from which traffic is diverted
towards the new road; and

(c) generation of benefits in the areas crossed by the new road.

If it has been decided to build a road which will shorten the travelling
distance between two population centres, it can be assumed that part of the
traffic flowing on existing roads will be diverted to the new road. The present
value of net benefits to be derived from the new road is equal to

(NPV)=X1—X2—X3—X4+X5

where X; = sum of maintenance costs, road rehabilitation costs and road
users’ costs, which would apply to the existing roads if the new

road is not built;
X, = sum of maintenance costs, road rehabilitation costs, and road
users’ costs which apply to existing roads if the new road is built;

X; = the construction costs of the new road;

&
I

the sum of maintenance costs, road rehabilitation costs, and
road users’ costs which apply to the new road; and

X5 = benefits derived from the new road.

Costs and benefits are then:

X, — X,, the present value of forgone costs (i.e. benefits) resulting from the
building of the new road,
X3 + X,, the present value of the new road costs, and
X5, the present value of benefits derived from the new road.

The following further terms occur in the equation for the present value of
net benefits for a new road:

(MC)y,; = maintenance costs of new road at year i,

(RC)y,; = rehabilitation costs of new road at year i,

(RUC)y ; = road users’ costs which apply to the new road at year i,

Cy, i = construction costs of new road at year i,

B; = benefits dzrived from the new road at year i,

(MC)g,; = road maintenance costs at year i for existing roads, if the new
road is not built,

(RC)g,; = road rehabilitation costs at year i for existing roads if the new
road is not built,

(RUC)g,; = road users’ cost at year i for existing roads if the new road is not
built,
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(MC)g,; = road maintenance costs at year i for existing roads if the new road
is built,
(RC);;J = road rehabilitation costs at year i for existing roads if the new

road is built,
(RUC);“ = road users’ costs at year i for existing roads if the new road

is built,
T = life of the new road in years,
T, = starting year for the construction of the new road, the current

year being counted as year 1, and
t = duration of the construction period, in years.

The net present value of the new road project is then as follows:

Ts+t+T

(NPV) = Z (MC)E,i+(RC)E,i.+(RUC)E,i
(1+r)
i=1
To+1
_ Z (MC)g,;+(RC)g,; +(RUC)g, ;
1+
i=1
T+t+T
_ (MC)g,;+(RC)g, i +(RUC)g,;
(1+r)
i=Toti+1
Ts+t
_ Ch
(1+r)
i=Ts

T (MC)y, i+ (RC)y, i+ (RUC)y ;

(1+r)
i=Tsg+t+1
Ts+t+T
+ 5
(1+r) (28)
i=Tg+t+1

The equation can be used to identify T, the year in which the construction
of the new road should start, by calculating the T that will yield the maximum
value for (NPV). (NPV) shnuld therefore be calculated for consecutive values
of T, starting with 7, = 0. The calculations may be stopped once the value
of (NPV') decreases when T is increased by one year.
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New road projects may be ranked according to their net present value, as
defined in equation (28). Alternatively, they may be ranked according to the
value of their benefit-cost ratios, as follows. The present value of road benefits,
(PV)g, is equal to (X; — X, + X;). The present value of road costs, (PV),
is equal to (X3 + X,). Therefore the benefit-cost ratio of the new road
project is equal to

X, —X,+Xs—-X,—X,
X;+X, '

It may be safely assumed that neither the benefits derived from roads built
mainl to shorten travelling distances, nor the effects of such roads on the
existing road network, are affected by the particular combination of design
and technology that is adopted. That combination affects only road construction
costs, road maintenance costs, road rehabilitation costs and road users’ costs.
The steps required for the identification of the most appropriate combination
are therefore the same as those applied to new roads that are part of sectoral
projects, namely—

(a) identification of all possible road designs;

(b) identification of the various construction technologies available for each
‘possible road design;

(c) estimation of the costs of each combination of design and technology: and

(d) identification of the most appropriate maintenance policy for each possible
design, and estimation of the costs (i.e. maintenance costs, road rehabilita-
tion costs and road users’ costs) that apply to the most appropriate mainte-
nance policy for each design.

The costs attached to the most appropriate combination of design and tech-
nology are used when estimating the project profitability for ranking purposes.
These costs should also be used for the purpose of establishing the appropriate
timing of the project.

Developmental roads

The main purpose of developmental roads is to increase the density of the
road network in regions where development is hampered by lack of communi-
cation facilities. Such roads may therefore be regarded as part of integrated
regional development plans. It is unusual for a developmental road to be ranked
along with other public investment projects before a decision is taken to build
it, since the decision is usually taken at the time when an over-all regional
investment plan is worked out. On the other hand, the timing of the construc-
tion of a developmental road is a function of budgetary constraints and of the
relative profitability of the other public investment projects that are part of
the regional plan. Decisions concerning project timing are not the responsibility
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of the project evaluator in the public works department and should be left
to the staff in charge of implementing the regional plan.

However, the road project evaluator and the regional development planner
do both have an interest in the routing and other aspects of the design of a
developmental road, which should ideally be chosen so as to achieve the
maximum difference between the costs and benefits derived from the road.
Road routing may affect the value of benefits to be derived from the road, and
certainly affects construction costs, maintenance costs and road users’ costs.
On the other hand, for a given road route, road design affects only the above-
mentioned costs, provided that the design adopted does not restrict future
traffic flows. The road project evaluator and the regional development planner
should therefore work closely together in order to identify ranges of possible
road routings and designs. The road project evalyator may then identify the
most appropriate road routing and combination of design and technology.

It is not always possible, however, to apply this procedure. As suggested in
Chapter 1, it is extremely difficult, if not impossible, to obtain an accurate
estimate of the benefits to be derived from a developmental road. It is even
more difficult to estimate such benefits for different road routings, and so they
are often determined on the basis of general expectations concerning their effect
on social and economic progress in the area. The range of possible road
routings identified on the basis of such considerations is generally narrow.

The project evaluator may then identify different combinations of design
and technology for each road routing, and cost each of the combinations
(i.e. estimate the sum of road construction costs, road maintenance costs,
road rehabilitation costs, and road users’ costs). The least costly combination
of design and technology is identified for each road routing. The planner may
then adopt one of the routings on the basis of cost information provided by
the road project evaluator, and on the basis of his subjective evaluation of
benefits attached to each. In short, if the road benefits are not quantifiable, the
most appropriate combination of design and technology for developm:ntal
roads can be identified as follows:

(a) identification of the range of possible road routings on the basis of socio-
economic expectations, some of which are not quantifiable;

(b) identification of the different possible combinations of design and techno-
logy for each routing;

(c) estimation of road construction costs for each combination of design and
technology;

(d) identification of the most appropriate road maintenance policy for each

road design; estimation of costs attached to the most appropriate mainte-
nance policy;
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(e) identification of the most appropriate combination of design and technology
for each road routing on the basis of information gathered at stages (a) to
(d);

(f) evaluation of each possible routing on the basis of information gathered
under steps (a) and (e), and identificaiion of the most profitable alternative.

BREA¥-EVEN ANALYSIS

Project evaluators may not always be able to obtain accurate estimates on
a numbci of variables included in the evaluation of different combinations of
design and technology. The main variables for which it may not be possible
to obtain accurate estimates are unskilled labour productivity, Z, the wages of
unskilled labour, w, and equipment rental rates, R.1

In some cases estimation errors in these variables may be considerable and
can lead to the adoption of an inappropriate combination of design and
technology. It is therefore important for project evaluators to regard such
variables as unknowns and to undertake a break-even analysis in order to
identify the combination that should be adopted. The following example will
show how to perform such an analysis. Let it be supposed that the exact
values of Z, w, and R are not known but that project evaluators can provide an
accurate range of values for each of the above variables, such that—

VAR VALY 4
Wiy S WK W,
R, < RKR,
Let it now be supposed that a labour-intensive technology is being compared

with a capital-intensive one for a given road activity, and that the cost of the
activity is obtained from the following respective relationships:

CC=M+Ac.Z.w+Ec-R
CL=M+AL.Z.W+EL.R

where C¢ = costs attached to the capital-intensive technology;

C,, = costs attached to the labour-intensive technology;

M = cost of materials;

E¢ = equipment inputs, in hours, for the capital-intensive technology;
E, = equipment inputs, in hours, for the labour-intensive technology;

Ac = part of activity output obtained through the use of manual labour
when the capital-intensive technology is used (e.g. cubic metres of
earth excavated);

! Estimates of equipment rental rates are very sensitive to the value assigned to eqqipmgnt
utilisation rates (see Chapter 5). Estimation errors on R are mainly the result of estimation
errors in equipment utilisation rates.
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A, = part of activity output obtained through the use of manual labour
when the labour-intensive technology is used;

Z = labour productivity in man-hours per unit of output (e.g. man-
hours per cubic metre of rock excavated); the greater the value
of Z, the lower the productivity of labour;

w = wage rate “or unskilled labour; and

R = equipment rental rate.

Break-even analysis may now be used in order to determine minimum and
maximuim values for the variables Z, w, and R that will equate C; to C;.

These minimum and maximum values may be obtained in the way described in
the following sections.

Unskilled labour productivity
Equating C, to C gives

M+Ac.Z.W+Ec.R = M+AL-Z.W+EL.R
or,
Z (Ac.W—AL.W) = R (EL_EC)'

Then

Z=R

E,—E; R E —E
Ac.W_AL.W B w AC—AL.
The maximum value of Z that equates C. to C. is obtained by achieving

. . R . . .
the maximum value for the ratio —, that is, by using a maximum value for R
w

(i.e. R = R,) and a minimum value for w (i.e. w = wy):
R, E.—Ec

wy Ac—AL
Similarly, the minimum value of Z will be equal to
_Ry E,—E Ec

min

Wz AC_AL

Zmax

V4

Z ., and Z_,  are, respectively, the maximum and minimum break-even
unskilled labour preductivities (i.e. labour productivity that will equate C,
to Cr), Z,;, applying to the assumed pair of values (Ry, w,) and Z_,, applying
to the assumed pair of values (R,, wy). Let us now suppose that it has been
decided to use a labour-intensive technology whenever

C, < Cc
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In this case we must have
or
VA 1 < Zma.x

depending on which pair of values, (R,, w,) or (R,, w,), is assumed when
calculating Z.

Wages of unskilled labour

Using the same procedure as in relation to unskilled labour productivity,
the following relationships can be obtained:
W _ R2 . EL_EC
max — Z1 AC_ AL

and W =P;1__ E —E;
min 22 AC_AL'
A labour-intensive technology should then be used whenever—
Vi/l s wmin

or

Wy S wmax.

depending on which pair of values, (R, Z,) or (R,, Z,), is assumed when
calculating w.

Equipment rentai rates

If C; and Cy are equated,
Z(Ac. w — AL. W) = .R (EL - Ec).

Then R =Zw AC_AL.
E,—E¢
A—A
R — Z C L
Then max 2Wy EL_EC
A-—A
and Roin = Z W, Ei—Ez
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A labour-iutensive technology should be adopted whenever it can be shown
shown that

Rl = Rmm or R2 2 Rmax
depending on which pair of values, (Z,, w,) or (Z,, w,), is assumed when
calculating R.!

11t should be realised, however, that there is no need to calculate a break-even value for
all variables that cannot be accurately estimated. Because Z, w and R are all inter-related,
it is sufficient to calculate break-even values for a single variable and to make a choice among
different combinations of design and technology on the basis of these values.
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EVALUATION OF ALTERNATIVE
TECHNOLOGIES AT SHADOW PRICES

Most of the projects dealt with every day in various government agencies
are still evaluated on the basis of a purely financial analysis and market prices.
In some cases the project evaluator is not aware of the approach to project
evaluation used in social cost-benefit analysis, and does not realise that public
projects—and, indeed, private investment projects as well—should be judged
in terms of their effect on the economy as a whole in the light of national goals
and social objectives. In other cases the evaluator mistrusts the social cost-
benefit approach and prefers the usual financial analysis. In any event there is
little doubt that at present the use of shadow prices for project evaluation is
an alien and little-used procedure. It is hoped that the present manual will make
that procedure a little more familiar, and that project evaluators will begin
to apply it in project evaluation. In fact there are already signs that social cost-
benefit analysis will ultimately become the foundation of all such operations:
just as the concept of externalities was little used in the past but is now very
familiar and often used in this context, the application of social cost-benefit
analysis should become widespread, particularly in developing countries where
it is most needed.

The estimation of shadow prices and of the social rate of discount is a fairly
complex matter. The arguments on the subject are not yet fully settled, and
project evaluators may therefore be puzzled by the number of alternative
formulations found in works dealing with the subject. Furthermore, the data
needed for the < timation of shadow prices are often not available. This being
so, when shadow prices are being estimated a number of assumptions often have
to be made regarding the value of some of the coefficients included in the
formulation; a certain amount of guesswork is often necessary, and needless to
say, the validity of the assumptions is often unproven. Thus estimated shadow
prices may not be entirely accurate expressions of the true social value of inputs
and outputs; but they do constitute a better measure of that value than is
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provided by market prices. They represent, in other words, the best available
measure of the value of a project’s inputs and outputs.

At present there are two main approaches to the formulation of shadow
prices, namely those of the United Nations Industrial Development Organi-
sation (UNIDO) ! and of the Organisation for Economic Co-operation and
Development (OECD).2 A great deal has been said about these two approaches,
and points are still made for and against each of them.? In the present manual
the UNIDO approach to project evaluation is used, because it is better suited
to the problem at hand (i.e. choice among alternative versions of road projects):
for the particular case of road construction, the UNIDO approach seems more
flexible and more manageable—in terms of the data needed in order to estimate
shadow prices—than the OECD approach. The latter part of this chapter will
provide a brief account of the evaluation methodology included in the UNIDO
guidelines, with a view to showing project evaluators how the main cost and
benefit items of road projects should be adjusted in order to compensate for the
distortions resulting from the use of market prices. It will be assumed that
the adjustment coefficients are provided to project evaluators by the national
planning agency, or in other words that project evaluators need know only how
to use such coefficients in project evaluation; since the present chapter was
written on those assumptions, it does not include enough information to enable
project evaluators themselves to estimate the coefficients that are needed.

Adjustment coefficients would usually have to be estimated by a team of
trained economists working closely with public planners. Furthermore, the
decision to adopt shadow prices rather than market prices in project evaluation
is one to be taken by the highest authorities in the country, inasmuch as it is
partly a political decision. The consequence of such a decision is that all public
investment projects are evaluated on the basis of shadow prices. Indeed, it
does not make sense to let the evaluators of individual projects make their own
estimates of the adjustment coefficients needed to arrive at shadow prices:
this would constitute unnecessary duplication of estimation work and could
lead to uneven evaluation of public investment projects since different evaluators
might arrive at different estimates for the same coefficients.

When a public works department wishes, independently of other govern-

! United Nations Industrial Development Organization: Guidelines for project evaluation,
by Partha Dasgupta, Stephen Marglin and Amartya Sen, Project Formulation and Evaluation
Series, No. 2 (New York, United Nations, 1972; sales no. E.72.11.B.11), subsequently cited
as “UNIDO guidelines”.

:1. M, D. Little and J. A. Mirrlees: Project appraisal and planning for developing countries
(London, Heinemann Educational Books, 1974).

3 For a good summary of the criticisms, see the February 1972 issue of the Bulletin of
the Oxford University Institute of Economics and Statistics, which contains nine papers on
the OECD and UNIDO approaches.
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ment agencies, to use shadow prices in project evaluation, project evaluators in
the department should refer to the UNIDO guidelines for information on the
way to estimate the adjustment coefficients that are required; unless they are
themselves economists with experience in this field, they may need to call on
specially trained economists for assistance. The present chapter provides general
formulations of shadow prices based on a number of assumptions which must
be analysed before adoption. If they are found to be invalid, the shadow price
formulations given in this manual must be modified, although the over-all
approach to shadow pricing that is followed in the manual may none the less
guide the project evaluator in his attempts to develop a more appropriate
formulation. If the assumptions used in the manual are found to be valid, the
project evaluator may use the shadow price formulations it provides.

Ideally, as already indicated, the evaluaicr should be provided with all
adjustment coefficients and value parameters by the national planning agency.
In some cases, however, the agency may be unable to estimate the coefficients
because it lacks data, or it may be unsure about the values to be assigned
to certain parameters. In such cases another approach may be adopted. Under
this second approach the project evaluator regards adjustment coefficients and
value parameters as unknowns. He then undertakes a break-even analysis and
obtains break-even values (also called ““switching” values) for these items.! The
break-even values of coefficients or parameters are communicated to the public
planner, and a decision may then be taken on which project alternative to
adopt on the basis of informed guesses regarding the probable ranges of these
coefficients or parameters. This procedure is defined in the UNIDO guidelines
as a “bottom-up’’ procedure as opposed to the “top-down” procedure whereby
the flow of information is provided to the project evaluator by the government
decision makers. The guidelines describe the ‘“‘bottom-up” procedure as
follows 2:

The Ceni . : | iining Organisation (CPO) indicates to formulators and evaluators
the objectiv i vant to the project at hand. The formulators and evaluators indicate
to the CPO ..c sensitivity of project design to the weights on objectives and the
social rate of discount, and the CPO presents variants that are optimal in different
ranges of parameter values to policy makers for explicit choice. Policy makers then
choose one from among a set of alternatives. The CPO must make policy makers
aware of the critical role of national parameters by spelling out the implication for
parameter magnitudes of choosing one variant over another.

Gradually, as the awareness, interest and understanding of policy makers grow,
it may be possible to move from the bottom-up methodology to a top-down method-

ology in which policy makers weight and determine the shadow prices in advance of
project formulation and evaluation.

! Break-even values equate the profitability of alternative versions of the same project.
See p. 169,

* UNIDO guidelines, op. cit., p. 153.
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SOCIAL VALUATION OF INPUTS AND OUTPUTS

Two criteria of project profitability were recommended in Chapter 7—the
net (discounted) present value and the benefit-cost ratio. Both require the
estimation of the present values of project costs and benefits, which may be
obtained from the following two relationships:

C, C, C

O
=+ 2= L
1+r (1+r)2+ +(1+r)" Z (1+7r)

n

present values of costs =

B
present value of benefits = —

ta +r)2 +- (1+r)" ne +r)'

where r = market rate of interest or discount rate,
C, = costs at year ¢,
B, = benefits at year ¢, and
n = life of the project, in years.

The two criteria were applied to various types of road project, and it was
suggested that, as a first approximation, market prices should be used in the
estimation of project costs and benefits. It was also suggested that in order to
calculate the present value of the streams of costs either the market rate of
interest or the rate of interest applying specifically to an individual road project
should be used. It will now be shown that in most cases these market prices
and market rates are not appropriate if what the project evaluator wishes to
estimate is the true social profitability of different versions of road projects.
Market prices may also need to be adjusted in order to help attain income
distribution objectives.

