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Description  
 
One way of enhancing the development effectiveness of ADB operations is to ensure project quality 
at entry. An important indicator of a project’s quality at entry is its economic efficiency or viability which 
is estimated ex-ante through conduct of rigorous economic analysis.   
 
The ADB Guidelines for the Economic Analysis of projects was issued by the Economic Research 
and Regional Cooperation Department, ERCD, (formerly ERD) in 1997. This Guidelines updated the 
1987 version in response to several new developments in ADB operations such as:  greater focus on 
development effectiveness, project sustainability, quantification of environmental costs and benefits, 
and the increasing role of private sector financing. Since its publication, the 1997 Guidelines has been 
used to guide ADB staff and consultants in preparing the economic analysis in the Report and 
Recommendation of the President and their linked documents of proposed investments.         
 
Although ADB has produced a number of sector-specific handbooks, technical notes and other 
reference materials to strengthen project economic analysis in ADB operations, there was a need to 
further promote rigorous project economic analysis in ADB operations, as highlighted in the findings 
of several Economic Analysis Retrospectives and the 2012 Quality at Entry Assessment (QAE) 
produced by the interdepartmental working groups in ADB. The Economic Analysis Retrospectives 
highlighted the need for improvements in the articulation of economic rationale, demand analysis and 
alternative analysis in the case of investment projects, and the economic and social impacts of policy 
reforms for policy-based lending. The QAE assessment meanwhile noted that there was scope for 
improving the quality of project economic analysis given the large variations of quality across projects 
in different sectors. There was also strong demand from regional departments (RDs) for more 
methodological support from ERCD. 
 
While the basic principles of cost-benefit analysis have not changed much over the years, a number 
of issues regarding their application have emerged in recent years. In the context of ADB’s operational 
priorities, some of the issues include: how to evaluate urban development projects; how to appraise 
renewable energy projects given the benefits of carbon reduction; how to analyze the economic 
benefits of regional cooperation and integration projects; and how to assess the indirect benefits of 
infrastructure investments. One other important issue that was frequently raised during routine review 
of operational documents as well as management review meetings was the need to review the 
benchmark discount rate of 12% which was used by ADB to ascertain economic viability of project, 
given the significant developments in the economies of ADB DMCs.    
 
To help ensure that economic analysis methodology and procedures applied by ADB staff and 
consultants reflect the latest developments in the literature, follow the best practices amongst 
development partners and at the same time address the changing needs of ADB’s operations, ERCD 
processed a small scale technical assistance (SSTA) on 20 November 2013. The aim of the SSTA is 



 
 

to support the review and updating of the 1997 Guidelines through more technical and methodological 
work.   
 
Expected Impact, Outcome, and Outputs 
 
Expected impact of the SSTA is improved project quality at entry, thereby contributing to the 
development effectiveness of ADB operation.  The expected outcome is the improved application of 
rigorous economic analysis in preparing ADB’s development projects and programs. Key output of 
the SSTA is the Revised Guidelines for the Economic Analysis of Projects. 
  

Delivery of Inputs and Conduct of Activities 
 
The SSTA adopted a collaborative approach in the updating of the Guidelines. ERCD organized 
a steering committee composed of five ADB RDs to provide overall and strategic guidance to the 
implementation of the TA. At the commencement of the SSTA, ERCD conducted a survey on the 
practice of project economic analysis in selected development agencies and DMCs to establish 
a benchmark on the current practice on conduct of economic analysis.   
 
Consultation meetings with ADB RDs, Sector and Thematic Groups (STGs), selected 
development partners such as the World Bank, Inter-American Development Bank, European 
Investment Bank, African Development Bank, and renowned experts in project economic 
analysis were held during the updating process. Resource persons were likewise engaged to 
review and provide comments to ensure that updated draft covers the issues being addressed. 
Collaboration and involvement from key stakeholders generated opportunity for the exchange of 
ideas and allowed the updated Guidelines to benefit from respected and knowledgeable experts.  
 
A total of 5 consultants were engaged under the TA. Only one international consultant was hired 
on partial lump sum basis to support the preparation of the Revise/d draft against a provision of 
a little over 6.13 person-months of international consulting services. A total of 6 person-months 
of national consultants (1 economist and 1 research assistant) against a provision of 6 person-
months were engaged. In addition, 1 person-month of manuscript editor and 0.68 person-month 
of layout/graphic designer were utilized. Six resource persons for a total of 2.5 person-months 
were recruited to review and provide comments on the draft and  to participate in the consultation 
workshop held in 15 June 2016. All consultants were recruited on an individual basis following 
ADB’s Guidelines on the Use of Consultants 20131. Performance of the consultants ranged from 
satisfactory to highly satisfactory. 
 
With respect to the achievement of output, SSTA completed all major activities envisaged in the 
TA paper. The Revised Guidelines for the Economic Analysis of Projects was published in March 
2017. During implementation, ADB RDs and STGs provided effective support by providing 
substantive comments on the draft and engaging ERCD to address outstanding issues.  
 
