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Methods of Economic Appraisal Through International Cooperation
Using Shadow Prices Related to Tourism Development Projects
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Abstract :

Nowadays, the sustainable tourism development in the developing countries, considering the
environment, plays a great role on the economic development through the foreign exchange
earnings, income increase, community development. However, the lack of the capital resources
has a bottleneck to realize it. The International Tourism Cooperation will be necessary for
clearing the difficulties. Japan has extended the official assistance (ODA) to the tourism
development projects “The Projects”. The theory of the Project Cycle of the World Bank
shows that the Ex-Post Evaluation (Effect Measurement) is the calculation of the economic
repercussion effects by using the Keynesian Income Multiplier Model, on the other hand, the
Appraisal is mainly the Financial Evaluation (FIIR) by using the Market Prices. The market
economy such as foreign exchange market and labor market in the developing countries is
immature and has a remarkable “Distortion” of the Market Price. Therefore, this causes the
improper distribution of the resources and income. As a result, the Economic Evaluation is
also needed by using the Shadow Price composing the Accounting Prices.

This Paper is focused on “the Projects” and reviewed the applicable possibility of the
Shadow Price (Accounting Prices) including the case studies of Hotel. Since the “Projects”
consists of the various components of goods and service, it will be difficult to calculate the
Shadow Exchange Rate (SER) and Wage Conversion Factor (WCF). The Market Prices and
Accounting Prices make difference, and EIIR (Economic Internal Rate of Return) using the
Accounting Prices was higher than the other, which gave us the important lessons of the
modification of distortion of the Market Prices.
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Use of Shadow Exchange Rate 4na' Standard Conversion Factor Compared

Economic value (Rs)?
Using Using
Financial value* ~ shadow  standard
/ conversion
Item Rs Uss rate® factord Remarks
Inflow
Gross value of wheat Traded item
produced 1,750 175 2,100 1,750
Total 1,750 175 2,100 1,750
Outflow
Unskilled labor Nontraded
(shadow wage rate item
= 50% market wage) 600 60 300 250
Imported fertilizer 200 20 240 200 Traded item
Tractor services Indirectly
75% imported traded item
component 90 9 108 920
25% domestic 120 12 138 115
component 30 3 30 25
Total 920 92 678 565
Net benefit 830 83 1,422 1,185
Ratio of inflow to
outflow 1.90 1.90 3.10 3.10

Rs Indian rupees. US$ U.S. dollars.

a. The official exchange rate is assumed to be Rs10 = US$1. Financial
prices are converted by this official exchange rate.

b. The foreign exchange premium is assumed to be 20 percent. As in note a,
the official exchange rate is assumed to be Rs10 = US$1.

c. The shadow exchange rate is the official exchange rate of Rs10 multiplied
by 1 plus the percentage of the foreign exchange premium stated in decimal
terms, or Rs12 (10 X 1.2 = 12}, so that Rs12 = US$1. Foreign exchange prices

(HiT) ] Price Gittenger “Economic Analysis of Agricultural projects”

are converted into domestic currency values by multiplying the foreign cur-
rency price by Rs12.

d. The standard conversion factor is the reciprocal of 1 plus the foreign
exchange premium stated in decimal terms, or 0.833 (I + 1.2 = 0.833).
Foreign currency prices are converted into decimal currency values at the
official exchange rate. Domestic currency prices are multiplied by the stan-
dard conversion factor of 0.833.
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