Inappropriateness of market wages and prices

It was shown in Chapter 7 that the main items to be taken into consideration
when comparing alternatives of a road project are construction costs, mainte-
nance costs and road users’ costs, and that benefits rarely need to be included in
such a comparison. These costs can be conveniently disaggregated as follows:

(a) unskilled labour costs (local labour);
(b) skilled labour costs (local labour);
(c) costs of local materials;

(d) land costs; and

(e) foreign exchange costs (foreign labour and imported equipment and
materials).
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In order to estimate the latter five costs, project evaluators may as a first
approximation use market wage rates, market prices, and the official foreign
exchange rate. Estimations made on this basis may, however, lead to the
adoption of inappropriate versions of projects since the prices on which these
costs are based are in general distorted and fail to reflect the true social value,
or relative scarcity, of inputs used in the projects; in other words market
prices cannot be relied upon to allocate material resources among investment
projects in such a way as to maximise social welfare. Price distortions produce
a misallocation of scarce resources such as capital and foreign exchange:
they tend to favour the unwarranted adoption of capital-intensive technologies,
they are often responsible for the wastage of scarce foreign exchange, and last
but not least they generate unemployment.

Public project evaluators may therefore need to use adjusted market prices,
generally referred to as “shadow’ or “accounting” prices. The following two
examples illustrate the need to use shadow prices instead of market prices in
public project evaluation. Let it be supposed first that unemployed workers in
a given country receive daily unemployment benefits amounting to the current
daily unskilled labour wage. The government may contemplate using some of
the unemployed workers on productive investment projects, such as the
building of rural roads or the planting of trees. To the question how should
the government value labour when evaluating the above projects, the answer
is that labour cosis should be valued at zero since the government is committed
to pay unemployment benefits amounting to the current daily wage whether
unemployed workers are hired on the proposed projects or not. If labour
costs were valued at the current market wage the government would be double-
counting costs. While it makes sense in this case, therefore, for public project
evaluators to use a shadow wage of zero, it also makes sense for a private
entrepreneur to use the current market wage. A private entrepreneur must
pay the hired labour out of his pocket since the government will stop paying
unemployment benefits once the workers find a job. Thus, unless the govern-
ment decides to reimburse him for such payments, he cannot value labour at a
shadow wage of zero.

The second example is one in which the government decides to hire cur-
rently self-employed workers for a road project. Let it be supposed that these
workers will be paid the current market wage of US $2 a day. Let it also be
supposed that each of the above workers, before being hired on the road pro-
ject, used to pick wild berries which he sold at the end of the day on the market
place for US $1.50.! In this case, the public project evaluator will value daily

11t is assumed, in this example, that the obtention of wild berries calls for no capital
investment and no labour other than that used to pick them.
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labour wages at US $1.50, since by hiring the workers for the road project
society must give up only US $1.50 of output. Yet, the private entrepreneur
must, again, value labour at the current daily market wage of US $2. As
shown in these examples, shadow wages of unskilled labour constitute a better
measure of the true social value of labour than do market wages.

Distortions between the market and shadow wages of unskilled labour
occur for various reasons. First, market wages tend to be distorted upward
by a number of so-called “institutional” factors. For example, statutory
minimum wage rates raise market wage rates above the levels corresponding
to labour productivity, so that the prevailing wage is usually higher than the
opportunity cost of labour. Secondly, the wages of unskilled labour may be
kept below the opportunity cost of labour by custom or a lack of labour
mobility. In general, custom or government policy are responsible for the
discrepancy between market wages and the social value of unskilled labour as
expressed by the shadow wage. Evidence of such a discrepancy is provided
by the massive unemployment or underemployment that are characteristic of
many developing countries. This observation does not imply that labour should
necessarily be paid a wage equal to its opportunity cost, but that projects
should be evaluated as if labour were paid at that rate, since for the nation as
a whole the correct measuring rod is opportunity cost.

The wages of skilled labour may also be distorted, being either higher or
lower than tiey would be in the absence of distortions. Skilled workers may
not be able to bargain for higher wages with their employers if they are not
organised in trade unions or if employers enjoy a monopsony power in the
skilled labour market (i.e. if employers can dictate the wage level as a result
of being the sole employers in a particular field or area). Conversely, trade
unions may be strong enough to obtain for their members wages that are
higher than labour opportunity cost.

Another very common distortion in developing countries is that of foreign
exchange rates. In such countries the national balance of payments is almost
always a problem, and in most of these countries there is a so-called “foreign-
exchange gap”. When exports grow at a lower rate than imports, governments
sometimes devalue the national currency, or more frequently take a variety
of other steps such as the imposition of tariffs and quotas on imports and the
granting of subsidies and tax exemptions for exports. When suchk measures
interfere with free trade, there is a divergence between the official exchange rate
and the exchange rate that would have obtained under free trade, and the
official exchange rate does not adequately reflect the gains and losses to the
economy from obtaining or giving up an additional unit of foreign exchange.
In general, it can be shown that the local currency is overvalued. Distortions
of the foreign exchange rate may be found in industrialised countries as well.
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However, since the economies of these countries tend to be less dependent on
foreign trade than do those of developing countries, and since the level of
tariff duties is usually not as high in industrialised countries as in developing
countries, distortions of the foreign exchange rate are usually much more severe
in the latter countries than in the former. It is outside the scope of this manual
to review and discuss the various arguments for or against the maintenance
of official exchange rates, but it should be noted that such rates tend to en-
courage the choice of technologies that require a high proportion of imported
resources and a low proportion of domestic resources: in the case of road con-
struction, low rates of exchange favour the use of capital-intensive construction
technologies since they favour the import and use of construction equipment.

The market prices of local materials may also be distorted for a number of
reasons. First, the production of such materials requires the use of labour and
foreign exchange. Distortions in the prices of these two inputs will be reflected
in the prices of the materials produced: if the proportion of unskilled labour
costs in total costs is high the market prices of materials may be higher than
their shadow prices, whereas if it is the proportion of foreign exchange costs
in total costs that is high the market price of materials may be lower than their
shadow price. Secondly, there may be a monopoly in the supply of materials
and the producer may fix market prices at will, usually higher than they would
be in a free market. Thirdly, the government may subsidise investors by allow-
ing them to obtain loans at low interest rates; production costs are reduced as
a resulit of such a policy, and the prices of materials may thus be lower than
they would be if interest rates had not been artificially lowered.

The price of land may also be higher or lower than its true social value
(i.e. its shadow price), depending on the circumstances in which the government
acquires land for the purpose of building a new road. The shadow price of
land should be equal to its opportunity cost expressed as the present value
of the net benefits that can be obtained from the land in its next best possible
use (e.g. the production of some crop). However, the rules governing the acquisi-
tion of land by the government may not be based on the concept of oppor-
tunity cost: the government may, for example, be obliged to pay a price for
private land even if it has no other potential use and should therefore on purely
economic grounds be valued at zero; conversely, the government may put a
ceiling on the price it will pay for land to be used in public investment projects,
and thus acquire land below its shadow price.

It may be concluded that market prices generally need to be adjusted if
project evaluators intend to estimate the true social profitability of projects.
In many cases the chief prices to be adjusted are those of labour (skilled and
unskilled) and of foreign exchange, since the costs of materials and land do
not usually differ from one version of a project to another.
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The analysis thus far has not provided an answer to one question which may
be puzzling the reader, viz. whether instead of adjusting market prices to take
account of distortions it would not be better to do away with the distortions
altogether. Indeed, it would undoubtedly be desirable. Doing away with dis-
tortions, however, means changing the existing institutions. This may need a
very long time, and in fact it may not be politically or economically feasible
at all: market imperfections are found even in the most developed countries.
Unless and uniil the institutional framewoerk is improved, investment projects
must be selected on the basis of adjusted or shadow prices.

Inappropriateness of the market rate of interest

Because the market rate of interest does not constitute an adequate measure
of the rate of decline of the value of consumption over time for society as a
whole, benefits and costs should be discounted on the basis of the “‘social rate
of discount”.! One of a government’s main goals is to use national resources
in a way which will maximise the citizens’ consumption. The amount of
consumer goods that are available at any one time is largely a result of past
investment. Conversely, current investment yields its fruits in the future. Let
it be supposed that a given current investment yields the following stream of
net benefits (i.e. gross benefits minus costs) from year 0 to year T, where T
is the life of the investment project:

By, By, By, ... By

What then is the over-all consumption derived from the project? At first
sight, over-all consumption might seem to be as follows:

B:BO+B1+BZ+"'+BT (29)

where B is defined as the net aggregate consumption benefit. Equation (29)
implies that it does not matter to society whether units of consumption are
made available today or at any other future time: society will be willing to
give up one dollar’s worth of consumer goods today and invest the dollar
instead, provided that it gets one dollar’s worth of consumer goods at some
future time.

It is obvious, however, that this is not what happens in practice. In general,
a higher value is put on current consumption than on future consumption.
This is especially true in developing countries where current consumption is
low. In those countries current consumption usuaily consists of essential con-

! The following formulation of the social rate of discount is based on that provided on
pages 155 and 156 of the UNIDO guidelines, op. cit.
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sumption such as that of a subsistence diet and the occupation of rudimentary
housing. In such countries most individuals will resist cutting down on their
already low consumption in order to allow future generations to enjoy a higher
level of consumption, particularly since in extreme cases a reduction of essential
consumption today may be tantamount to making available more luxury goods
for future generations. In these circumstances the net aggregate consumption
benefit of an investment project is better represented by the following relation-
ship:

B*=V,.Bo+V,.B,+V,.B,+ ... V,.Bi+... V;.B; (30)

where B* = discountad or present value of net aggregate con-
sumption benefits, and
Vo, Vi, V5 ... Vr = weights attached to the net benefits accruing in
consecutive years.

These weights are called “discount factors”: they indicate the amount by which
future net benefits must be discounted to make them comparable to current net
benefits. The weight ¥, is, by assumption, equal to 1, which gives

B*=B0+V1.BI+V2-BZ+... +V‘.B‘...+VT.BT (31)

Since consumption one year hence is valued more than consur:ption twe years
hence, and consumption two years hence is valued more than consumption
three years hence, and so on, the following relationship must hold good:

I>Vi>V,>... >V,

Let it now be assumed that the weights decline over time at a constant percen-
tage rate, such that

V.-V
—t_"t*1 _ Constant = i.
Vies
V,
Th —-1=i,
. Verr
|4
and =1+4+i
Vst
or Veer _ 1
‘ A B
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By a purely mathematical operation, equation (31) may be rewritten

B B B B
B¥=B + 11 "2 . LA T ,
M B R (N R T I T (32)
That is T
B
* _ t
B= ) T )
=0

In the above relationship, i is what is known as “the social rate of discount”.
It is the rate by which consumption, as valued by society, declines over time.
Equation (33) is very similar to those used in the previous chapter for the
estimation of the present value of the net benefit of a project. The only differ-
ence between equation (33) and those used in the previous chapter are differen-
ces in the meaning and significance of benefits and costs (i.e. the use of shadow
prices instead of market prices), and differences in the meaning and significance
of the rate by which benefits and costs are discounted (i.e. the use of a social
rate of discount instead of a market rate of interest).

It is a well known fact that there are a number of market rates of interest in
existence at the same time. Partly to meet the cost of the financial expertise
required, savers usually earn a much lower interest on the money they lend
than the interest that is paid by borrowers. Moreover, imperfections abound in
the capital market, partly as a result of ceilings imposed by governments on the
interest rates applied by the country’s financial institutions: such ceilings,
imposed to encourage investments by small borrowers, result in the creation
of capital ““black markets” in which ceilings on interest rates are often exceeded.
The market rate of interest is therefore defined here as a weighted average of
the various prevailing market rates of interest. Some may argue that the
market rate of interest so defined is equal to the social discount rate. Such
an argument is based on the assumption that individuals act rationally when
planning their current and future levels of saving and consumption. A similar
assumption is made with respect to the way individuals allocate their expendi-
ture among different kinds of consumer goods. The former assumption is,
however, less justified than the latter.

Individuals who allo-ate part of their budgets among various consumer
goods learn through trial and error how to maximise their welfare by purchasing
the right mix of goods. Experience is gained whenever purchases are made, and
it is not entirely unrealistic to assume that, in time, individuals reach a certain
level of sophistication (or “rationality””) as consumers. The same reasoning
cannot, however, be applied to savings behaviour. Savings is a subject on which
little can be learnt by mere trial and error because the consequences of savings
decisions emerge only after a long time. and the human life span is too short te
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allow people to make much significant application of any knowledge they may
have acquired by trial and error in this field. It may also be pointed out that in
most cases the proportion of their income that people will be able to save in
the course of their lifetime is a matter over which they do not have full control,
since it will be affected by events such as wars, economic crises, and the like.
That keing so, it is not altogether unreasonable for people to allow their
savings decisions to be swayed by momentary impulses that lie outside the
realm of economics. It may therefore be concluded that market rates of interest,
however they may be estimated, usually differ from the social rate of discount.?
It should be pointed out at this stage that, on the average, market rates of
interest are lower than the social rate of discount, and consequently tend to
be biased towards the use of capital-intensive technologies.

The redistribution objective

A government is usually concerned not only with the growth of aggregate
consumption but also with the redistribution of consumption, especially among
income groups and regions: in particular, it may wish to increase the con-
sumption of the poor faster than that of the rich; similarly, it may wish to
increase consumption in poor regions at a faster rate than in wealthier regions.
In order to take account of income distribution objectives, project evaluators
may weigh costs and benefits differently from private entrepreneurs. The
assignment of weights to various costs and benefits—the value of these weights
depending on the income groups to which the costs are charged or the benefits
accrue—causes a further divergence between market and shadow prices since
these weights are explicitly included in the formulation of the latter prices.

A government’s income redistribution goals may be fulfilled by assigning
weights to the consumption of various parts of the nation. For example,
heavier weights are assigned to the consumption of the poor than to that of the
rich. Such a weighting procedure tends to introduce a bias in project choice.
Projects that yield higher net benefits to the poor than to the rich are favoured
since the heavy weights attached to consumption by the poor increase the social
profitability of such projects. These projects therefore have a better chance of
being selected than if the same weight were assigned to all income groups. For
example, when it comes to choosing between two construction technologies,
the more labour-intensive of the two has a better chance of being adopted if a
heavy enough weight is assigned to the consumption of unskilled labourers.
There is no way of estimating these weights purely on the basis of factual

1 The calculation of the social rate of discount is dealt with later in this chapter, where
the use of that rate in the formulation of shadow prices is also described.

183




Labour-intensive road construction

information because the values expressed by the weights are subjective: they
are based on the economic planner’s personal assessment of socio-economic
conditions and on the social pressures to which he is subjected. It may be noted
in this context that the objective of redistribution of income may conflict with
that of economic growth: a more equitable distribution of income usually
results in higher current aggregate consumption since the poor tend to save less
of their income than the rich; a more equitable distribution thus tends to favour
current consumption as against future consumption, and therefore may limit
the investment needed for economic growth.

SHADOW PRICES

Investment

Prior to the formulation of the shadow prices of specific inputs and outputs
the shadow price of investment, P™, must first be defined and formulated since
that parameter is generally included in all shadow price formulations. To take
a simplified example first, let it be supposed that an additional current unit of
saving gives rise to g additional units of income in each future period for a very
large number of years, and that all of the additional income in each period is

consumed. If the present value of the aggregate consumption stream is defined
as P™™_ then

i q q q
P = + ...
T+i @+ Yy (34)
If P™ is multiplied by (1 -+ i), this multiplication gives
P (l+i) = g+-—T 44 q (35)

it T

Then a subtraction of the terms in equation (34) from those in equation (35)
gives

P™.i=q- .
Tty
Since n is assumed to be very large, a _z 7 is very close to zero. Then
i
Pinv i = q
and
Pinv — g

i
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where g = aggregate marginal rate of return on investment, and
i = social rate of discount.

If a unit of current savings is invested in project A the cost of that unit of
savings to society is equal to the present value of aggregate consumption forgone
by not using that unit of savings on a marginal public investment project that
would have provided a stream of additional income, g, indefinitely. Let it be
supposed that K units of current savings are used in project A. Then the cost of
the project, expressed in terms of aggregate consumption forgone, is equal to

C = K.P™,

Let it also be supposed that project A provides the following stream of net
benefits from year 1 to year T:

B,, B,, B, ... By.

The present value of the gross aggregate consumption that is generated is then

equal to
T

B=) (li'i)"

t=1

Then the present value of the net aggregate consumption derived from the
project is equal to

T
B, .
B*=B-C = ~—K.p™ (36)
(1+1)
t=1

It may be noted that equation (36) is based on the assumption that K
would have been fully used on other projecis if project A were not chosen.
Another, more realistic formulation for P will now be provided. In the
foregoing simplified example it was assumed that the g units of additional
income were wholly consumed in each consecutive period. Such an assumption
is not very realistic: a more realistic one is that a fraction s of ¢ is saved and
reinvested, and a fraction (1 — ) is consumed. In this case

1—5) P g,
q( : )+ iqs

Pinv — (37)1

The first term on the right-hand side of equation (37) gives the present value cf
aggregate consumption of the fraction of ¢ that is consumed instead of being

! The steps by which equation (37) is obtained are indicated in the UNIDO guidelines,
op. cit., pp. 173-175.

185




iLabour-intensive road construction

reinvested. The second term gives the present value of aggregate consumption
of the fraction of ¢ that is saved and reinvested. From equation (37) one can
obtain

The simplified formulation of P™ in equation (34) may then be regarded as a
special case of the more general formulation given in equation (37).

In order to estimate P™ one must be in possession of estimates for g, s and i.
The aggregate marginal rate of return: on investment, g, may be estimated on the
basis of an analysis of existing market rates of interest, taking into consideration
official rates as well as non-official rates. Imposed ceilings on market interest
rates may create complications, and a number of assumptions may need to be
made regarding the functioning of the capital market; in the absence of insti-
tutional constraints ¢ might be approximately equated to the weighted average
of existing market rates of interest. Ideally, ¢ should be estimated on the basis
of the following formulation:

g=Y—w.n

where Y = the increment in value added per unit of net investment (i.e. the
incremental output-capital ratio), and
w . n = the incremental wage bill per unit of investment (i.e. incremental
employment, #, multiplied by the wage, w).

