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A sound development plan entails a great deal of knowledge and skill about actual and potential projects. In a less developed economy, the allocation of factors on the basis of market prices is imperfect because there exists fundamental disequilibria in the economy. The prevalence in almost all developing countries of factor price distortions resulting in wage rates exceeding the social opportunity cost of labor and interest rates understating the social opportunity cost of capital results in the widespread phenomenon of unemployment and underemployment and the excessive capital intensity of industrial production technologies. 

Opportunity cost implies the estimating value that focuses on establishing a value on alternative opportunities or resources that were used or lost by applying them in one way rather than another way. For example, if one spent an entire day getting a car repaired, the time spent for this imposition could be valued in terms of what the individual could have otherwise done with the time. Perhaps this essentially wasted time used for this task of taking the car to the garage, sitting and waiting, and returning home could have been used by a salesperson for making several calls. The missed sales opportunities can be calculated as opportunity cost. 

If the Governments were to use unadjusted market prices for labor and capital in calculating the costs of alternative public investment projects, they would grossly underestimate the real costs of capital-intensive projects and tend to promote these at the expense of the socially less costly labor intensive projects. The existence of high levels of nominal and effective tariff protection in combination with import quotas and overvalued exchange rates discriminates against the agricultural sector and in favor, of the import-substituting manufacturing sector. In addition to reflecting-incorrectly the real terms of trade between agriculture and industry, such distorted domestic product, prices tend once again to favor upper income groups disproportionately in relation to society's lower income group. 

The most appropriate method in apprising projects from the national point of view is the cost-benefit analysis. The analysis is the most scientific and useful criterion for project assessment. It helps the planning authority in making correct investment decisions to achieve optimum resource allocation by maximizing the difference between the present value of benefits and cost of a project. It involves the enumeration, comparison, and evaluation of benefits and costs. A memorandum provided by the Federal Government for heads of executive departments and establishments defines cost-benefit analysis as “.A systematic quantitative method of assessing the desirability of Government projects or policies when it is important to take a long view of future effects and a broad view of possible side-effects”. (http://www.whitehouse.gov/). 

The objective function of cost-benefit analysis is to establish net social benefit. The function can be written as NSB=Benefit-Costs, where benefits and costs are measured in terms of shadow prices of inputs and outputs instead of in actual market prices. According to Streeten, “the call for the use of shadow prices in planning for development stems from the obvious fact that actual market prices do not reflect social benefits and social costs. Some are fixed by administrative fiat. Others are free, but influenced by restrictive practices or monopolies. Others again are influenced by quantitative controls. The shadow price is the price which would prevail if prices were equilibrium prices.…”. Shadow prices indicate implicit or true values for factors or products. J. Timbergen defined shadow prices as “Shadow prices are prices indicating the intrinsic or true value of a factor or product in the sense of equilibrium prices. These prices may be different for different time periods as well as geo-graphically separate areas and various occupations. They may deviate from market prices”. 
Shadow pricing, is used when placing a value on program outcomes other than market price. Program outcomes that cannot be bought or sold, such as social value, can be ascribed a monetary value. Some effort may be required to construct good shadow prices, but frequently some items may have been sufficiently studied to provide accurate information-that can be used in program valuing by shadow pricing. For example, the cost of incarceration is about Rs 100 per person per day. When programs significantly reduce crime rates for participants as compared to non-participants, this shadow price can be used as a means of determining estimated savings to society. Reasonable and realistic application of shadow pricing is necessary in order to avoid overly optimistic or highly inflated estimates of program benefits. 


Optimum allocation of scarce resource for production of goods and services in less developed economy is one of the important factors for having a successful development and planning. The use of market mechanism for determination of product and factor prices is not perfect and correct method because it leads to wrong allocation of resources.
In less developed economy the market mechanism functions imperfectly due to number of economic and social obstacles. Therefore, it is no possible to have project evaluation on the basis of imperfect market. It is also not possible to correctly assess the cost and benefits of a project when prices are rising during the process of planning. Shadow prices are basically used for assessing the effects of a project on the national income, which are also termed as external effects. This is done on the basis of the profitability criterion or cost-benefit analysis where both costs and benefits are calculated at accounting prices. Sometimes even rough estimates of shadow prices are also helpful.

In this context, Timbergen mentioned. “They may, for example, show how sensitive the priority figures of a number of projects are to change in such accounting prices. They may enable us to classify products in groups that are attractive under certain specified emergency circumstances... It may nevertheless have a rough guide for emergency cases." In a mixed economy, the public sector cannot be developed unless the prices of labor, capital, foreign exchange and other inputs are determined in accordance with shadow prices. Though very often shadow prices are rough estimates, yet the State should try to bring market prices close to the shadow prices of products and factors through-fiscal, monetary and other measures for the successful implementation of the plans. 

Scientific cost-benefit analysis is indispensable for selection of development projects to be financed by the public exchequer. While calculating cost-benefit analysis, shadow prices should also be used because market prices in the economy do not reflect the true social benefits and social costs. Projects started without making scientific estimates of the costs to be incurred over the lifetime of the projects and also of the annual returns that are likely to accrue from the projects often land into difficulties. That is to say, return actually realized fall short of the costs involving a colossal loss to the exchequer. 

In Manipur, we have already had the bitter experience of a number of public sector projects that have incurred heavy losses and drained State budgetary resources. For example, thirteen public sector corporations are going to shut down in the State. Lack of scientific cost-benefit study of projects is one of the major factors for the heavy losses in the state. In these days, where public resources are meager we cannot repeat such losses. Therefore, for the future all development projects are to be implemented only after making scientific cost and benefit analysis. 