SSTA’s implementation period was extended five times—from the original closing date of 30 June 
2015 to 30 September 2017. This was due to (i) the need to synchronize timing of consultation 
meetings and workshops with internal and external peer reviewers; (ii) the time needed to 
generate consensus on the final draft after taking on board all the comments and suggestions 
from ADB RDs, STGs, and internal and external peer reviewers; (iii) re-printing of more copies 
of the Revised Guidelines to make them available to ADB staff. The extensions of the TA 
completion date were approved by the Chief Economist and Director General, ERCD.  
 

                                                      
1 Recruitment follows the 2013 ADB Guidelines on the Use of Consultants which is amended from time to time. 



3 
 

The design and formulation of the SSTA is adequate in terms of being able to deliver on the 
needs expressed by ADB RDs and STGs. The terms of reference, activities undertaken, and 
implementation schedule were adjusted as needed to achieve the TA objective. The TA fund 
utilization reached 75% upon completion, with total disbursement of $169,597 and TA savings of 
$55,403. Given its mandate to ensure the quality of economic due diligence of ADB investment 
projects and experience in reviewing project economic analysis, ERCD effectively identified 
relevant issues that were key in the revision of the Guidelines. The extensive consultation 
process and inputs from the RDs and STGs helped to ensure the revisions to the Guidelines 
respond effectively to the changing needs of ADB operations.   
 
Evaluation of Outputs and Achievement of Outcomes 
 
The implementation of the SSTA was adjusted according to the feedback generated from ADB RDs 
and STGs. For example, individual meetings with RDs and STGs were conducted to  engage the staff 
during the updating process; internal as well as external peer reviewers who are experts in the field 
were consulted and requested to provide written comments on the draft. One-to-one meetings through 
teleconferencing or videoconferencing were conducted to have in-depth discussions. A finalization 
workshop involving many stakeholders including development partners was organized to agree on 
the proposed changes on the Revised Guidelines. The Revised Guidelines was presented to ADB 
management to solicit their concurrence on the major changes, i.e., lowering of the discount rate from 
12% to 9%, inclusion of social costs or benefits of carbon emission in project economic analysis, and 
the framework for investment decision rules. The Revised Guidelines also provides simplified and 
practical methods of economic analysis in response to the need of ADB’s operations.    
 
With respect to the output, the TA achieved its target. The Revised Guidelines was published in hard 
copy and made available on the ADB website for easy access. Printed copies were distributed to ADB 
management, RDs and resident missions (RMs). The Operations Manual G1 on the Economic 
Analysis of Projects was revised to reflect the major changes in the Guidelines. A corresponding Staff 
Instructions was issued to reflect the procedures to be followed in the conduct of economic analysis 
of ADB investment projects.  
 
During the presentations of the final Revised Guidelines, RDs and STGs indicated that the key 
changes address their concerns and are very much appreciated, and the new Guidelines provides 
clear guidance to ADB staff and consultants in the conduct of economic due diligence. Since the 
introduction of the Revised Guidelines and the upstreaming initiatives of ERCD to engage mission 
teams early on in project preparation, ERCD has been receiving requests from mission teams to 
discuss the conduct of economic analysis of their projects. RDs’ appreciation on early engagement 
provides an indication toward the achievement of the TA’s envisioned outcome. 
 
Overall Assessment and Rating 
 
SSTA is rated as successful. The major output was achieved, with the Revised Guidelines contributing 
to the objective of enhancing project quality at entry through improved conduct of economic analysis 
in ADB operations. Likewise, the publication is now being used as the guide for the annual learning 
program on the Introductory Course on the Economic Analysis for ADB staff as well as a reference 
material for DMC officials in conduct of economic assessments for their development projects. 
ERCD’s continuous effort to upstream economic analysis to support various ADB project missions 
and RDs will ensure continued dissemination and wider reach of the Revised Guidelines, and help 
improve capacities within ADB and DMCs. However, the Revised Guidelines is as good as it remains 
relevant and in line with ADB development operational priorities, and will likely need updating in the 
future to keep up with ADB’s evolving operations.  
 



 
 

 
Major Lessons 
 
The key lessons from the SSTA implementation include: (i) close and continuous engagement with 
internal and external stakeholders including DMCs even after TA implementation is important to 
ensure that relevant operational issues on conduct of economic analysis are made aware of and will 
be addressed in ensuing initiatives; (ii) continued collaboration with DMCs, development partners, 
established research institutions is important to keep abreast with any new issues and/or researches 
undertaken that can further strengthen or make the application of economic analysis more practical. 
 

Recommendations and Follow-Up Actions 
 
To maximize impact of the SSTA, activities to disseminate the Revised Guidelines including holding 
training workshops within and outside ADB can encourage the use of rigorous economic analysis in 
ascertaining the economic viability of any development project. Continued support to supplement the 
Revised Guidelines through preparation of practical guides, case studies or other reference materials 
to illustrate good practice in the conduct of project economic analysis will be useful.  

 

 

Prepared by:  J. Zhuang, Deputy Chief Economist, ERCD 
  M. R. M. Cham, Senior Economics Officer, EREA 