Y is usually easy to estimate from a country’s national accounts. However,
in many developing countries there are no statistics from which one can
estimate w . n. This method of estimating g is therefore not feasible unless some
realistic assumptions can be made regarding the value of w. n. It is advisable,
in addition, to analyse current market rates of interest in order to ascertain that
the value for g estimated on the basis of the method just described is not too
different from that esti.uated from current market rates.

Of the other two values, s, the aggregate marginal propensity to save, may
be estimated on the basis of data from national income accounts or household
expenditure surveys; generally, estimates for s are readily available from the
national planning agency. The social rate of discount, i, is a value parameter
and is therefore not amenable to estimation on a purely objective basis; the
project evaluator should obtain values for i from public planners.
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A numerical example will now be provided with regard to the estimation of
P™ . Let it be supposed that g is 0.225 and s is 0.22. Then, if i is 0.15,
0.225(1-0.22)

pinv _ = 1.75.
) 0.15—(0.225x0.22) L7

If i = 0.10,then
pimy 0225 (1-022)

= = 3.48.
0.10—(0.225 x 0.22)

It can be seen from this example that the value of P™ is very sensitive to the
value assigned to i by public planners.

Before the use of the shadow price of investment, P™™, in project evaluation
is described, it is of interest to explain the link that exists between the value of
P™ and the savings behaviour of a country. Let it be supposed that a country
can afford to raise the level of aggregate investments to the point where the
present value of aggregate consumption derived from the last unit of savings
that is invested is equal to 1. In other words, P™ for the last (i.e. marginal)
unit of savings is equal to 1. Society is therefore indifferent to the choice between
consuming the last unit of savings during the current period or investing it and
enjoying, in the future, higher consumption such that the present value of the
stream of future consumption is equal to 1. In this case we have

| _40=y

Pinv _ - .
1—q.s

Therefore if P™™ is equal to 1, ¢ must be equal to i, or in other words the social
rate of discount must be equal to the aggregate marginal rate of return on
investment. Such a situation arises in the case in which a country’s aggregate
saving is said to be optimal. Needless to say, no country has ever reached this
ideal stage: in general, the richer a country is the closer it is to the ideal stage
in question; in all cases, however, saving is sub-optimal, which means that P
is greater than 1, and therefore g is greater than /; this is particularly true of
poor countries in which the government cannot afford to use fiscal measures to
increase the level of savings, given the low incomes of the majority of the people.

The use of the shadow price of investment in project evaluation can be
summed up as follows: let it be supposed that the cost of a given project is equal
to K; the question is then how to value K when estimating the present value of
the net aggregate consumption derived from the project. The formulation of cri-
teria for project evaluation depends on the type of fiscal and budgetary policies
adopted by the government. In other words, the present value of X units of
savings expressed in terms of aggregate consumption costs invested in a project
will depend on the way which the project is financed. Projects may be financed

187



Labour-intensive road construction

in three ways. Under the first method public investment projects are ranked,
and the government then transfers funds from the private sector, through
taxation, so as to cover the cost of all public investment projects with a rate of
return higher than the aggregate marginal return on investment in the private
sector, g. The implementation of a public investment project thus affects
investment and consumption in the private sector only. Under the second
method levels of taxation are determined independently of project investment
needs. The implementation of some public investment projects therefore
requires that other items of public expenditure—in particular other public
investment projects—should be given up, because in most developing countries
public investment needs exceed the sums which the government can obtain
through taxation of the private sector. The third method of financing is to
make use. of foreign loans and grants.

The present value of K in terms of aggregate consumption costs can be
estimated for each of the three methods described above. Under the first method
a project’s cost, K, is covered at the expense of both private investment and
private consumption. Where the fraction of private income that is saved is s
and that which is consumed is (I — s), the present value of aggregate con-
sumption costs is equal to

C=K(l-5)+P"™.5.K (38)

The present value of the net aggregate consumption benefits derived from the
project is then equal to

T

B*=Z (Tl:—_‘—i)-,—K(l-—s)— P s K (39)
t=1

Under the second method of financing a more complex formulation of the
aggregate consumption costs of a project is required. No attempt will be made
to describe the formulation here; it will only be noted that the shadow price of
investment used in this case combines the marginal propensity to save, s, and
the marginal rate of return on investment, ¢, of both the public sector and the
private sector into a single formulation (i.e. s%, s', g%, ¢'). No significant differ-
ence in results is yielded by such a formula by comparison with those yielded
under the formula for the first method of financing unless s? is significantly

1 Equation (38) assumes that all costs are incurred during the first year of the project.
If costs are spread over a number of years 7, then
T

G
A+
1

1=

where C, = K, (1—-5)+P™.5.K,.
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different from s" or ¢? is significantly different from ¢'. If differences are assumed
to be small, aggregated consumption costs may be estimated as for the first
method of financing; on the other hand if differences are assumed to be large
the estimates of s and ¢ may be so crude and so highly aggregated that it is
impossible to distinguish between public and private s and ¢. In view of these
hard realities it may be assumed that s* = s' and ¢ = ¢', and projects may
always be evaluated as if the first method of financing were used.

If a project is financed by foreign loans and grants, the present value of
its cost in terms of aggregate consumption should be calculated as shown on
pp. 206-209.

For projects financed by the first method (transfers from the private to the
public sector as required by the individual projects), the following reasoning
can be applied to the evaluation of alternative construction techniques. A
comparison of alternative versions of a road project is in the main a comparison
of the sum of road construction costs, road maintenance costs and road users’
costs for one version with the sum of those costs for another version. Benefits
need rarely be compared since in most cases they are not affected by the choice
that is made. (If benefits are affected by the choice that is made, some of the
benefits, in the form of profits or savings, may be reinvested. Then the estimation
of the present value of benefits in terms of aggregate consumption should be
estimated in the same way as costs.) A comparison between different versions

of a road project therefore involves the identification of the version with the
lowest cost C*, where

C*=C+ RUC + MC (40)
where C == construction costs,
RUC = road users’ costs, and
MC = maintenance costs.

If construction is spread over a number of years T

T,
C
-3, %
(I+19)
t=1
where C, = K, (1 — 5) + P .s. K, and K, = money outlay at year t.
As far as road users’ costs are concerned, it may be assumed that if private
funds were not used to cover vehicle operating costs, they would have been

used for consumption purposes. Then
T

RUC
rRUC = N RUC),

(1 45y

t=1

= present value of consumption forgone,
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where T = life, in years, of the road project.
Finally, road maintenance costs, expressed in terms of the present value of
aggregate consumption, are equal to
T
(MC),
(1+3)

t=1

MC=

where
(MC), = K, (1 — 5) + P™.s. K,

and where K, = monetary outlay during year #.
Tt is assumed in this case that S and P™ remain constant over time.!

Unskilled labour

The shadow wage of unskilled labour is a measure of the true cost to society
of hiring an unskilled worker on a public project. Some neo-classical economists
have suggested that given a fairly competitive labour market, the market wage
should be equal to the marginal productivity of labour. In such a case the
market wage is a measure of the opportunity cost of labour to the public sector.
However, this reasoning is not applicable to developing countries where
unemployment (whether open or disguised) is fairly widespread, and where
savings are below their optimal level. In such countries the market wage is not
an appropriate measure of the cost to society of hiring an unskilled worker
on a public project. Divergence between the market wage and the shadow wage
is the result of two factors which are predominant in a surplus labour economy.
First, the market wage does not reflect the opportunity cost of an unemployed
or underemployed individual: in other words, the value of the output forgone
by hiring such an unemployed individual is lower than the market wage.

Secondly, the monetary cost of labour hired for a public project is financed
by a transfer of funds, in the form of fiscal revenue, from the private to the
public sector. Since the marginal propensity to consume of taxpayers as a body
is lower than that of unskilled workers, this transfer of funds affects the present
value of over-all aggregate consumption: in other words the loss of aggregate
consumption by taxpayers generally differs from the gain of aggregate con-
sumption by unskilled workers.

The shadow wage of unskilled labour, w*, is the algebraic sum of the cost
and gains just referred to, which are symbolised as follows. First, the shifting

11t is extremely difficult to estimate future values of PinV and s. Therefore, unless there
are some very good reasons to believe that they will vary in a significant way over the life
of the project, it may be safer to assume that these two parameters remain constant over time.
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of a worker from his current occupation to a road project means that his
current output O, will be sacrificed. The social cost of this forgone output is
equal to a decrease in aggregate consumption valued at O,. (It is assumed that
the market price of the output is approximately equal to its shadow price. O, is
therefore the value of forgone output as estimated on the basis of market
prices.) Secondly, the worker is paid a wage, w, which is financed by a tax
imposed on the private sector. Let it be supposed that the aggregate marginal
propensity to save of the private sector is s'. Then if there had been no tax,
w(l— s°) would have been consumed and w.s' would have been invested.
The imposition of a tax of w causes a decline in the aggregate consumption of
taxpayers equal to

w(l — %) 4 w(s'. P™)

where the first term is the value of current consumption that is sacrificed, while
the second term is equal to the present value of the aggregate consumption that
would have been generated if w . s" had been invested. Thirdly, if it is assumed
that the unskilled worker consumes the totality of his wage (i.e. that his margi-
nal propensity to save, s, is equal to zero), w expresses the gain to workers, and
therefore to society, in terms of aggregate consumption. (It is also assumed
that the prices of consumer goods are approximately eaual to their shadow
prices.)

The shadow wage rate, w*, may then be obtained from the following
relationship:

w¥=0,+w(l—s)+w(s'.P")—w = O,+s'"(P™—1)w (41)

It may be noted that if savings are optimal, P is equal to 1 and w* is equal
to O,; in other words the shadow wage is equal to the output forgone. It may

also be noted that if unemployment is very high, O, may be equal to zero. In
that case

w¥ =w(l—s)+w(s'. P™)—w,

To put it differently, the shadow wage is equal to the net transfer costs (or
redistribution costs) only. Finally, if O, is equal to w,

w¥ =w(l=s)+w(s. P™).

In this case the shadow wage is equal to the loss of aggregate consumption
by taxpayers, and society neither gains nor loses in terms of output forgone.
In developing countries with high unemployment, w* will tend to be lower

than w. If O, is equal to zero, equation (41) gives
W*

inv 1
pw—1=

w.s'
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Let it be supposed that s* = 0.2. Then for w* to be equal to w, we must have
P — 6. If P™ is lower than 6, w* must be lower than w. Furthermore, if s*is
lower than 0.2, P™ must be higher than 6 so that w* may be equal to w. In
most developing countries the marginal propensity to save cannot exceed 0.2,
and P™ is generally less than 6. Cases in which w* is equal to or larger than w
will therefore be very rare. Tke following two examples illustrate this point:

Example 1

5'=02,P" =15w=10,=05w;
then w* = 0.5(1) + 0.2(1.5 — 1)(1) = 0.5 4 0.1 = 0.6;

in this example w* = 0.6 w.

Example 2

s'=01,P" =30,w=1, 0, = 03 w;
then w* = 0.3(1) + 0.1(3 — 1)(1) = 0.3 4+ 0.2 = 0.5;
that is, w* = 0.5 w.

The formulation of w* in equation (41) rested on two assumptions:

(a) the marginal propensity to save of unskilled workers is equal to zero
(s¥ = 0); and

(b) forgone output is the only direct cost to society resulting from the employ-
ment of workers on a public project.

The first or both of these assumptions are dropped in the following more
general formulations of w*. If there are good reasons to believe that assump-
tion (a) is not valid, the shadow wage may be reformulated to take account of
workers’ savings. w* is then obtained from the following relationship:

w* = 0,(1—5")+0,s". P™)+w(l-5)+w(s'. P™)—w(l—s*)—w(s".P"™)

=0, [(1—s")+s". P™]+w [(s'—s*) (P™—1)] (42)

This equation implies that a fraction s* of O, would have been invested and a
fraction (1 — s™) consumed if output O, had been produced. Similarly, it
implies that a fraction, s”, of the wage w is invested while the remaining
fraction is consumed.

While assumption (a), that s¥ = 0, may be valid under some conditions,
assumption () is rarely tenable. An unemployed or underemployed worker who
is hired for full-time public employment must give up some leisure time; he
may dislike working under strangers rather than under members of his family;
he may need to be separated from his wife and children for long periods of time
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if the job requires that he live in a workers’ camp: all such factors constitute a
cost to the workers. In these circumstances a worker may not be willing to
change his current situation unless he is paid a wage sufficiently large to cover
not only output forgone (0,)?, but also the “psychological” cost (P,.) in
question. In other words an unemployed or underemployed worker will refuse
to work on a given public project unless he is paid a wage large enough to
induce him to accept employment on the project. This minimum wage is the
marginal supply price of labour, L (L = O, + P,). The public project wage, w,
must therefore be at least equal to L if a worker is to be induced to work on
a given public project. In general, w is larger than L since wages paid in the
public sector are very much influenced by the high wages paid in the capi-
talist sector (e.g. modern industry and services). Thus, the value of L usually
lies somewhere between O, and w.

If both assumptions underlying the first formulation of w* (equation (41))
are dropped, the shadow wage is given by the following relationship:

w* = L[(1—s")+s¥.P™]+w [(s'—s¥) (P'™—1)] (43)

The only difference between equations (42) and (43) is that L is substituted for
0, in the formulation of the shadow wage. It is recommended that this last
formulation of w* be used since it is based on more realistic assumptions than
are either of the other two formulations.

The estimation of w* requires that the parameters L (or O,), PV ¥ and s*
be estimated, w being the public project wage. P and s'are national parameters
whose values apply regardless of the region in which projects are carried out.
The manner of estimating them has already been described. On the other hand
L (or O,) and s* are parameters that apply to the particular pool of unskilled
labour from which project workers are to be hired. For road projects this labour
pool generally consists of unemployed or underemployed rural workers, and
the following discussion of the estimation of s* and L will be focused on such
workers.

The values of parameters s” and L may vary from one region of the country
to another. Furthermore the value of L may vary from season to season: during
peak agricultural seasons the supply price of labour, L, may be high as a result
of high demand for unskilled labour, and conversely L may be low during the
agricultural slack seasons as a result of low demand for labour. (If a worker is
completely unemployed during a slack season, his supply price L is equal to the
psychological cost P, described earlier.) Estimates of s¥ and L by region and

20, is the output that the worker’s family must give up if the worker is hired for a
public project.
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by season may therefore be needed. The estimation of s* may be obtained from
regional household expenditure surveys. If no such surveys have been carried
out, a project evaluator may assume that s* is equal to zero or to a fraction of
s', the aggregate marginal propensity to save. Estimation of L requires that
output forgone, O, and the psychological cost, P,, be known. Needless to say,
P, is very difficult, if not impossible, to estimate. 0, is also extremely difficult
to estimate since the estimation of O, requires a knowledge of production
functions in the agricultural sector. In many cases project evaluation cannot
wait for the completion of the studies that would be needed to obtain estimates
of P, and O,. It is therefore suggested that wages paid in rural areas be used as a
proxy for the supply price of labour, L. It is probable that such wages exceed
the value of L, but they nevertheless constitute the best available estimates of
L when data pertaining to O, and P, are lacking.

The project evaluator may estimate rural wages (assumed here to be equal
to L, the supply price of labour) from existing surveys of the labour market
whenever such surveys classify labour by skill levels and by location. In the
absence of such surveys, the project evaluator may need to carry out his own
survey in the project area. For this purpose he may use the help of field engineers
or local authorities. It may be noted that such a survey should be conducted for
various seasons of the year if there are good reasons to believe that wages vary
from one season to another. Surveys of this kind will also be useful for the
scheduling of construction activities in cases in which it is intended to use
labour-intensive techniques. Indeed, if he wishes to ensure that construction
activities will be properly scheduled (e.g. that no construction activities will be
scheduled to take place during the peak agricultural season where labour may
be scarce), a project evaluator should conduct such a survey regardless of
whether market wage rates for the area are known or not.

Once the project evaluator has obtained all necessary parameters from the
planning agency or a field survey, the shadow price of unskilled labour may be
calculated and the unskilled labour costs of a project estimated. If road con-
struction covers more than a single agricultural season, the estimation procedure
should take into consideration variations of the rural wage in the project area.

The formulation of the shadow wage, w*, provided in equation (43) ignores
income distribution considerations. However, the government may wish to
attach greater weight to the aggregate consumption of the poor than to that of
the rich. The benefits and costs of a public investment project must then be
disaggregated in terms of their contribution to the gains and losses of various
income groups, and a weight assigned to each of these gains and losses. That
procedure will favour the adoption of public investment projects that yield
relatively greater benefits to members of income groups whose aggregate
consumption the government wishes to increase. Let it be supposed that the
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. government attaches more weight to the aggregate consumption of unskilled
workers than to that of persons in the middle to high income groups. What
form should then be given to the formulation of the shadow wage ?

It was shown that the shadow wage w* may be estimated on the basis of the
following relationship:

w* = L(s*.P"™)+ L(1—s")+w(s".P™)+w(1—5)—w(s*.P™)—w(l—s*) (44)

The first two terms in equation (44) refer to output forgone, and therefore
constitute a cost to society; the third and fourth terms refer to the cost resulting
from the transfer of funds from the private sector to the public sector; the fifth
and sixth refer to the gains that accrue to the rural workers. All these costs and
gains are expressed in terms of aggregate consumption. The foregoing formu-
lation assumes that the gains and losses of any group are treated alike. If a
neutral weight * is attached to the aggregate consumption of taxpayers, their
losses are accurately reflected in the foregoing formulation. Those losses are
equal to

w(s'. P™) + w(l — 5.
The net gains to unskilled labour are equal to

w(s* P™)+w(1—s*)— L(s”.P™)~L(1—s*) = (w— L) [(1—s*)+5s".P"™] (45)

Let it now be supposed that the government wishes to attach a weight u

(where u > 0) to the net gains of unskilled workers. The shadow wage of
unskilled workers is then equal to

w¥ = w [ P —(1—s)]—(w—L) [(1—=s*)+s". P™] (1 +u)
o w¥* = w[s'. P™"+(1-5)]—(w=L)[(1-s*)+5*.P™] -

—-u(w—L) [(1-s")+s".P"™]
The first two terms in the above equation are equal to w*. Therefore

W = w*—y (w—L) [(1—s¥)+5s". Pi™] (46)

It may be seen from equation (46) that when income redistribution is taken into
consideration, the shadow wage is further lowered since (w — L) is positive and

! A neutral weight may be defined as a weight of zero. If a neutral weight is attached to a
group’s aggregate consumption, the value of the group’s aggregate consumption does not

change; if a higher weight is placed on a group’s aggregate consumption, the value of its
aggregate consumption incircases.
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the terins between brackets are also positive. The inclusion of income redistri-
buticn considerations in the formulation of the shadow wage therefore tends to
favcur the adoption of labour-intensive technologies.

