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ABSTRACT 
 

The evaluation of any public project which retards the growth of private investment must consider 

the social opportunity cost of this forgone investment as a cost to the project.  In the formulation 

suggested by Harberger for the evaluation of public capital expenditures the social opportunity 

cost of the funds (Expressed as a rate) used to discount the net benefits of the project. The discount 

rate is constructed as a weighted average of the rates of return from investments in private sectors 

which have given up funds of finance the public projects plus a weighted average of the rates of 

time preference for consumption in the sectors that have forgone consumption to release resources 

for the public project. The weight that the rate of return or time preference in a sector receives is 

equal to the proportion of the total funds that is obtained from the particular sector. 
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