
Context of Project 
Economic Analysis



Acceptance Criteria

Internal Rate of Return (IRR)

Net Present Value (NPV)



Yes or 
No?

Project Costs 
and Benefits 
(IRR/NPV)

Sectoral
Issues

Macroeconomic 
Issues

PROJECT ECONOMIC 
ANALYSIS AS AN ONION



Yes or 
No?

1. Macro Context

The ONION Model and the 10 AAs

What macroeconomic factors 
influence target sectors and vice 
versa?



Yes or 
No?

2. Sector Context

The ONION Model and the 10 AAs

What are the binding constraints 
to the functioning of markets 
and efficient and equitable 
provision of public services?



Yes or 
No?

3. Demand Analysis

The ONION Model and the 10 AAs

How much of the output is 
wanted?  How much are the 
users willing to pay for the 
output?



Yes or 
No?

The ONION Model and the 10 AAs

4. Rationale

Why should there be public 
sector intervention?



Yes or 
No?

The ONION Model and the 10 AAs

5. Alternatives and 
Least-Cost Analysis

What is the best way of 
addressing the market or 
institutional failure or problem?



6. Project Costs and Benefits

The ONION Model and the 10 AAs

Will the project benefits exceed 
project costs?

Yes or 
No?



Yes or 
No?

The ONION Model and the 10 AAs

7. Fiscal/Financial Sustainability

Are there enough resources 
to ensure the flow of 
project benefits?



Yes or 
No?

The ONION Model and the 10 AAs

8. Distribution Analysis

Who benefits from this 
project, and by how 
much?



Yes or 
No?

The ONION Model and the 10 AAs

9. Sensitivity and Risk Analysis

What are the chances that 
the benefits and costs will 
be realized as anticipated?



Yes or 
No?

The ONION Model and the 10 AAs

10. Monitoring 
and Evaluation

Do the initial assumptions 
maintain validity 
throughout the project life?



Yes or 
No?

6. Project Costs and Benefits

2. Sector Context

3. Demand Analysis

1. Macro Context

The ONION Model and the 10 AAs

7. Fiscal/Financial Sustainability

8. Distribution Analysis

9. Sensitivity and Risk Analysis

4. Rationale

5. Alternatives and 
Least-Cost Analysis

10. Monitoring 
and Evaluation



Sequence of Analysis



How do you peel an onion?
From the outside 

going in!

MACRO

Sector

Project



Like the 10 Areas of 
Analysis

1. Macro Context

5. Alternatives & 
LCA

6. Identification of Costs and 
Benefits

7. Fiscal / Financial 
Sustainability 

8. Distribution Analysis
9. Sensitivity and Risk 

Analysis
10.Project Performance 

Monitoring System

2. Sector Context

3. Market Demand

4. Rationale



The Context in Your 
Worksheet



Consider a Toll Road Project…

Impact on 
fiscal position 

if toll rates 
are not 

accepted

Institutional 
capability to 

maintain 
project

If it’s so profitable, 
why is the private 
sector not in it?



Revenue Flows

Depends on 
demographic 
and economic 

forecasts 

Based on 
demand 
analysis

Based on 
industry 
analysis



Costs

Stability of 
forex market

Labor 
demand and 

supply

Volatility of 
prices; inflation

Institutional skill 
in project 

implementation



Information Flow: Ten AAs

2. Sector 

4. Rationale 
5. Alternatives and LC Analysis

6. Benefits 
and Costs 

1. Macro 3. Demand



Information Flow: Ten AAs

2. Sector 
6. Benefits 
and Costs 

8. Distribution

7. Fiscal and 
Financial 
Sustainability 

3. Demand1. Macro



Information Flow: Ten AAs

2. Sector 
6. Benefits 
and Costs 

8. Distribution

7. Fiscal and 
Financial 
Sustainability 

3. Demand
9. Sensitivity 
and Risk 
Analysis 

1. Macro



Information Flow: Ten AAs

6. Benefits 
and Costs 

8. Distribution

7. Fiscal and 
Financial 
Sustainability 

9. Sensitivity 
and Risk 
Analysis 

10. PPMS 



Macro and Sector Context, Demand, 
Rationale, and Alternatives involve 
half the analysis

NOT half the rhetoric.



For More Information and 
Learning Materials

Contact EREA, ERD

or visit 
www.adb.org/Economics/analysis.asp