As stated earlier, the weight u is a value parameter and therefore cannot be
estimated on the basis of factual data. The project evaluator should obtain
values of u from the public planners. Another approach may be used whenever
a labour-intensive technology is being compared to a capital-intensive one.
Under this alternative approach, u is regarded as an unknown. The project
evaluator calculates the value of u that will equate the profitability of the two
technologies. He may then communicate this value to the public planners. If
they decide that the value of u is too high, the labour-intensive technology will
be rejected. If they approve the value of , the labour-intensive technology will
be adopted. In other words, the approach consists in a break-even analysis of
the type described in the previous chapter.

Skilled labour

The skilled workers employed on road construction projects include fore-
men, equipment operators, mechanics and surveyors. Skilled workers are
usually scarce in developing countries, and their wages tend to be high whenever
the private sector competes with the public sector to employ such workers.
A formulation of the shadow wage of skilled labour may be obtained by
modifying the formulation, w*, provided for unskilled labour, as follows:

w* = L[(s*. P™)+(1—s")]+w [s". P™+(1—s)]—w [s*. P™+(1—s")] (47)

If the market for skilled labour is competitive (i.e. if it is free of constraints
such as government wage ceilings or floors, union monopoly power or the
monopsony power of large firms, which might distort the market wage), the
opportunity cost of skilled workers may be equated to their market wage. In
other words, skilled workers are paid their marginal product, which equals the
value of their output. In this case

L=w=w

where w, = the market wage of skilled labour.
The shadow wage of skilled labour is then

w¥ = w, [s'.P™+(1—5"] (48)

since the first and last terms in equation (47) cancel out. The shadow wage of
skilled labour therefore equals the cost, in terms of aggregate consumption, of
transferring funds in the amount w, from the private to the public sector.
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The formulation for w} provided in equation (48) may not always be valid.
There are two main circumstances in which w* may fail to represent the true
social cost of hiring a skilled worker in a public project. First there is the case
in which the project requires that labour be specially trained. If training is
required, training costs must be added to the formulation of the shadow wage.
Training also increases the skilled worker’s productivity, and these gains in
productivity must be subtracted from w'. In other words the net effect of training
~—whether positive or negative—must be included in the formulation of w.
Secondly, various constraints on the free movement of wages in the labour
market may lead to a divergence between the market wage, w,, and skilled
worker’s supply price (L). Equation (48) should therefore be supplemented
by terms equivalent to the first and third terms in equation (47) since those no
longer cancel out. In either of the two cases just mentioned, the shadow wage,
wy, must be reformulated. No attempt will be made in this manual to provide
other formulations of the shadow wage of skilled labour. Such formulations
would include parameters that are in practical terms very difficult to estimate.
Moreover, the formulation provided in equation (48) should apply in most cases.

The estimation procedure for w} is similar to that described in the case of
w*, and does not require further elaboration.

Foreign exchange rate

The reasons for the overvaluation of the local currency in a large number of
developing countries have already been indicated.! In general a local currency is
overvalued if the number of units of local currency that are officially exchanged
__for a unit of foreign currency is lower than it would be if there were no govern-
ment ontrol of the foreign exchange market and no import duties and quotas.
Overvaluation of the local currency is usually accompanied by a scarcity of
foreign exchange due to government control of the foreign exchange market
(i.e. people are not allowed to use foreign exchange freely).

Let it be supposed for a moment that the only government action that inter-
feres with free trade is the imposition of tariffs on imported goods. P?, the
clearing price of an imported good i on the domestic market, in local currency,
is the price consumers are willing to pay for an imported good; that price is
assumed to be equal to the sum of the c.i.f.2 import price, P{f (in foreign
currency), and the tariff duty, Pf. ¢, that is®

1 See pages 178-179.

*In its usual sense of cost, insurance and freight. The c.i.f. price is therefore the import
price, including handling from one port to the other.

# It is assumed that the number of importers is such that trade in imported goods is not
monopolised.
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P! = PSP/ 4+ P51, P/ = P{f (L+1). P/ (49)

where P7 = official foreign exchange rate (i.e. the number of units of local
currency that are officially exchanged for a unit of foreign cur-
rency).

P?is thus expressed in terms of the local currency. If a single good i is imported
into a country, the shadow price of foreign exchange is equal to

P
= Pgif
If, for example, P/ = 10 and ¢; = 0.2, then

Sf

=P/ (1+1,) (50)

ST =101 + 0.2) = 12.

In this case the shadow price of foreign exchange is 20 per cent higher than its
official price. It may be concluded that the difference between the official price
of foreign exchange and its shadow price results from a difference between the
import price, expressed in terms of the local currency, and the price consumers
are willing to pay for the imported goods. It is assumed here that this difference
is adequately expressed by the tariff imposed on the imported good.

The procedure just outlined can be applied to any number of goods. Let
it be supposed that n commodities are imported into a country, and that the
fraction of foreign exchange allocated to the ith commodity is f; *, so that

f1+fz +f3---+fn = 1.

The shadow price of foreign exchange is then given by the following relation-
ship:
ST=PI[f, (+t)+ o (1+t)+ ...+ [ (1+t,)]

or
$' =P ¥ fil+1) (s1)
i=1

In other words the shadow price of foreign exchange is equal to a weighted
average of n shadow prices. If

n
Y fill+r)=1+¢
i=1
then
ST =P/ (1+19)
1 Since a country deals in more than one currency, foreign currency owned by the country

may be expressed in terms of a single foreign currency; / represents, in terms of a single
foreign currency, a fraction of the total amount of foreign currency used for imports.

198



Evaluation at shadow prices

where t/ represents the foreign exchange premium. Equation (51) may be
expanded to include exports whenever export subsidies are paid or exports are
taxed. Such an expansion of equation (51) is straightforward and needs no
further elaboration.

On the other hand equation (51} should not include imported capital goods,
for reasons which would take too long to explain in this manual.! In other
words, the f; represents the fraction of foreign exchange allocated to an imported
consumer good only, the sum of these fractions being equal to 1.

This formulation of the shadow price of foreign exchange is subject to
criticism. First, a major assumption underlying this formulation, namely that
imports are not restricted, is rarely valid. Many governments use import
licensing, or import quotas which in fact limit imports of consumer or capital
goods. This difficulty can be by-passed by not including restricted commodities
in equation (51). However, if a very large proportion of imports is subject to
restrictions, the validity of that equation becomes questionable. Secondly, if
foreign trade is dominated by a very small number of importers, distortions
may take place that will partly invalidate the formulation of the shadow price
of foreign exchange provided by the equation. In addition to these two criti-
cisms of the shadow price provided by equation (51), other objections, some
of them quite esoteric, have also been made.2 The project evaluator need not
be concerned by these criticisms, however, since as stated on page 186 he will be
provided with the market price adjustment coefficients (in this case, t/) by the
public planner. It is therefore up to the public planner to decide which formu-
lation to use for the shadow price of foreign exchange.

The estimation of the shadow price of foreign exchange on the basis of
equation (51) is relatively easy to carry out since tariff duties (individual #;s)
and the composition of imports (reflected in individual f£s) are usually readily
available from national trade statistics. Individual ¢;s and f;s should be estimated
on the basis of trade statistics for the year in which a project is being evaluated,
or for the preceding year if current statistics are not available. In cases in which
it is not possible to estimate the shadow price of foreign exchange on the basis
of a valid formulation of §7, the project evaluator may undertake a break-even
analysis in which the price of foreign exchange is regarded as an unknown.
Given alternative construction technologies, the project evaluator should
determine the price of foreign exchange which would equate the cost (or the
profitability) of the two; i.e. he should determine the break-even price of
foreign exchange. If the break-even price falls within the range of probable

! But are explained in Chapter 16 of the UNIDO guidelines, op. cit.

* See E. Bacha and L. Taylor: “Foreign exchange shadow prices: A critical review of
current theories”, in Quarterly Journal of Econoniics, May 1971, pp. 197-224.
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prices of foreign exchange (provided by the national planning agency), either
technology may be adopted; in that case the break-even price P/ must be more
than the minimum PZ,, and less than the maximum PJ, . If P{ <P the more
capital-intensive of the two technologies should be adopted; if P{>PJ_ | the
more labour-intensive of the two technologies should be adopted.

Equipment rental rate

Since the foreign exchange cost is usually the largest element in the shadow
rental rate of equipment, this is the appropriate place to deal with the calcu-
lation of that rate. The market rental rate of equipment may be disaggregated
into the following five main cost items:

C”, the foreign exchange cost;

C*, the distribution costs (e.g. port handling charges, storage and delivery
charges);

C?, profits (i.e. mark-ups over the cost of local distributors);

C', import duties and income and other taxes: and

C', local costs (e.g. maintenance and repair costs, insurance costs and local
materials).

Whenever one of the above cost items does not exist in a country, it may be
equated to zero. The market rental rate, C, of a piece of equipment % is equal

to
Co=Cl+C+CP+C'+C (52)

It shiould be recalled that C, is equal to
_ Ky r(1+¢)" S, r R

I, T
=0 U7 Pe. T Re, e Y L F 53
H, (+ry—1 H, (I+rf—1 H, H, n.H ' (53)

C

In order to obtain the shadow rental rate of equipment, C§, one must first
disaggregate each of the cost items in equation (53) (X, S., R., I, T, and F)
into cost components C/, C*, C?, C*and C', as applicable. The cost components
of C,, expressed in terms of market prices, are then adjusted in order to obtain
cost components at shadow prices. Finally, C; is obtained by discounting the
relevant cost components at the social rate of discount i, instead of the market
rate r. In general, all the cost components except local costs apply to K, T,
and F,. S, is a revenue which is subtracted in equation (53); it is adjusted in
the same way as a local cost if the scrapped piece of equipment is processed and
sold locally, and it is adjusted in the same way as a foreign exchange cost if
the scrapped piece of equipment is exported. 7, should be regarded as a local
cost. R, includes local labour costs as well as the cost of imported parts and
materials; it therefore includes all the cost components.
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In order to obtain the true social value of individual cost components, their
market value must be adjusted. Disregarding for the moment the cost of
transferring funds from the private to the public sector (i.e. transfer costs), the
following adjustments are made to individual cost components. C' must be
multiplied by (1 + ¢’ in order to obtain the foreign exchange cost of imported
equipment, parts and materials in terms of the shadow price of foreign
exchange. C® may be assumed to represent the true social value of distribution
costs, and therefore does not need to be adjusted; eveun if this assumption were
invalid, distribution costs generally represent such a small percentage of C,
that one need not bother adjusting them. C? does not need to be adjusted: it
may be regarded as a true social cost since it is a return to entrepreneurial labour
and equity involved in the distribution process. (If the local distributor is a
foreigner and repatriates a fraction x of his profits, then C? (1 — x) is not
adjusted, but C?. x must be multiplied by (1 + ¢/) since it involves the transfer
of foreign exchange.) C'is not a real cost but a transfer payment to the govern-
ment. It should therefore not be included in the formulation of C;, since transfer
costs are not being taken into consideration for the moment. C' covers the cost
of skilled labour, local materials, and local insurance costs. Since transfer costs
are being neglected for the moment, C' may be regarded as a true social cost:
the transfer of skilled labour from the private to the public sector does not
entail a social cost *; the shadow prices of local materials may be assumed to be
equal to their market prices; and insurance costs may also be assumed to
represent a real social cost.

A formulation can now be provided for C;. Consideration of the above
adjustments gives the following equation:

. id+iy ] Ck i
C=—\|cL (1+¢f d £ el BT T
k He[cxo( i )+C"°+C"‘J [(1+i)"—1] H, | (+)"—1

LR+ Cr +Ch+Cr, C, CH+)+Cf +Cp
H, H n.H,

e

+[Cf,(1+1)+Ch +C ] (54)

where superscripts refer to the type of cost component, and subscripts refer
to individual cost items included in the formulation of the market rental
rate, C;, (see equation (53)).

! As indicated in the passage dealing with the shadow wage of skilled labour (pp. 196-197),
If foreign labour is involved, the proportion of wages that is repatriated should be regarded
as a foreign exchange cost and adjusted accordingly.
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In equation (54)—

K, the price of equipment, is subdivided into foreign exchange costs, Ck,
distribution costs, Ck , and profits, C§ (customs duties and taxes are not,
for the moment, included in the formulatlon of C});

S., the salvage value of equipment, is based on the assumption that the
scrapped piece of equipment is sold locally, generating revenues net of
taxes in the amount Cg,; in this case C§_is equal to S, minus taxes, since
we have a single cost component;

R., equipment maintenance and repair costs, is subdivided into four cost
components: foreign exchange cost to cover the import of equipment parts,
Ct,; distribution costs of imported parts, Cg_; distribution profits, C%.;
and local cost of labour fur equipment maintenance and repairs, C ,'1.;

I, comprises a single cost component, that of local insurance cost, net of
taxes; thus Cj, = I, minus taxes;

T, the cosi of tyres, is subdivided in the same way as K;
F,, fuel costs, are also subdivided in the same way as K.

C; could be reformulated whenever the subdivision of cost items into the
five cost components differs from that assumed in equation (54).

The formulation of Cj in equation (54) does not take into consideration the
cost of transferring funds from the private to the public sector in order to
purchase and operate a given piece of construction equipment. It has already
been shown that the transfer cost, in terms of aggregate consumption, of one
unit of income from the private to the public sector is equal to (I — s%) +
s'. P"™, where (1 — s%) represents current consumption that is sacrificed, and
s*. P™ represents the present value of the stream of future consumption that
would have been generated in the absence of the transfer. If C} is adjusted in

order to take this transfer cost into consideration, the shadow rental rate of
equipment is equal to

(CY) = Ci [(1-s)+5'. Pi™] (55)

Finally, it may be noted that tariffs and taxes transferred from the private sector
to the government (i.e. cost component C) involve a transfer cost since the
marginal propensity to save of taxpayers is usually higher than that of the
government. A further adjustment of Cf is nuuded in order to include this
transfer cost. If the government’s marginal propensity to save is s?, the transfer
cost of taxes and tariffs for cost item i is equal to

(C) = Ci [(1=s)+5" . P™—(1—s9)—59. P'™] (56)

where C; = the sum of customs duties and taxes levied on cost item i.
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The transfer cost of all taxes and tariff duties per equipment-hour is equal to

(C)F = [(1=s)+5' . P — (1= s#) = 9. P"™] [;O'(liiliﬁl

G 1 G G Oy o
H, (1+i'—1 H, H, n.H, ™|

The shadow equipment rental rate now becomes
(CY" = (G +(C¥ (57)

The determination of the shadow rental rate requires that the cost compo-
nents making up the individual cost items in equation (54) be estimated. The
manner of estimating components C,{u, C{{., C{y and Cﬁu has already been
described in Chapter 5. It will be recalled that the c.i.f. prices of the various items
are expressed in terms of the local currency. Chapter 5 also indicated how to
estimate items (Cg)’, (C%), (Cr.)'» (Ck.)' (CL), (CT,)" and (Cg)' where
the prime means that each item is equal to the corresponding item in equation
(54) plus all taxes (e.g. (Cf(o)’ = C;'(n plus taxes). Estimation of the non-primed
components in equation (54) requires that taxes be subtracted from the primed
components estimated in Chapter 5. Information on taxes may easily be ob-
tained from the government department in charge of taxation. The profit com-
ponent net of taxes (i.e. Ck, Cg,, C%, and Cf)) may be assumed to be equal to
some fraction p of the total component cost; e.g. Ck = p(C,{o + C,"(n). The
fraction p may be assumed to be equal to the average return on private invest-
ment. The tax on profits for cost item i (e.g. Kj), is then equal to

(CN(t),

where (1,), is the tax on business profits.

e

Local materials and tools

It will be assumed in this manual that the market prices of locally produced
materials and tools adequately measure their value in terms of alternative
output forgone (i.e. opportunity cost). This assumption is made for the follow-
ing three reasons. First, the domestic market for materials and tools is probably
fairly competitive. Secondly, the estimation of the opportunity cost of commo-
dities produced in the private sector is extremely difficult to carry out; this
additional estimation work is not justified if adjustments to market prices are
believed to be of minor importance. Thirdly, in most cases the amount of
materials used is approximately the same for all combinations of design and
technology; therefore, even if market prices differ from opportunity costs,
their use in project evaluation will not create a bias toward any particular
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combination. However, the same argument cannot be made in relation to tools,
since the number of tools varies greatly from one technology to another. The
assumption that the market prices of tools and materials are equal to their
opportunity costs does not mean that no adjustment is needed. For the govern-
ment to acquire tools and materials, funds have to be transferred from the
private sector to the government. The market cost of tools and materials must
accordingly be adjusted to take account of the transfer cost. The adjustment
coefficient is the same as the case of the shadow rental rate of equipment, i.e.

(1 — s%) + 5. P,

If the foregoing adjustment coefficient is multiplied by the cost of tools and
materials estimated at market prices, the aggregate consumption cost of tools
and materials is obtained. This is the cost that should be used when a project
is evaluated on the basis of shadow prices.

It may be noted that if some of the materials or tools are imported, their
aggregate consumption cost may be estimated in a way similar to that used to
estimate the shadow rental rate.

Land

Since the market price of land is usually distorted, it does not constitute a
measure of land’s opportunity cost. That cost is in any case difficult to estimate.
Because the main purpose of this manual is to show how to evaluate different
combinations of design and technology, and because the cost of land does not
generally differ from one such combination to another, the use of market prices
instead of the opportunity cost of land will not create a bias toward any parti-
cular combination. In this manual the market price of iand will accordingly be
treated as if it were equal to land opportunity cost. The aggregate consumption
cost of land (i.e. the market price of land adjusted for transfer costs) is then
equal to

Pl — ') + 5" P™]

where P; = the market price of land.

TREATMENT OF TAXES AND FOREIGN LOANS AND GRANTS

Taxes

- The formulation of the shadow wages of skilled and unskilled labour and
that of the shadow prices of materials, tools, and land provided in this chapter
were based on market wages and prices net of tax, including income tax. How
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then should taxes be taken into account when the aggregate consumption cost
of the inputs used in road construction are estimated ? Taxes were already
taken into account earlier in this chapter in the particular case of construction
equipment. A more general treatment of the problem will now be provided.
Let it be supposed that a tax ¢, which may be an income tax or some other tax,
is imposed on a private individual or firm. The imposition of such a tax affects
consumption and investment in the private and the public sectors. Under this
model the government taxes the private sector in order to raise the revenue
needed to pay a worker or private firm working for a public project. The aggre-
gate consumption of the private sector therefore decreases by the amount of
the tax revenue, R,, multiplied by the unit transfer cost

RI(1 — s + 5'. P™].

The government pays the worker or private firm the revenue from the tax R,,
which is taxed at a rate 7. The worker or private firm pays taxes to the govern-
ment amounting to R,.#,. The government uses the tax revenue R,. ¢, for
current government consumption and investments. The aggregate consumption
of the government increases by .

R, 1, [(1 — %) + 7. P™]
where s? = the government’s marginal propensity to save.!

Thus, the tax or customs duty included in the cost of any input used in a
public project is paid, ultimately, not by the individual worker or firm but by
the private sector as a whole.

Since s” usually differs from 57, the net effect of the tax is different from zero.
The net effect z;, is equal to

t5=R,.t.[(1 —s) +s'.P™ — (1 —s°% —s°. P™].

For example, let it be supposed that the tax rate, ¢,, is equal to 0.15, that
s' =02, P'™ = 2, 5% = 0.05, and R, = 1,000. Then the net effect of taxing one
unit of income or profit, expressed in terms of aggregate consumption, is equal
to
1,000 x 0.15[0.8 4+ (0.2 x 2) — 0.95 — (0.05 x 2)] = 22.5.

Thus, the net aggregate consumption cost of the tax, ¢, is 22.5. The inclusion
of £; in the formulation of the shadow price of any input is straightforward. Let
it be supposed that the gross hourly wage (i.e. wage including taxes) is equal to

' If the shadow price of government investments, Pg, is known, it should be substituted
for P!V in the above equation.
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w, [1 + (2,),]. (It will be recalled that the prices of the inputs, including wages,
that were used in the formulation of the various shadow prices were net of
taxes.) The shadow hourly wage of the skilled worker may now be defined as
follows:

W¥) = w, [(1=s)+s". P™]+w, (t), [(1—s)+s". P™—(1—s9)—sf. Pi™v]

where (¢,),, = rate of the tax imposed on the wage of skilled workers. The first
term in the above equation is equal to w} (i.e. the shadow price of the net wage
of skilled labour). The second term represents the net aggregate consumption
cost resulting from the transfer of (w,) (1,),,. The amount (w,)(z,),, is not specific
to any particular project but is used for current government consumption
and investment in general. Other shadow prices may be adjusted for taxes in a
similar fashion. Information on tax rates should be easy to obtain from the
government department in charge of tax collection.

Foreign loans and grants

Foreign loans and grants provided for the building of new roads or the
improvement of existing ones are usually made on the basis of an analysis of
road investment needs. Such assistance may take one of the following forms:

(a) loans or grants tied to particular road projects, the recipient country being
free to spend the money on those projects in any way it wishes;

(b) loans or grants tied to particular road projects, with the additional condition
that the money may be used only to pay for imports of construction equip:
ment;

(c) loans or grants specifically tied to imports of construction equipment
without being tied to any particular project; or

(d) untied loans or grants.

When projects are evaluated at market prices in the case of a loan of type (a),
the criterion for choosing among different combinations of design and techno-
logy is the same as if the project were locally financed. Equipment rental rates
should, however, be estimated on the basis of the rate of interest payable on the
foreign loan. It may be pointed out that this type of loan ustally imparts a bias
towards the use of capital-intensive construction technologies: on foreign loans
the interest is usually below the local rates. Consequently equipment rental
rates should aiso be lower when the purchase of equipment is financed through
foreign loans than when it is financed by local capital. In the case of a type (a)
grant, it may be socially profitable to use labour-intensive construction techno-
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logies since social benefits derived from the hiring of otherwise unemployed
labour may be obtained at no cost to the country where the road is built.

A country may find it socially profitable to refuse loans of type (b) if
construction costs are much higher when capital-intensive technologies are
used instead of labour-intensive ones. In the case of a type (b) grant, equipment
depreciation costs should be equated to zero. In that case, capital-intensive
techniques become particularly advantageous.

In the case of a loan of type (¢) the different possible combinations of design
and technology should be evaluated in the same way as for loans of type (a).
If loans are made at low interest rates, capital-intensive technologies become
particularly profitable at market prices. In the case of a type (c) grant, it will
be difficult for labour-intensive technologies to compete with capital-intensive
ones.

In the case of a loan or grant of type (d), governments in developing
countries should assign the money to projects for which labour cannot be
readily substituted for capital (e.g. industrial projects). Road projects would in
most cases be among the last to benefit from such loans, since like agricultural
projects they are relatively amenable to the substitution of labour for equipment.

When projects are cvaluated at shadow prices, the opportunity cost to the
economy of a loan tied to a specific project—type (a)—is the present value of
the repayments of principal and interest occasioned by the loan. If it covers the
whole of the project cost, the loan eliminates all current transfer costs (i.e.
(1 — s + s'. Pi™), However, it does not eliminate current output forgone,
for example owing to the hiring of an unskilled worker on a public project.
Moreover the repayment of principal and interest in the future results in a
decrease of future aggregate consumption. The social cost of the loan is there-
fore the present value of future aggregate consumption forgone. The over-all
social profitability of a project depends on how the loan is used (i.e. the way
in which the amount of the loan is allocated among the varicus inputs used in
the project), on the repayment currency (local or foreign), on the length of
the grace period and the repayment period, and on the rate of interest that is
charged: if the loan terms are attractive (e.g. low interest rate, long grace
period, repayment in local currency), the present value of the future losses in
aggregate consumption may be found to be lower than the value of the loan;
in other words as far as the debtor country is concerned, part of the loan can
be regarded as a grant. It can be shown that foreign loans tied to a project
generally introduce a bias in favour of the use of capital-intensive technologies
since the shadow rental rate of equipment is lower than if the project were
financed by a transfer of funds from the private sector. The decrease of the
shadow rental rate may be easily calculated given the loan terms and the various
cost components included in the formulation of the shadow rental rate.
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Within category (a), grants are obviously much more attractive than loans
since they do not entail any transfer costs. However, they tend to favour the
adoption of capital-intensive technologies to a greater extent than do tied loans
of the same type, since with these grants the shadow rental rate of equipment is
even lower than with tied loans.

In terms of shadow prices the analysis of type (b) loans (tied to imports of
equipment for a specific project) differs little from that of type (a) loans: the
same conclusions apply. Tied loans of type (5) may, however, lose some of their
attractiveness if equipment must be imported from the creditor country at
prices higher than they would be if it were imported from other countries.

Grants tied to the import of equipment clearly favour the use of capital-
intensive technologies.

The analysis of loans and grants tied to imports of equipment but not to
any particular project—type (c)—yields basically the same conclusions as those
reached in case (b). In general, both loans and grants will favour capital-
intensive technologies. There is, however, one difference between cases (b) and
(¢). In the latter case, equipment may be used on road projects of a high stan-
dard that must to a large extent be built capital-intensively; on low-standard
roads labour-intensive technologies may then be used. In case (5), equipment
must be used to build specific roads irrespective of whether they are of a low
or a high standard. Loans and grants tied to imports of equipment in general
are therefore more beneficial to a developing country than loans and grants
tied to imports of equipment to be used for specific projects.

Untied grants and loans of type (d) constitute an addition to public revenue.
From the .oint of view of project evaluation, the opportunity cost of the use
of an untied grant or loan on a given project depends on what the grant or
loan would have been used for in the absence of the particular project under
consideration. The opportunity cost of a grant is therefore no longer equal to
zero. Nor is that of a loan any longer the discounted present value of the
payments of interest and principal, since those payments would have to be
made even in the absence of the project. The opportunity cost of untied loans
and grants depends on their best alternative use. The opportunity cost is the
same for an untied loan or for an untied grant of the same amount: the fact
that one requires repayment and the other does not is irrelevant when a project
is being evaluated; in both cases, untied funds will be available whether or not
a particular project is undertaken, and the only relevant social cost of adopting
a given project is the output forgone owing to the use of untied funds on one
project instead of on the next best.

To discover the effects of untied loans or grants on the choice of technology,
the opportunity cost of the use of one unit of foreign exchange on any given
project must first be determined.

208



Evaluation at shadow prices

If t/ = the foreign exchange premium (i.e. the adjustment coefficient for the
official foreign exchange rate),
s? = the government’s marginal propensity to save, and
P? = the shadow price of government investment,

then the opportunity cost of the use of one unit of foreign exchange is equal to
1+ tH[A — 5% + 7. P9

(This formulation of the opportunity cost of one unit of foreign exchange is
based on the assumption that at the margin one unit of government consump-
tion is as valuable as one unit of private consumption.) If $7>0 and P?>1,
the value of the above expression exceeds (1 + /), and thus the opportunity
cost of one unit of untied loan or grant is greater than (1 + ¢/). The higher this
opportunity cost, the more attractive labour-intensive technologies become. The
opportunity cost of one unit of foreign exchange obtained through tied loans
or grants is usually smaller than (1 + /). Untied loans and grants are accord-
ingly more favourable to the use of labour-intensive technologies than are tied
loans and grants. The government of a developing country should therefore
urge the governments of other countries to offer it vntied grants or loans,
which can be used to help to lower the level of unemployment.
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FISCAL AND FINANCIAL POLICY

When the different combinations of design and technology for a road
project are evaluated, the most appropriate combination identified by the
financial analysis may or may not turn out to be the same as the one identified
by the social cost-benefit analiyris. If it is the same the public works department
or the contractor should adopt the most appropriate combination, irrespective
of whether the technology it involves is capital-intensive or labour-intensive.
If the most appropriate combination identified by the social cost-benefit
analysis is not the least costly in terms of the financial analysis, the public
works department should none the less adopt that combination, whatever its
financial (or private) profitability may be, since the goal of the government,
and therefore of the public works department, is to maximise social welfare
through a proper choice of projects and production techniques. Financial
costs do not constitute a proper measure of social costs.

If a labour-intensive technology involves higher money costs, a private
contractor in charge of the implementation of a road project may not willingly
adopt a labur-intensive combination since lower profits will result. In order
to induce contractors to apply labour-intensive technologies where appro-
priate, there are a number of measures which a government may take. These
measures, of a fiscal or financial nature, are designed to compensate for market
price distortions, i.e. they tend to adjust market prices so as to equate them to
shadow prices. They include the following:

(a) wage subsidies;

(b) discriminatory tariffs on capital equipment;
(¢) discriminatory foreign exchange allocation;
(d) currency devaluation;

(e) adjustment of the market rate of interest;
(f) easier credit for small contractors; and

(g) taxation of owned capital equipment.

213




Labour-intensive road construction

Unfortunately, the exact effect of such measures is not easy to predict.
Governments must therefore be extremely careful in their choice and applica-
tion. The difficulty is to identify the kind of measure to be taken and the weight
to be assigned to each (i.e. selection of the right mix of measures). The choice
should be based on the ease with which measures may be applied and on the
degree of accuracy with which the public planners are able to estimate their
effects. The latter point is very important since the remedial action taken must
not produce greater distortions and more harmful effects than would exist in
its absence. Unfortunately, the effects on the economy as a whole of measures
that are easy to administer and apply are usually difficult to estimate. Con-
versely, measures whose effects can be estimated with an acceptable degree of
accuracy are usually those that are the most difficult to apply. For example,
a system of import quotas is easier to apply and administer than a system of
import tariffs; the effects of quotas are, however, more difficult to estimate
than those of tariffs. The public p:anner should therefore resist the temptation
of recommending remedial action unless its over-all effects can be estimated
with sufficient accuracy. Otherwise the action taken may create distortions -
that will be more harmful than those which they are intended to eliminate.

Each of seven types of government action will now be described and
commented on.

Wage subsidies

If a wage subsidy is granted for each man-hour of unskilled labour used
in a road project, the size of the subsidy may be set as the difference between
the unskilled labour market wage and the shadow wage. Given such a subsidy,
contractors should find it more profitable to use a labour-intensive technology
than the capital-intensive ones they are used to. This form of government inter-
vention is not without disadvantages, however. If the capital-intensive tech-
nology is cheaper at market prices, it becomes possible for the private contractor
to claim the subsidy while actually using a capital-intensive technology. In
order to prevent contractors from pocketing part of the subsidy, they should
be required to pay unskilled workers a wage equal to the shadow wage while
the public works department pays directly to the workers the difference between
the market wage and the shadow wage.

Not being very familiar with labour-intensive technologies, some contrac-
tors may refrain from bidding, even with a government subsidy, if they are
required to use such a technology, because they are afraid of incurring losses
by underestimating unskilled labour costs. The public works department
might alleviate this fear by proposing to take charge of all unskilled labour
costs. The contractor’s bid will thus cover supervision costs and equipment
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costs only. Such an arrangement does not, however, provide an incentive to
contractors to use unskilled labour in the most efficient manner. Contractors
could, for example, cut down supervision costs by hiring too few supervisors.
The public works department may therefore need to specify a maximum number
of man-hours of unskilled labour for the project (determined on the basis of
the lowest available estimate of unskilled labour productivity), and offer to
pay a bonus to the contractor for each man-hour saved out of this maximum
numter. It will then be profitable for the contractor to use labour in the most
efficient manner in order to obtain the largest possible bonus. He will be
willing to use additional supervisory personnel as long as the additional super-
vision cost is lower than the bonus he will receive.

Discriminatory tariffs on capital equipment

Many developing countries allow investors to import capital goods free
of duty, while imposing heavy duties on consumer goods. In particular, local
and foreign contractors are often allowed to import construction equipment
free of duty. There are two main reasons for such a policy. First, the government
may wish to decrease consumption of luxury consumer goods in order to
induce people to save and increase the level of investible funds. Secondly,
the government may wish to promote industrialisation in order to increase
exports, or in order to reduce imports through the development of import-
substituting industries. High tariffs imposed on imported consumer goods
also protect newly created industries from outside competition. The rationale
for this protection is that new industries need time in order to become
competitive.

Irrespective of whether these objectives are legitimate and desirable on the
grounds already stated, it should be noted that if a government is concerned
about the widespread adoption of unwarranted capital-intensive technologies
in various sectors of the economy, it should not at the same time encourage
that practice by imposing tariffs that systematically favour the import of capital
equipment in general: it would be better to modify the tariff structure in such
a way as to discourage the import of capital equipment that favours the use of
unwarranted capital-intensive technologies, while encouraging the import of
capital equipment for which labour cannot be substituted. In the case of road
construction a discriminatory tariff system could be instituted whereby no
duties, or only low duties, are imposed on equipment that is essential to certain
construction activities, while high tariffs are imposed on construction equipment
for which manual labour can be substituted in other construction activities.
The level of these latter duties should be such as to equate the market rental
rate of a piece of equipment to its shadow rental rate.
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The application of a system of discriminatory tariffs is, however, very
difficult, for two reasons. First, the same level of duty cannot be levied on all
pieces of equipment since the ratio of the shadow rental rate to the market
rental rate is not the same in all cases. It may be recalled that the equipment
rental rate includes a number of cost items in addition to the c.i.f. price of the
piece of equipment. The proportion of the rental rate that is accounted for by
these items is not the same for all pieces of equipment. Since the tariff applies
only to the c.i.f. price, different rates of duty are needed for different pieces
of equipment if the market rental rate is to be equated to the shadow rental
rate. Secondly, the same piece of equipment may be used for a number of road
projects, and its use may be warranted in some but not in others. The tariff
would therefore need to discriminate not only among different pieces of equip-
ment but also among the various uses of the same piece of equipment. Obviously,
any attempt to meet that requirement directly would create insurmountable
administrative difficulties. A second-best solution is to discriminate among
types of equipment but not among the various uses of a particular piece of
equipment. The drawback of this solution is that construction equipment may,
from time to time, be used for projects in relation to which it is ar unwarranted
substitute for labour.

Discriminatory foreign exchange allocation

Instead of using a discriminatory tariff system, the government may impose
an import licensing system whereby contractors must have the approval of
the public works department in order to import construction equipment.
Just enough equipment will then be imported, and used where needed. When a
contractor has been selected to work on a given road project, the public works
department will estimate the number of equipment-hours for various types of
construction equipment; it will then provide the contractor with an import
licence for the number of pieces of equipment that are needed. Another ap-
proach is for the public works department to be the sole importer of construc-
tion equipmeni, which is rented to contractors whenever they are selected to
work on road projects.

Currency devaluation

Instead of relying on discriminatory tariffs or on control of imports of
construction equipment, the government may from time to time devalue the
domestic currency in order to bring it up to par with its true international
value. (Some governments make frequent use of so-called ‘“mini-devaluation”
in order to avoid the destabilising effects of a major devaluation.) One effect of
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currency devaluation is to increase the market rental rate of equipment, and
thereby favour the adoption of labour-intensive technologies. A drawback of
currency devaluation is that it is not selective in its effects, and will affect, in
various ways, all imports and exports. Nevertheless, this type of government
intervention is generally more desirable than the creation of a system of tariffs
or quotas, which tends to result in a serious misallocation of national resources.
This does not mean that all tariffs should be done away with; some should
remain in order to protect genuine “infant” industries (i.e. industries that will
be able to compete effectively on world markets once they have passed the
learning stage). However, the scope and rate of duty should be substantially
decreased.

Adjustment of the market rate of interest

Many governments impose low ceilings on interest rates in order to prevent
private banks from exploiting their monopoly power. However, if the capital
market does not function properly low ceilings may have negative effects.
Small investors in the unorganised sector are often unable to borrow money
since the banking institution prefers to deal with the modern organised sector,
where risks of default seem to be lower. Under these conditions, iarge contrac-
tors can easily borrow money to import construction equipment, and find it
profitable to do so since the low ceiling on interest rates results in a decrease
of the equipment rental rate. In some cases, moreover, given high inflation
rates, low ceilings on interest rates imply a negative real interest rate on loans,
and imports of equipment and the adoption of capital-intensive technologies
become even more attractive. The proper government policy if there are low
ceilings on interest rates is to remove the ceilings completely or to set them at
much higher levels. One effect of such action would be to decrease the number
of low-yielding investments without discouraging investments with a high to
average yield. High ceilings on interest rates will also lead contractors to think
twice before asking for loans in order to import construction equipment, and
may thus induce them to reconsider their position with respect to labour-
intensive technologies.

Easier credit for small contractors

Small contractors usually do not own much construction equipment, and
are more familiar with labour-intensive technologies than are large contractors.
Yet small contractors face a number of difficulties in their attempts to obtain
a contract on public projects. Apart from the fact that the usual bidding and
contract procedures are biased against small contractors with low assets,
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small contractors are often unable to obtain loans to finance labour costs on
large public projects. Loans are necessary for small contractors, who have
little cash at their disposal and may consequently find it difficult to wait long
before receiving payment for their work. Since financial institutions usually
refuse to make loans for other purposes than the acquisition of capital equip-
ment, small contractors may be unable to compete with large contractors when
it comes to bidding for large road projects. Thus, adoption of capital-intensive
technologies is further favoured by the de facto elimination of small contractors
from large road projects. The government may remedy this situation by asking
private and public financial institutions to make loans more readily available
to small contractors.

Taxation of owned capital equipment

A number of factors—including low ceilings on interest rates, difficulty ot
importing spare parts for construction equipment, lack of proper equipmenf
repair and maintenance facilities—tends to make contractors import more
pieces of equipment than may be strictly necessary, in order to be sure that
construction work will not be slowed down as a result of lack of equipment.
(In general, contractors find it less costly to keep some construction equipment
idle than to incur construction delays.) The government may put an end to
this situation by imposing a tax on owned capital equipment. The cost of
keeping construction equipment idle will therefore increase, and contractors
will refrain from importing more equipment than is really needed. Further-
more, the imposition of such a tax will increase equipment rental rates. A tax
on capital equipment, is, however, difficult to administer. The government
must annually asc s the value of pieces of equipment at various degrees of
depreciation. Needless to say, such an assessment is difficult to make and
may lead to a large amount of litigation between contractors and the govern-
ment. This type of government intervention is therefore not very practical and
should not be attempted unless other types of action are not politically or
economically feasible.
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The use of labour-intensive methods naturally implies the organisation and
management of large labour forces; even if these methods are used exclusively
on feeder and secondary roads the labour force involved is quite substantial.
In developed countries one accepts the application of sophisticated manage-
ment techniques to the use of numerous items of equipment on construction
sites. If one accepts labour-intensive methods as a viable alternative, then there
is every reason to apply the same kind of sophisticated planning to the use of
a large labour force.

In view of the problems involved in the management of large labour forces
it is a little surprising that so little has been written on the subject. This may be
because the problems are so overwhelming, seem so daunting, or because where
large labour forces have been used in recent years, it was not done in the con-
viction that this method could compete efficiently with capital-intensive
methods, but simply because it was an alternative that increased employment.
Nevertheless, if these methods are to achieve their true potential the level of
management must be as sophisticated as on a capital-intensive project.

In this chapter an attempt is made to isolate and examine the main factors
involved in the management of large labour forces. Although no rigid rules can
be laid down in the matter, it is possible to indicate the important factors, how
they are inter-related and how the problems can be tackled together. It is
important that the factors discussed in this chapter should be considered at the
planning stage, because according to their particular combination in each case
each different project will require a different type of management.

LABOUR DEMAND AND SUPPLY

The choice of labour-intensive methods presupposes a supply of workers
ready, willing and able to work on a project; therefore a prerequisite for any
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labour-intensive project is a full and detailed knowledge of the characteristins
of the labour force in the areas through which the road will go. The sort of
labour survey that must be carried out for this purpose does not have to be very
detailed: what is required is knowledge of the number of workers who are
currently unemployed or underemployed; of how this level of surplus labour
varies during the year, i.e. in relation to the peaks and troughs of agricultural
activity; and of the skills and physical fitness of the workers available. Once
some idea has been gained of the potential level of labour supply for the dura-
tion of the road project a proper attempt can be made at planning the work.
It may be that the labour supply rules out any chance of using labour-intensive
methods; that fact should be known at the planning stage.

The level of labour supply throughout the project area should also give
some idea of the wage level that is required to entice workers onto the project.
This matter is dealt with more thoroughly in Chapter 5. It is necessary to
estimate how far workers will be prepared to travel to work at the wage rate
that will be paid on the project; this will govern the size of the sections in which
the road will be built. The Kenyan Ministry of Works has suggested, for in-
stance, that 3 km is the farthest that rural workers will walk to work. This means
either that a road project must pass close to settlements or that there will have
to be collecting points for workers, in reasonable proximity to the settlements.

Let it be assumed, then, that the characteristics of labour supply are reason-
ably well known. It is now necessary to turn to the demand. First, a reasonable
estimate should be made of the productivity of the various construction opera-
tions, and the quantity of work involved in those operations should then be
estimated also. On that basis it is possible to calculate the total man-days of
labour required. it is then possible to discover how much labour will be needed
at any one time in relation to the sequence, location and timing of the various
operations. Unless things are pianned otherwise, however, this demand for
labour may fluctuate greatly. It is much better if the demand can be kept
fairly stable, for various reasons. First, a fluctuating demand for labour can
produce serious adverse social consequences for the workers and possibly
disastrous effects on themselves and their families. In addition, if workers are
being constantly hired and fired a feeling of insecurity arises in the workforce;
not only does this make the workers less productive, it will probably alsc make
them hostile to the project. Thirdly, the labour force needs facilities; if the level
of employment keeps fluctuating, so does the level of the facilities, and this
produces inefficiency and high overheads. And last but not least stable labour
demand makes things easier from an administrative point of view.

An attempt can be made to smooth out the peaks and troughs in the demand
curve by the use of critical path planning and resource scheduling, and by
the use of time and location charts.
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Table 18. lHustration of labour requirements for a road construction project

Operation Total man-days Suggested team size
Opening a quarry 144 12
Site clearance 84 12
Excavating and loading 3450 150
Hauling and dumping ! . .
Spreading, shaping, watering, compacting 450 30

1 By means of dump trucks,

Critical path planning

Most engineers and planners will be familiar with critical path planning.!
To indicate its use in the scheduling of labour demand and supply a simple
example based on a real situation in Central Africa will be used.

The major operations in a labour-intensive road construction scheme, to-
gether with the man-days of labour required to carry them out over a 10 km
section, are as shown in table 18.

The construction of 100 km of road will be considered.

From the network produced in the normal way it is possible to draw a
demand curve for labour, as shown in figure 48. Most of the labour is employed
on excavating and loading.

The operations in the last line have been treated as a group in order to
arrive at a more stable demand curve for them. This procedure is perfectly
feasible in relation to the critical path network. The demand curve is useful in
itself because—

(a) it shows exactly what is the level of resource use at any particular time;

(b) it helps in the organisation and administration of the labour force since it is
possible to plan the facilities in relation to the number of workers on the
job; and

(c) it gives the level of financial expenditure per week on labour or, for projects
under which wages are paid partly in the form of food rations, it shows how
much money and food must be available for remuneration purposes.

The next step is to assess the supply of labour and superimpose the supply
curve on the demand curve. In figure 48 the trough in the supply curve repre-
sents the agricultural peak season, when some of the workers will return

! For a detailed description of critical path planning see R. L. Peurifoy: Construction
planning, equipment and methods (New York, McGraw-Hill, 1970).
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Figure 48. Labour supply arnd demand curves for a road construction project
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to their farms. It can be seen that this causes a shortfall in supply. In this case
various options are available:

(n) machines could be brought in to do some of the work;

(b) the gang size on various operations can be reduced (in which case their
duration will be increased);

(c) certain activities, preferably non-critical ones, could be transferred to later
dates when there would be a surplus of supply over demand.

The use of option (a) would depend to a great extent on the availability of
machines; clearly, it would generally be uneconomic to bring in machines
from some distance purely for this short period. The choice between options (b)
and (¢) depends on various factors. The main consideration will be whether it
is feasible to allow the project duration to increase. Other points to consider
would be whether it is possible to reduce the gang size and still work effi-
ciently, and how the timing of the project could be better adjusted to the
trough in labour supply.
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Figure 49, Effects of changes in duration on the cost of a project
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Critical path planning can, of course, be used in the normal way to assess
the cost of delays or of shortening the duration of the project as a whole.
Normally this involves making some assessment of the fixed overhead costs
and assessing the direct cost of the project for a variety of durations. If the
critical path is shortened there will be an increased cost relating to one or all
of the following:

(a) the supply of materials;
(b) the number of labourers; and
(c¢) payment of overtime or special incentives.

The effect of delays or reducing the project duration can then be assessed
graphically as shown in figure 49.

This is particularly useful in analysing whether labour-intensive methods
can be used: these methods may increase the duration of a project; if this is so
the effect on project cost can be seen.

In the case showii in the graph the minimum direct cost (US$35,000) is at a
duration of 83 working days. However, when the indirect costs are added, the
minimum total cost (US$40,000) occurs when the duration is 75 days. Thus the
extra cost of paying special incentives, including overtime payments, is offset
by the reduction in overhead costs. The graph also shows a direct cost impli-
cation of increasing the project duration: in this case an increase i duration of
7 days produces an over-all cost increase of US$3,000. Thus not only is there a
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loss of direct benefit because the duration is extended but the direct cost is also
increased.

From the foregoing discussion it is clear that critical path planning can
play a valuable part in the efficient scheduling and organising of labour :iili-
sation. Not only does it help to match supply and demand; it also reveals the
implications of unforeseen delays. The network can, of course, be up-dated
when necessary, and can thus provide a permanent check on the organisation
and productivity of the labour force. .

Critical path planning can also be used to assess activities in which labour-
intensive techniques could be used. In many cases it will be a question of look-
ing for the correct labour-equipment mix. Throughout this guide it has been
stressed that the methods used must be economically viable. Some activities can
be carried out best by equipment, others by labour. If labour-intensive tech-
niques are found to increase the duration of projects it may not be economically
feasible to use them; overhead costs and the loss of benefit may preclude them.
Nevertheless it is still possible to use such techniques for operations that are
non-critical, i.e. those that have ““float” in the jargon of critical path planning.
It does not matter if those operations take longer, provided that they do not
use up all the float time. Thus the operations that are non-critical in the light of
the critical path network could readily be earmarked for the use of labour-
intensive techniques.

Time and location charts

A recent innovation in the planning of civil construction has been the use
of time and location charts.! This technique is used to simplify the planning
process and present it in a way that is easily understood by non-technical staff
in the field. On a large project, network diagrams can be very complex indeed.
Because the new technique illustrates the main elements of a critical path
network without resorting to such diagrams, it has already been received
with enthusiasm by road works contractors and engineers in the United King-
dom. It should be said that the method is really applicable to rural roads only,
because in urban areas the location and provision of public utilities such as
gas, water, sewerage and electricity are external factors difficult to accommodate
in the technique. However, this limitation is not a great restriction when labour-
intensive road construction is concerned since most of the projects to which
such methods are applicable are in rural areas. The technique is illustrated in
figure 50, which refers to the project already described above. The diagram is

! The authors are indebted to Mr. M. I. Hussain of the International Labour Office for
his detailed comments, criticism and information on this topic.
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a graphical representation of the major constituents of the project. The plan
of the road is drawn at the top of the diagram. In this case only a 5 km stretch
is shown, but in practice the whole length of the road would be represented.
The chainage points are marked, as are all the structures such as bridges,
culverts and retaining walls. Naturally other major features that have an
influsnce on the project, such as areas of unsuitable material and populated
areas, can also be shown on the plan. It is useful, however, to make the plan as
simple as possible. The longitudinal section of the road is then drawn under
the plan. This shows immediately the areas of cut and fill, generally the most
important part of any project. The volume of cut and fill can be marked on
this longitudinal sector or alternatively, if a more detailed description is required,
a mass-haul or block diagram can be drawn underneath the longitudinal section.

The working part of the diagram consists of a graphical representation of
the project. The horizontal axis represents the length of the project and is a
direct projection of the longitudinal plan. The vertical axis is on a time scale
and can be in days, weeks or months depending on how much detail is required.
Further, the seasons when construction activity is limited can also be shown.
Each operation is then drawn on the diagram as a series of lines and each
point on the line represents a point in time and location. In figure 50, for instance,
site clearance is envisaged as a continuous process commencing at week 1 at
chainage 0 and finishing at the end of week 5 at chainage 5,000 (metres). The
cut and fill operations can now be drawn in. It should be noted that the time
and location diagram is not merely a represern‘ation of the time taken for each
activity but also of its location, and the drawing of the diagram incorporates
the planning of the project: thus the fill operation between Ch660 and Ch1,200
cannot effectively be executed until the drainage culvert at Ch900 is completed;
owing to scarcity of resources the cut operation between Ch2,000 and Ch3,100
cannot commence until week 8; the fill operations between Ch1,500 and Ch2,000
and between Ch3,100 ard Ch4,000 can be carried out only in conjunction with
the construction of adjacent retaining walls; the gravelling operation can be
a continuous operation between Ch600 and Ch5,000 but, because of the bridge
construction, the gravelling between ChO and Ch600 has to be delayed.

The important elements of the road construction project have now been
portrayed graphically. It is now possible to tell at a glance the most important
facets of the project: the precise time and location of each operation is por-
trayed; for any section of the road it is possible to see which operation will
take place and at what point in time. The over-all duration of the project is
also shown in the diagram.

The important features of the earth-moving operations can be immediately
ascertained. For example, take the cut and fill operations between ChO and
Chl1,500. Let us assume that a labour-intensive method is envisaged for ex-
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cavating and hauling and that the maximum efficient haul distance for this
method is 300 metres. This means that less than half of the cut from ChO to
Ch600 can be effectively transported to the fill area (Ch600-Chl,200). This
will not satisfy the requirement for the fill area (3.000 cu. m). However, this
shortfall can be made up from excavated material from the cut area Ch1,200-
1,500. The remainder from this area could be taken to the next fill area,
Ch1,500-Ch2,000.

The cut area between Ch2,000 and Ch3,100 provides another example.
The soil in one section of this cut (Ch2,400 to 2,700) is unsuitable for fill
material, and must therefore be carted to tip. The remainder could be vsed for
the adjacent fill areas. However, the hauling distance will be too great for
efficient transport of all the material to the fill areas. In this case the amount of
inefficient hauling will be small, and it may be better to use the labour-intensive
method rather than change the means of hauling, or to bring in material from
a borrow pit, although in that case one is available at Ch3,400 (and can also be
marked on the longitudinal section). It should be clear that the diagram can
be used to show exactly where the excavated material will be transported to,
by what means and whether the chosen means of haulage will be efficient:
if most of the excavated material had to be transported more than 300 metres
it would obviously be wrong to think in terms of a means of hauling for which
the efficient maximum lead was only 300 metres. The diagram can therefore
be used as a guide to the choice of techniques. By assessing the capability
of each possible means of hauling and comparing it with the time and location
diagram it is possible to tell at a glance whether the method is practicable for
a particular operation.

The foregoing discussion merely points out the possibilities of the use of
this method. Engineers will automatically see the relevance of a planning
diagram which can be easily read and which can show pictorially the problem
involved in the execution of the project.

The diagram also shows the relationship in time and location of one opera-
tion with another: thus the dependence of one operation on another is shown
in the same way as in a critical path network. Figure 50 in fact shows only
one starting point of the project, i.e. at chainage 0. However, it would of
course be possible to start in many places along the length of the project at
the same time as long as resources were available. Thus the site clearance
operation, which is shown as starting at chainage 0 in week 1 and concluding
at chainage 5,000 in week 5, could start in week 1 at several points along the
length of the project. For ease of identification each type of operation should
be drawn in different colours or patterns.

Complex operations such as the construction of a bridge are shown as a
single line on the diagrams. However, a separate critical path diagram can be
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drawn for each such operation so that the separate, individual operations
invoived can be related to each other. In the basic diagram this would be un-
necessary since what is important in that context is the relationship of the bridge
construction to the project as a whole.

The diagram can be used to calculate the total resources required on the
project day by day or week by week. This is shown at the left hand side of the
diagram. This resource scheduling process can be as detailed or as simple as
is required. In this case, for the sake of simplicity, only a few different kinds of
resources have been allowed for (four kinds of labour and four kinds of equip-
ment). Taking week 5 as an example, reading across the row to calculate the
number of unskilled labourers required, we find that the bridge construction
requires 50 labourers and the fill operation at Ch600-Ch1,200 requires 70, as
does the same operation between Ch1,500 and Ch2,000. The adjacent retaining
wall requires 40, the culvert at Ch 3,500 requires 20 and the site clearance
operation a further 12. This gives a total of 262 unskilled workers; similar
calculations can be made for skilled workers (perhaps disaggregated into say,
carpenters, masons and steel-fixers and supervisors) and the whole range of
equipment and small tools. The project planner therefore has an immediate
display of the resources required on a weekly basis. On labour-intensive pro-
jects the labour demand curve can be directly plotted and included as shown
in figure 50, and on this can be superimposed the expected labour supply curve.

The time and location study technique is a very useful instrument of planning
and execution. On lainur-intensive projects it provides a firm basis for the
scheduling and planning of the work of large labour forces and therefore has
a direct management application. The technique has already been successfully
used on large rural motorway projects. It has been particularly well received
by site managers and supervisors, who can understand it easily without formal
training. Because it is simple and efficient, the technique seems ideally suited to
the planning of road construction projects in developing countries.

SUPERVISION

One cannot overemphasise the importance of good management in relation
to labour-intensive projects. In equipment-inicnsive projects a manager creates
the r:ght conditions for the maximum utilisation of his plant. In labour-
intensive projects a manager must create an environment conducive to high
labour productivity. With regard to the management of large labour forces the
main point to recognise is that the manager has to be not only a technician
and an administrator but also somewhat of a behavioural scientist: he needs
to have an understanding of such factors as tribal differences, the family and
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village hierarchy, the attitude to work and the psychological involvement of
the workers in the project. At the very least he must ensure that the rates of
pay are sufficient to act as incentives; and the composition of the gangs must
ensure that each member is working with his fellows and not against them.

The cost of administration and supervision may be much greater in public
works and construction than in labour-intensive manufacturing. In particular,
organisation and administration become more important (and hence expensive)
when a large number of small labour-intensive projects call for the mobilisation
and use of large numbers of workers. Although a shift from large to small
projects may render the use of labour-intensive methods much more economical
in terms of construction costs in the narrow sense, there are offsetting disad-
vantages: if a project is divided into a number of smaller projects, this increases
the administrative workload, especially if the organisation of the group of
projects remains highly centralised. Paradoxically enough, the limited decen-
tralisation of authority in such cases may ultimately increase the workload for
the central management, especially if decentralisation is combined with local
participation in decision making. {* is, however, not proven that labour-
intensive programmes which rzauire ‘nat work be taken to the workers must
necessarily raise administrative and supervisory costs. The subdivision of a
given amount of work into smaller amounts not spread over distant worksites
may effect over-all economies in organisation, management and supervision.
On the other hand a vast increase in the number of small-scale projects would
make greater demands on planning, organisation and co-ordination.

Study of Chinese experience in labour mobilisation on construction schemes
shows that successful organisational innovations considerably reduced the
need for scarce supervisory skills. For example on the People’s Victory Canal
Irrigation Project (in the Yellow River Basin in Honan Province), the con-
struction of structures was divided into large-scale, medium-scale and small-
scale works, the last being undertaken mostly by peasant workers supervised
by team leaders. It has been reported that “wherever possible standard sectors
were set up 164 to 328 feet (50 to 100 metres) apart to serve as models for the
peasant workers. This enabled the number of team leaders to be reduced.”!

Unfortunately, there is a distinct lack of training in this sort of management
in developing countries, and it will be necessary to launch special courses for
this purpose.? It would be best if the running of such courses were regarded as
being an integral part of the duties of the public works department so that the

! Kanwar Sain and K. L. Rao: Report on the recent river valley projects in China (Govern-
ment of India, 1955), p. 53.

® The Kenyan Government has recently initiated a training scheme for middle manage-
ment personnel in connection with labour-intensive road construction.
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courses might be directly related to the product of the projects on which the
trainees will subsequently work.

LOGISTICS

In any labour-intensive project it will be necessary to provide extensive
site facilities for the labour force. It has often been suggested that the overheads
in these projects will be greater than in an equivalent capital-intensive one.
In cost terms, however, the facilities in question should be seen as a part of
remuneration, as an extra incentive to work: if the workers are given good
working and living conditions they will respond more easily to management.

When discussing the logistics of large labour forces a distinction should
be drawn between the “core” labour force, i.e. the workers who are employed
throughout the duration of the project, and the casual labour. The core
workers will move along with the progress of the work; they will in fact live
on the job, whereas the casual workers will be taken on locally as and when
demand requires. Although casual labourers should also have basic canteen
and other welfare facilities, and should receive equal treatment as far as wages
are concerned, there is no necessity for camps to be provided for these local
recruits. However, it is desirable that they should be transported to and from
their villages. This ensures that the workers will actually report for work on
the site and that when they arrive they shall not be tired from walking to
work. If a large proportion of the workforce is casual, this fact limits the length
of the section on which work can be undertaken. The total length of road
to be built would have to be broken down into sections that could be easily
supplied with labour.

It may be impossible to build the road purely by locally recruited labour,
and it may in fact be better to use a basic core of workers, because they will
constitute a section of the labour force for which training time will have to be
allowed only once during the life of the project, whereas a learning period has
to be allowed for every time a new band of local workers is taken on.

The core workers will have to be housed, fed and provided with cther
facilities in a communal camp. Its size and sophistication will depend upon the
length of time for which it is occupied and the size of the project. However,
there are certain basic prerequisites. A clean and adequate water supply must
be provided for drinking. cooking and washing. The provision of water for
the workforce must be planned for and costed. This may be a very difficult
task in some areas, and may require the provision of water bowsers to bring
the water to the site, or the drilling of wells.

The provision of food is particularly important. The effect of a good diet
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on the productivity of workers can be taken for granted, although it has not
been possible to establish any exact correlation between the productivity
and nutrition of a group of workers in developing countries. As far as large
labour camps are concerned it shouid be possible to ensure that all the workers
are adequately fed. This could be done by means of a site canteen, whether
run by the site management or by a private firm brought in for the purpose.
However, if the workers are recruited locally from among the unemployed
and underemployed, in areas where food is scarce, two problems arise. First,
to work effectively they will probably need more food than they consumed
previously. Secondly, if there is already a shortage of food and they earn
money with which they buy food, a rise in food prices may result. Conversely,
experience has shown that care must be taken to provide only food that is
not readily available in the locality; otherwise it may depress the price and the
production of locally grown food. Nor must the labour employed be moved
away from other productive work such as farming. If the workers on the
project are brought in from outside the area a problem may also arise in that
they may be able to purchase the little food that is available, thus giving rise
to a shortage of food for the local people and ill-feeling on their part. In any
event in any area where a big construction project is undertaken, the local
price of food may be affected by the increased demand on the part of the
workers and by any additional supplies brought in by the management. This
possibility must be foreseen, and preventive action taken if possible.

Difficulties of the kind just described may also arise if food is provided
in part payment of wages. Payment in food can ensure that the workers have
a correct diet, and it can also attract workers who would not be interested
in a purely money wage. However, it would not be proper to make food the
only remuneration, except for self-help projects under which workers build
short stretches of link or feeder roads in their free or underutilised time, to
meet the specific, direct needs of the local community to which they belong by
facilitating access and the marketing of produce. No such justification exists
for works of general public interest, such as important components of the
national road network, including main highways.?

Yet other problems may arise: for instance, a British military assistance
team supervising the construction of rural roads in Ethiopia found that the
further the roads progressed from the main roads the more difficult it became
to maintain food stocks and ensure a regular supply. Because food is a precious
commodity in many developing countries great care has to be taken to ensure
that the food is in fact all distributed to the workers and not channelled else-
where. This involves some strict supervision and may lead to delays.

! The Protection of Wages Convention, 1949, deals with this matter of payment in kind.
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There are no ready-made answers to the problem of feeding the labour
force. However, in planning the work it is important to recognise that the
availability of food is an important consideration: the secondary effects of
using a large workforce must not be underestimated, and the construction of
the road must be viewed in terms of the over-all economic development of
the area.

Medical facilities must also be provided of a level that will depend among
other things on the size of the labour force. In large camps it is also important
te provide leisure facilities serving the requirements of recreation, entertain-
ment, adult education and religious observance. Because such facilities engender
a community spirit and aid discipline, they can often be justified on economic
grounds alone.

Certain other problems arise in relation to the use of large labour camps.
These relate more to the effect on the local population and environment than
to the workers themselves. Whenever a large, predominantly male group of
workers are brought together for hard, physical work it is inevitable that
there will be discipline problems. Unless very strict precautions are taken a
great deal of ill-feeling may arisc among the indigenous population. This will
be particularly true if the imported workers are of different cthnic origins to
the local population.

It should be clear from the foregoing that on major projects involving the
use of large labour forces the setting up of a work camp may be one of the
major costs. This may not be such a serious problem in the case of dam construc-
tion, for example, in which the work camp is fixed for the duration of the
project. However, in the case of road projects which may be 100 miles long it
may not be feasible to have one fixed camp. In that case the cost of setting
up work camps will be magnified, and it is therefore not recommended that
labour-intensive methods should be used, initially at least, for such major
projects. If long lengths of road are to be built by these methods, however,
it will be necessary for the planners to seriously consider alternatives to the
setting up of large camps. Three such possibilities are to set up a larger number
of smaller camps; to break the road length into short stretches and use only
the locally available labour; or to plan the work so that the workers responsible
for the different operations will be housed at different locations. This last
system implies, for example, that one section of the route will be cleared of
vegetation while the major earthworks are being carried out on another. It
requires very careful planning, and the practical problems involved in carrying
out the different major construction operations in isolation instead of in their
normal immediate sequence would be considerable. The latter two methods and
the more usual method are shown in figure 51. The two non-traditional pro-
cedures give rise to problems of co-ordination between the sections, but this
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Figure 51. Location of operations half-way through the construction of any given
long stretch of road under different construction procedures
(Direction of progress left to right—-)

Typicatl traditionai procedure

Site Clearance (S.C.)
Earthworks (E) |

i
! k
Compieted Base course (B.C.) I : Unworked
Surfacing (S) | E
Sectionalised construction procedure
S.C. S.C. S.C. S.C.
L E Un- E Un- E Un- E_ |
Completed B.C. worked | B.C. worked | B.C, worked | B C, Unworked
S S S ]
Procedure involving complete physical separation of operations
| Completed Surfacing Base course Earthworks Site clearance Unworked

\ may be preferable to the difficulty, human, physical and financial, of constitu-
ting a single large workforce housed in one camp.

RECRUITMENT

In some cases the public works department or its equivalent will have a
hard core of permanently employed unskilled labour. However, where labour-
intensive projects are concerned it will be unlikely that sufficient labour is
available from this source, and it will therefore be necessary to recruit locally,
Armed with his evaluation of the labour demand the project co-ordinator
should have a clear idea of how many labourers he requires from each location,
when he will require them and for how long.

In developing countries direct recruitment of workers on an individual
basis may be a complex matter. On the assumption that the prospective
employees are literate, which is not necessarily the case, notices can be posted
to publicise the employment available. It will probably be necessary to hold
meetings in each population centre to inform the people of the forthcoming
project and to ascertain how many labourers would be available. Recruitment
may also be carried out through authorised or licensed recruiting agents
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Figure 52. Information bulletin for workers employed on a labour-intensive project

PASIG PROTERERQ RIVER CONTROL PILOT PROJECT
Why * pilot project ”?
To prove the work can be done as well by hand labour and bull carts at it can by bulldozer.
Wty do we have to prove this?
If you prove this the Government may do most of its levee construction by hand labour.

How will this benefit me?

If the work is done by hand labour all the money is paid to you in wages.
If it is done by bulldozer you will not receive any of it.

How much work is involved?

The pilot project will last two or three months. The new levees to be built on the Pasig

river could last for three years. If the pilot project succeeds there may be three more years of
work.

If the pilot project fails there will be no more work.

What decides the success of the pilot project?
The pilot project will suceed if—

(1) it costs no more than doing it by bulldozer;
(2) the compaction of the earth in the levee is good;
(3) there are no labour troubles.

How can we help to ensure success?
1. Make sure your carts are fully loaded—this will keep the cost down.

2. Obey the traffic signals—we have to direct traffic so that the carabao!® hooves
and bullcart wheels compact the earth.

3. Help the engineer as much as possible. If you have some good ideas as to how
the work can be improved, let him know.

! Water buffalo used as a draught animal.

operating under the supervision of the competent authorities. In that case,
however, it is essential, and very difficult, to ensure that the remuneration of
the recruiting agents is limited to any authorised fee and that they do not
take a percentage of the wages paid in addition.!

It is very important that the persons doing the recruiting should explain
exactly why the labour is being recruited. This should produce a feeling of
participation. In the Philippines the 1LO project staff issued a bulletin to each
work group which explained why the particular work was being undertaken
and how it would benefit the community. (The bulletin is reproduced in
figure 52.) This helped in the subsequent recruiting of personnel, since the
local farmers could see the advantages of being employed on a project that
could be of lasting benefit to them.

! Details of the safeguards to be taken if it is proposed to use intermediaries for recruit-
ment will be found in the Recruiting of Indigenous Workers Convention, 1936, and the
Fee-Charging Employment Agencies Convention, 1949.
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METHOD OF PAYMENT

The method of payment of workers has important repercussions on producti-
vity. Workers may be paid daily, task or piece rates. Productivity is generally
increased when workers are paid on a task-work or piece-rate basis. However,
financial or legal restraints may severely limit the choice of the method of
payment; in particular there may be a fixed daily wage payable on government
projects, so that it will be impossible to implement any form of incentive scheme.
Elsewhere the law may set maximum and minimum limits to the wages that can
be paid.

The task-work system is one in which a given task is set to be done in a
certain time: the workers are paid according to that fixed time. The estimation
of the task time is important, for if it is overestimated the operation becomes
inefficient, while if it is ‘underestimated the workers will feel exploited and
unrest may result. The task time should therefore be based on a thorough-going
investigation of the average time taken for each relevant operation.

The piece-rate system provides an even greater financial incentive. Pay-
ment is made according to the amount of work completed. Again the norms
that are used to calculate the payment for each unit of output must be
reasonable.

In either task-work or piece-rate systems the established norms should be
well publicised on the site. This will ensure that all workers know exactly how
they are to be paid and will not have any cause for complaint about the wages
they receive.

The method of payment used will depend on the type of project and even on
the type of operation being carried out. Thus, even when most of the workers
are paid by the day, piece rates may be paid for certain operations of critical
importance to ensure that they keep on schedule. In terms of pure wage costs
it may be that piece or task work is more expensive than work paid for by
the day. However, the appropriateness of the method of payment must be
judged by the cost per unit or by output per unit of time. For example, a group
of daily-paid workers may take ten days to construct 1 km of earth road at a
wage cost of US$2,000. If a piece-rate system is introduced the wage cost may
increase to US$2,500, but the length of road may be completed in six days.
However, the overheads involved in large labour force participation can be
appreciable. In this case let us assume that the overheads are US$150 a day.
Since the daily-paid workers take four days longer to build 1 km of road, the
overheads for that distance amount to US$600 more. Thus although at first
sight it would appear more expensive to use a piece-rate system, when over-
heads are taken into account it is in fact cheaper.

The choice of method of payment therefore depends on a variety of factors.
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From a technical point of view the method chosen for each major operation
will be that which, on the whole, ensures maximum productivity and minimum
cost.

MOTIVATION

It is clear that a whole series of factors affect the willingness of workers to
work. Financial incentives, a feeling of belonging to the project, good relations
with fellow workers, adequate welfare facilities are but a few. A good manager
of men will understand all this and more. In particular he must recognise the
need to communicate with people; he should appreciate the problems of using
groups of workers with different ethnic and social backgrounds; and he must
realise the need to be frank and honest in his dealings with his workers.

The crucial factors bearing on willingness to work are the financial incentive
and confidence in the management. The financial incentive has already been
discussed: on the basis of a detailed assessment of productivity norms it should
be possible to provide workers with the correct financial reward for their
work. The question of confidence in the management is more difficult: mana-
gers must instil the feeling that they have a complete grasp of the problems
involved in the construction of the project, and must be able to express their
understanding in terms comprehensible to ordinary workers.

CONTINUITY OF WORK

One of the main benefits of labour-intensive methods is that they give
employment to a large number of otherwise unemployed or underemployed
workers. Road construction is a field in which these benefits are most easily
achieved. Thus, the ILO team in the Philippines showed that the construction
of a gravel road by labour-intensive methods provided 12,000 man-days of
employment per kilometre, whereas its construction by a capital-intensive
method provided only 1,600.1

One of the aims of road construction by labour-intensive methods should
be to provide permanent employment for the unemployed while also giving
opportunities of seasonal employment to the underemployed.

Once an individual road is built, the workers employed on it will normally
be laid off, and the improvement in the employment situation will therefore
have been only temporary. This drawback can be avoided if the use of labour-

- 1 Deepak Lal: Men or machines, op. cit.
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Figure 53. Labour supply and demand graph for a hypothetical series of local road projects
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intensive methods is incorporated into a long-term plan. Once it has been de-
cided that these methods are effective for certain types of road, project plan-
ning should then be geared towards providing continuity of employment for the
workforce. The authorities must draw up a detailed plan of road construction
projects for a period of five years, for example. Projects on which it is consi-
dered that labour-intensive methods could be used can then be singled out and
the labour demand calculated for each one as described earlier in this chapter.
The use of resources can be scheduled in relation to these projects as a group.
Allowance would have to be made for the fact that each particular project
could draw on a local labour supply. Demand and supply could then be
equated.

The following is a simple example of how this could be done. Let it be as-
sumed that ten roads are to be built, by labour-intensive methods, between 1976
and 1981. These roads are located in the six areas of a region. For the sake of
simplicity let it be assumed that each contract takes 18 months and that the
starting dates and labour required are as given in table 19. It is assumed
that the peak period is always the second half of the year and that during the
first and last six months of the contract the labour requirements amount to
only half of the peak demand. The labour demand curve would then be as in
figure 53. Let it now be assumed that a survey has shown that the potential
casual labour supply is as follows:
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If the supply curve is then placed over the demand curve as in figure 53 it is

clear that there is a serious shortfall in supply.

Table 19. Labour demand and starting dates for a hypothetical series of road projects

Area Road Starting Number of workers required
date at peak of project

A 1 1976 1000
2 1977 3000
3 1977 4 000
B 4 1979 2000
5 1980 6000
C 6 1978 5000
D 7 1976 2000
E 8 1976 3000
F 9 1979 4 000
10 1980 2000

If permanent employment is given to 3,000 workers this will obviously
raise the supply curve by 3,000 units (on the assumption that the permanent
employment of 3,000 men does not affect the supply of casual labourers.)
The situation is now much improved. However, there are still some problems.
During the latter half of 1977 there will be a shortfall on projects A2 and A3.
It is possible that the casual workers from areas D and E couid be induced
to work on projects in area A. There is again a shortfall in supply from mid-1979
onwards, and this may mean either that extra labour has to be taken on, on a
permanent basis, or that projects B5 and F10 will have to be spread over a

longer period and thus require less labour.
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CONDITIONS OF TENDER
AND CONTRACT TERMS

This chapter is concerned with the fact that the choice of technique is
conditioned by the contractual system: the conditions of tender and the pro-
visions of the contracts often provide such a strong built-in bias against labour-
intensive techniques that no amount of information about their advantages will
induce people to usz them.

RESTRICTED BIDDING AND PRELIMINARY SELECTION
OF COMNTRACTORS

Bidding procedures may vary from country to country and for large and
small contracts. Tenders may be issued in an open market, with an invitation to
any contractor to offer bids. At the other extreme a contract may be negotiated
with a particular contractor: under that system of the “‘negotiated contract”,
the client deals directly with a contractor of his choice. That system is often
used when a contractor has a known expertise in a particular speciality. The
negotiated contract can be used to ensure that a project is carried out using
particular techniques: the client can specify not only what he wants to have
built but also how. Under that system, of course, the client must be convinced
that the methods specified are efficient.

The system of selected tendar is intermediate between open tender and indi-
vidually negotiated contracts. Tender documents are drawn up and presented
to a list of private contractors who are considered to be capable of under-
taking the prciect. In many developing countries not a!l contractors are quali-
fied to bid for construction projects. For instance in the Philippines a committee
of the Public Works Department screens contractors on the basis of what is
called a “pre-qualification test”. The main purpose of this screening is to ensure
that the short-listed contractors have an adequate stock of equipment, or ade-
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quate funds to be able to rent whatever equipment they may need. Since only
contractors who have or will have a sizeable stock of equipment are allowed to
bid, the system encourages the use of capital-intensive methods. The require-
ment concerning availability of stocks of equipment may also give preference
to big foreign contractors over the local medium-sized and small contracting
firms: a big contractor is not only likely to have more and bigger equipment but
also machine operators, mechanics and supervisors and his own spare parts and
supply organisation, in addition to an easy access to finance, equipment and
repairs abroad. To eradicate some of the biases involved in the selection of
contractors for a selected tender list the minimum plant holding proviso could
be waived for contractors who are known to te efficient in the use of more
labour-intensive techniques. This suggestion implies a more thorough exami-
nation of the qualifications of contractors who apply to be placed on the
selected list. The criterion will not be whether the contractor has enough equip-
ment to carry out the project, but whether he is efficient in the use of his re-
sources, be they equipment or labour.

The size of contracts may also favour the big foreign over the small local
contractor, and it is desirable that, wherever possible, projects should be divided
into large numbers of small lots to facilitate tendering by small and medium-
sized local firms. However, there may not always be scope for splitting up
large contracts into small ones: the nature of construction work may require
large contractors. Secondly, while the small contractor cannot take on large
contracts, a big contractor may subcontract to small contractors by splitting
the total amount of work into different parts. In such a situation, the effect
on employment might not be adverse unless equipment-intensive methods
were used extensively even on smaller-sized works.

CONTRACT TERMS
Standard design specifications

Consulting engineers, be they local or foreign, introduce biases at an early
stage of a project. It is they who undertake the pre-feasibility and feasibility
studies. Once such studies are completed and a certain direction is recommended
in them, there is often very little chance of varying technology at the design
or construction stage. In many countries genuinely local firms of consulting
engineers are few. On the other hand manv nominally local engineering firms
in developing countries are branches of large foreign or multinational firms
whose knowledge and experience is confined to highly equipment-intensive
methods. Thus a bias in favour of a high degree of mechanisation will be caused
by the fact that these firms import standardised design and construction speci-
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fications from the advanced countries. In many cases these standard specifica-
tions are not appropriate to the needs and local situations in the countries to
which they are transplanted. Unless they are modified to suit local conditions,
they remain “over-specified”, and thus necessitate corresponding equipment-
intensive methods. Governments can be much stricter in their selection, briefing
and supervision of consultants. They shouid look very closely at their experience
and expertise, and should ensure that the brief given to them clearly indicates
the need to investigate the employment and foreign exchange aspects of any
proposals that are produced. Within government agencies it would be possible
to set up a small unit which would study the specifications and standards set
by ~onsultants to ensure that there is no unnecessary bias towards equipment-
in -~ .ive methods. The international organisations also can be much more

rigoious in their letting out of contracts to consultants for projects in developing
countries.

Technology clauses

In most cases the contract documents in developing c. antries do not include
any specifications about the equipment-labour mix to be used for any particular
task. In some countries, however, as in the Philippines, guidelines issued by the
public works department for provincial and district authorities do mention
the need to study the feasibility of using labour-intensive methods, even though
the use of such methods is not specifically provided for in the contracts.!
In the Philippines such guidelines have been useful in encouraging consulting
engineers and contractors to consider the possibility of using efficient labour-
intensive methods.

A detailed evaluation of alternative labour-intensive methods needs to be
made first by consulting engineers at the design stage.? Subsequently, speci-
fication of the alternative techniques needs to be introduced in contract docu-
ments. However, mention of alternative methods in contracts alone is not
enough: it is important also to ensure proper implementation, and supervision
of the use of labour-intensive methods in practice. Both governments and
consulting engineers have a role to play in that respect. The former could make
sure that terms of reference for feasibility studies and engineering design

promote the investigation of possibilities of substitution of labour for equipment
in road construction.?

! See Deepak Lal: Men or machines, op. cit.
% Sce Chapter 2.

% Also see G. W. Irvin: Roads and redistribution, op. cit., Ch. 6.
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Minimum employment clauses

A specific provision about the minimum amount of employment to be
created by the implementation of a road project can also be included in the
contract. Such a provision amounts to making the contract a “labour contract”’
under which a labour contractor provides a specified number of workers at
some specified time and place. This implies that the management of labour will
be subcontracted locally. This method has been tried out by the Kenyan
Ministry of Works quite successfully.! However, it is important to ensure that
the conclusion of a minimum employment contract does not really amount to
the mere provision of unemployment relief or to an :nproductive uiilisation of
labour. When contract specifications and documents simply specify what should
be done but not how, there is a danger that contractors will overstaff by hiring
extra labour without necessarily making use of it. The most objectionable
aspect of this approach is that an opinion might develop that employment on
a road involves no work at all.2

To avoid underutilisation of labour, it may in some circumstances be better
to specify in contracts that either (a) particular labour-intensive methods shall
be used, or () a minimum amount of employment shall be created. If the
labour-intensive methods ave explained in detail, the contractors will make use
of them provided that they are given the appropriate incentives to do so. In
such a situation, a minimum employment clause might not be necessary. By
making use of labour-intensive methods, contractors will ipso facto employ
more labour than they would in the absence of knowledge of such methods.

Time limits

Most contracts provide that the construction work must be completed
within a certain time. Because of such dcadlines, both the public authorities and
the contractors themselves are inclined to prefer capital-intensive methods, on
the assumption that it will take much longer to complete a given task with the
alternative labour-intensive methods, not necessarily owing to any technical
inferiority of these methods themselves but owing to the organisational and
planning difficulties that are considered in the previous chapter: for example,
when work has to be completed by a time specified in the contracts, the possi-
bility of a bunching of operations caused by initial delays in either starting
work ¢r completing part of it may tend to favour mechanisation. However,
even it gestation lags with labour-intensive methods are longer, the social cost

! See ILO: Employment, incomes and equality, op. cit., C hapter 11 and Technical Paper
No. 8.

*Jens Miiller: Choice of technology in underdeveloped countries, op. cit., pp. 86-87.

242




Tenders and contracts

of delay in completion of construction work may be compensated by the social
benefits that may result from greater employment or benefits in terms of
reduction of social costs of construction through the use of labour-intensive
methods. Where it is clear, therefore, that labour-intensive techniques, though
they may extend the duration of the work, are socially the most efficient,
consideration should be given to waiving the contract duration limit and any
attendant penalties. In cases in which labour-intensive techniques can be
applied, the contractor himself can be requested to specify the contract period
in his tender. The onus will then rest on the client to decide whether the increased
duration is offset by the more efficient use of the available resources.
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ATTITUDES OF ENGINEERS

It has been said that ... the basic trouble with engineers is that they are
professionally driven by what Schumpeter once called ‘the half-artistic joy in
technically perfecting the productive apparatus’. Give an engineer a machine
and his instinct is to improve it; give him a plant and his instinct is to automate
it. From his point of view it is perfectly understandable, even laudable. The
engineer’s interest is in technical efficiency ... and from this point of view,
machines are often more reliable than men.”! Many aspects of the engineer’s
education and environment tend to reinforce such an attitude. Most engineers,
whether from developed countries or from the developing ones, are educated
and trained according to curricula relevant to the problems of developed
countries. This often implies a very high degree of specialisation and a tendency
to ignore possibilities of trying alternative approaches to problems. As Jens
Muiiller 2 puts it, polytechnical training institutes are being replaced by mono-
technical institutes, with the result that “‘a one-solution-to-one-problem atti-
tude” has developed among technologists and engineers.

Until recently, little attempt has been made to introduce the subject of
appropriate alternative technologies into the curriculum of institutions for the
training of civil engineers. It is all very well for civil engineers from the develop-
ing countries to be trained in the intricacies of sophisticated highway design,
project planning and evaluation, but to give them such training without con-
sidering the environment in which they will be working in their own countries is
irresponsible. It is often the case that an engineer’s training precludes a choice
of technology related to his own environment; and it is therefore necessary to
instil into educationalists in both the developed and the developing countries
the need to adapt their courses to the needs of the participants.

1 James Pickett, D. J. C. Forsyth and N. S. McBain: *“The choice of technology : Economic
efficiency and employment in developing countries”, in World Development, Mar. 1974, p. 51.

2 Jens Miiller: Choice of technology in underdeveloped countries, op. cit.
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Even when engineers have received a grounding that would enable them
to envisage the use of alternative techniques, their approach is often biased by
considerations of professional prestige. Because the socio-economic environ-
ment from which the “best-practice” techniques are borrowed is one in which
labour is scarce, such techniques are capital-intensive and labour-saving. In
developing countries, on the other hand, it is capital and not labour that needs
to be saved. The desirability of technical efficiency can in any event be exagger-
ated in the context of road construction in developing countries. For one
thing, earlier chapters in this manual have shown that labour-intensive methods
of road construction can also be technically efficient. Wherever they are not,
requirements of technical efficiency need to be weighed against those of social
and economic efficiency. High standards of design and quality, which may have
to be met by the exports of developing countries in order to compete in inter-
national markets, may not be necessary for roads, since they are not tradeable
goods.

The inclination of engineers to use capital-intensive methods also results
from a preconceived notion that operational problems involved in managing
large masses of labour are avoided if capital-intensive methods are used. While
this may well be true, the problems of labour management are not insurmount-
able, as has been shown in Chapter 10. Nor should one ignore the very serious
problems involved in using heavy equipment in developing countries. Shoriages
of spare parts, late deliveries, cannibalisation of equipment and lack of skilled
manpower are by no means exceptional. Moreover, the cost of breakdowns
and non-utilisation is often left out of account when assessing the desirability
of using such equipment, as was shown in Chapter 5.

Changing the attitudes of civil engineers is partly a matter of creating the
right professional environment, i.e. altering the system of incentives and rewards,
both material and non-material, and partly a matter of changes in the contents
and methods of training.

The current system of rewards and recognition for engineers is such that they
are not likely to either develop or promote technologies and designs that are
not up to the most “modern” western standards. One means of encouraging
engineers to devise and implement designs and technologies more suited to local
requirements is to establish a structure of financial incentives that would
specially favour such innovations. However, financial incentives alone are not
Liely to be enough, and the prestige of engineers who promote the use of
appropriate technologies needs to be fostered more directly by such means
as special annual awards for innovative labour-intensive designs and seminars
for the display and demonstration of such innovations, with the participation
cf the highest-ranking political leaders in these events to show their commit-
ment to and support for the innovations in question.
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Since unduly specialised training has at times prevented engineers and
technologists from considering different solutions to a given problem, it is
worth encouraging the development of training institutions where different
approaches are taught. However, such institutional changes alone will not be
enough. Even in institutes without the desirable variety of courses, curricula
could be changed to include discussions of the concepts of “intermediate” or
“appropriate” technologies, with some illustrations and exercises to show how
such a concept is translated into action. At present most engineers and techno-
logists are not easily exposed to such issues in the normal course of their training.
There is a virtual absence of appropriate training material for work on appro-
priate technologies, and it is therefore necessary that material suitable for
training in schools, technical colleges, institutes of technology and universities
be developed and used as part of the curricula.

Special seminars and training courses could also be organised. In these
courses, instead of the standard training material, specially designed material
for demonstration of technological alternatives could be used in order to
enhance their acceptability. Demonstration projects could also be set up on
which political leaders could demonstrate such “intermediate’” techniques as the
use of wheelbarrows and steel scrapers. thus giving them social sanction.

In certain developing countries there are State-owned construction com-
panies: Ghana, Kenya and Tanzania, for example, all have publicly financed,
government-managed companies that compete with private contractors. As
long as these are efficiently run they can be used as a vehicle for promoting
viable alternative technolocies. The demonstration effect would enhance the
prestige of these methods and the reputation of the engineers involved.
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APPENDIX

ESTIMATION OF THE IDLE TIME COEFFICIENT

It was shown on p. 101 that the over-all capacity, O V'C, per man-hour or equip-
ment-hour must be adjusted for a number of remunerated idle times, including—

(a) travelling time to and from the worksite,

(b) sick leave,

(c) public holidays and annual holidays with pay,
(d) work stoppages due to bad weather, and

(e) officially agreed rest periods.

The foregoing list of renumerated idle times may be expanded or shortened depending
on the laws, regulations or practices that determine the conditions under which
labour is employed. It should, however, be noted that idle times included in the
formulation of the idle time coefficient should not include idle times that are already
taken into consideration in the formulation of the over-all time (O¥VT) as defined in
Chapter 3. In particular, it should not include idle times such as those resulting from
equipment breakdown and normal waiting between consecutive operations.

The remaining part of this appendix will show how x may be estimated. The
symbol x expresses the ratio of the sum of idle periods per unit of time to the number
of remunerated hours in the same unit of time, that is

- (58)

where i refers to the type of idle time period (e.g. rest period, travelling time);
t; = duration, in hours or fractions of an hour, of idle time of type i/ during
the adopted unit of time;
T = total number of remunerated work hours that make up the adopted
unit of time (e.g. 8 hours per day, 40 hours per week); and
n = number of types of idle time.

Since many of the idle periods occur every day, it is suggested that the working day
be adopted as the unit of time. Idle periods that do not occur daily must then be
divided by the number of working days over which they occur. Thus, if some idle
periods occur weekly, these periods must be divided by 5, 6 or whatever other number
of working days make up the working week.
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SUBDIVISION OF IDLE TIME

Idle time can be subdivided as follows in order to estimate ¢; in equation (58).

Travelling time to or from the worksite

The estimation of travel time is required only if workers are paid for the time during
which they are being transported to or from the worksite. The way to carry out such
an estimation is described in Chapter 5. It may be noted that the travelling time is
project-specific.

Rest periods

The term “rest periods™ here covers periods of idle time of at least five minutes. The
duration and number of rest periods may be governed by regulations or by custom.
In cases in which they are governed by regulations, one need merely refer to the
regulations in order to obtain a fairly accurate estimate of this element of idle time.
If the frequency and extent of rest periods are governed by customs applying to the
whole region they will also be easy to ascertain simply by interviewing a field engineer
or a foreman. On the other hand if they are governed by customs applying in smaller
areas, project evaluators may need to undertake field studies in order to obtain the
information required.

Bad weather

Stoppages due to bad weather that affect labour costs are necessarily work stop-

pages during which the workers are remunerated. Remunerated idle time due to bad
weather is a function of—

(a) regulations governing the remuneration of labour in the event of bad weather; and
(b) the weather at the project site at the time when the road is being built.

Project evaluators may obtain data from the local weather burecau, if any, in
order to estimate the probable number and duration of work stoppages due to bad
weather. Given these data and the regulations governing remuneration, it will be
possible to estimate the duration of remunerated idle time due to bad weather.
For example, if a road is being built in a tropical country at a time of the vear where
it rains daily in the afternoon for about one hour during which construction work
must stop, and if workers are paid for that hour, then #; = 1. The following is another,
slightly more complicated example. A road is being built during the winter season
in a country where, on the average, it rains for about 10 hours a week. The workers
are employed for 8 hours a day 6 days a week. On the assumption that the 10 rainy
hours are spread over the week without following any specific sequence, the fraction
of idle time per working hour may be computed by relatively simple probability
calculations: the total number of hours per week is 24 x 7 = 168 hours; the total
number of working hours per week is 6 X 8 = 48 hours; the probability that it will
rain during working hours is thus equal to 48 — 168, and the expected value of rainy
hours during the working hours of the week is equal to

48 .
(@) 10 = 2.857 hours = 172 minutes.

The two foregoing examples are fairly simple; real cases may require more sophis-
ticated calculations. In general, however, such calculations are warranted only in
cases in which the climatological data are reliable; if this condition is not met, rough
estimates of idle time due to bad weather will have to be vsed.
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Holidays

Given tentative starting and completion dates, it will be possible to sum up the
number of paid holidays that occur during the construction period. Holidays with
pay falling on the usual weekly days of rest should not be included in the summation.
Given a construction period of D days, and a number 4 of holidays, the fraction of

idle time due to paid holidays is equal to —D‘-i .

Sickness or injury

As long as sick or injured workers continue to receive a daily wage, their sick
leave should be regarded as idle time since it affects labour costs. The main difficulty
is to estimate the total number of days of absence due to sickness or injury in any
given period. Project evaluators may obtain averages from interviews with contractors
and foremen or from field studies. If it is found that an average of / labourers out of a
total labour force of L miss work every working day by reason of sickness or injury,

the fraction of idle time due to sick leave is equal to é If information on sick leave

is not available and if there is no time for field studies, project evaluators may use
averages derived from over-all national studies or from studies of particular sectors
of the economy.

FORMULATION OF THE IDLE TIME COEFFICIENT

A mathematical formulation of the idle time coefficient, x, may now be provided
for cases in which labourers receive a wage during any of the idle time periods enu-
merated above. For any kinds of idle time that are unremunerated or do not occur
for a given project the appropriate terms in the equations that follow would be equal
to zero.

The sum of individual idle times, ¢, may be defined as follows:

d.T I.T
t =l,+[,.+lw+—D~+—L- (59)
where 7, = round trip travel time in hours,
t, = daily idle time due to rest periods, in hours,
1, = expected daily work stoppage due to bad weather, in hours,
D = total number of work days in order to complete the project,
d = total number of holidays occurring during the construction period that
do not fall on the weekly day or days of rest,

! = average number of labourers who are sick out of a total number of

labourers L, and
T = number of paid work hours per day.

The idle time coefficient x is then equal to

t
x=7 (60)

The foregoing formulation may, however, need to be modified if idle periods
overlap: a rainy period may occur during a rest period or during the travel time to
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the workplace; similarly, a rest period will necessarily overlap with a sick leave

period. To allow for overlaps probability calculations may be made as described
below.

If there is no overlap of idle periods, the sum of these periods, not including
holidays and sick leave, is equal to

L+ttt =t (61)

One may consider first the case of bad weather, defined here as weather conditions
necessitating that work be stopped for at least 5 minutes. The probabulity that bad
weather will cccur at any time during the idle time ¢’ is equal to

t'—t,

=

The expected value of the time overlap between ¢, and ¢’ is then equal to
Pty

Thus once account is taken of the possible overlap between idle time due to bad
weather, ¢, and idle times ¢; and ¢,, the adjusted sum of these idle periods is equal to

A=t—p.t, (62)

The value of x may now be reformulated as follows:

X = — 63
X 7 (63)

d.T I.T
here t" = A+—+—.
where + D + I

Equation (63) is not strictly correct, in the sense that it does not take into consideration
an additional possible adjustment, namely that sick leave and holidays could overlap
with the sum of idle times 4 (overlap between sick leave and holidays need not be
included because sick leave records cover work days only).

In most circumstances such an adjustment would not be substantial enough to
have a significant effect on the value of x, and equation (63) would therefore generally
provide a sufficiently accurate basis for estimating the idle time coefficient.

The following numerical example illustrates the use of equations (60) and (63).
Let it be assumed that 1 million cubic metres of earth are to be excavated and that

T=28,1 =051=051 =03

In the interests of simplicity, let it also be assumed that there are no holidays or sick
leave; then x and the estimated excavation cost C will have the values indicated in
table 20, according to the assumptions made or in other words the equation used.
It will be seen that adijustment for idle time periods increases excavation costs by
between 15.6 and 16.3 per cent. Adjustment for overlaps does not substantially
affect excavation costs, since these decrease by less than 1 per cent.

Other formulations of the idle time coefficient could be worked out in order to
take into consideration additional or different idle periods, as well as various possible
overlaps among them. It is up to the project evaluator to identify relevant remunerated
work stoppages and integrate them into a single coefficient.
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Table 20. Effect of different formulae on the adjustment of labour costs to allow for

idle time
Assumptions Idle time Excavation cost
coefficient C
x) ($000s)
No idle time 0 300
Equation (60) 0.163 349
Equation (63) 0.156 347
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