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Introduction	
  
	
  
Weighing	
  the	
  pros	
  and	
  cons	
  of	
  different	
  choices	
  is	
  a	
  natural	
  part	
  of	
  any	
  decision-­‐making	
  
process.	
  By	
  making	
  this	
  process	
  more	
  explicit,	
  benefit-­‐cost	
  analysis	
  provides	
  significant	
  
advantages	
  for	
  policymakers	
  as	
  well	
  as	
  for	
  those	
  ultimately	
  affected	
  by	
  their	
  decisions.	
  It	
  
develops	
  the	
  evidence	
  needed	
  to	
  identify	
  the	
  policy	
  option	
  likely	
  to	
  provide	
  the	
  largest	
  
net	
  benefits	
  to	
  society,	
  promotes	
  understanding	
  of	
  the	
  consequences	
  of	
  different	
  
choices,	
  aids	
  in	
  predicting	
  outcomes	
  that	
  might	
  be	
  otherwise	
  unexpected,	
  and	
  fosters	
  
effective	
  communication	
  of	
  the	
  reasoning	
  that	
  underlies	
  the	
  decision.	
  
	
  
Benefit-­‐cost	
  analysis	
  is	
  required	
  for	
  major	
  national	
  regulations	
  in	
  the	
  United	
  States	
  and	
  
other	
  countries,	
  and	
  is	
  increasingly	
  used	
  at	
  the	
  state	
  level.	
  As	
  a	
  result,	
  many	
  completed	
  
analyses	
  as	
  well	
  as	
  substantial	
  guidance	
  on	
  best	
  practices	
  are	
  available.	
  While	
  likely	
  to	
  
be	
  very	
  useful	
  at	
  the	
  local	
  level,	
  increased	
  application	
  will	
  require	
  designing	
  approaches	
  
that	
  take	
  into	
  account	
  the	
  time	
  and	
  resources	
  available	
  as	
  well	
  as	
  broadening	
  the	
  
research	
  base	
  to	
  more	
  extensively	
  cover	
  issues	
  of	
  interest	
  to	
  municipalities.	
  	
  
	
  
This	
  article	
  introduces	
  the	
  concepts	
  that	
  underlie	
  the	
  conduct	
  of	
  benefit-­‐cost	
  analysis,	
  
describes	
  the	
  major	
  analytic	
  components,	
  and	
  discusses	
  how	
  to	
  tailor	
  the	
  analysis	
  to	
  the	
  
characteristics	
  of	
  the	
  policy	
  and	
  the	
  resources	
  available.	
  It	
  concludes	
  with	
  a	
  list	
  of	
  
references	
  for	
  those	
  interested	
  in	
  learning	
  more.	
  

	
  
What	
  is	
  benefit-­‐cost	
  analysis?	
  
	
  
Benefit-­‐cost	
  analysis	
  (sometimes	
  referred	
  as	
  cost-­‐benefit	
  analysis)	
  is	
  a	
  well-­‐established	
  
and	
  widely-­‐used	
  approach	
  for	
  collecting,	
  organizing,	
  and	
  analyzing	
  information	
  on	
  policy	
  
impacts.	
  If	
  well	
  conducted,	
  it	
  provides	
  an	
  objective,	
  unbiased	
  assessment	
  of	
  the	
  positive	
  
and	
  negative	
  effects	
  of	
  alternative	
  policies.	
  It	
  takes	
  into	
  account	
  both	
  quantifiable	
  and	
  
non-­‐quantifiable	
  impacts	
  and	
  describes	
  the	
  implications	
  of	
  related	
  uncertainties	
  for	
  
decision-­‐making.	
  
	
  
Such	
  analysis	
  relies	
  on	
  monetary	
  indicators	
  of	
  value,	
  exploring	
  the	
  extent	
  to	
  which	
  those	
  
affected	
  are	
  willing	
  to	
  trade	
  off	
  consumption	
  of	
  other	
  goods	
  and	
  services	
  for	
  various	
  
policy	
  outcomes.	
  Money	
  is	
  not	
  important	
  per	
  se;	
  rather,	
  it	
  is	
  used	
  as	
  a	
  convenient	
  
measuring	
  rod	
  to	
  compare	
  disparate	
  impacts.	
  Denoting	
  values	
  in	
  monetary	
  terms	
  has	
  



	
  

	
   2	
  	
  

the	
  advantage	
  of	
  providing	
  information	
  on	
  the	
  intensity	
  as	
  well	
  as	
  the	
  direction	
  of	
  
preferences.	
  It	
  also	
  mimics	
  the	
  actual	
  trade-­‐offs	
  implicit	
  in	
  most	
  policy	
  decisions.	
  If	
  a	
  city	
  
chooses	
  to	
  spend	
  more	
  on	
  one	
  policy,	
  it	
  will	
  have	
  fewer	
  resources	
  available	
  to	
  devote	
  to	
  
other	
  purposes	
  –	
  including	
  other	
  policies	
  that	
  address	
  the	
  same	
  or	
  similar	
  problems.	
  
	
  
Benefit-­‐cost	
  analysis	
  is	
  based	
  on	
  the	
  principles	
  of	
  welfare	
  economics.	
  Consistent	
  with	
  
this	
  framework,	
  analysts	
  generally	
  assume	
  that	
  each	
  individual	
  is	
  the	
  best	
  judge	
  of	
  his	
  or	
  
her	
  own	
  welfare,	
  respecting	
  the	
  preferences	
  of	
  those	
  affected	
  by	
  the	
  policy.	
  The	
  analysis	
  
is	
  intended	
  to	
  provide	
  decision-­‐makers	
  with	
  information	
  on	
  how	
  those	
  affected	
  value	
  
the	
  costs	
  and	
  benefits	
  they	
  are	
  likely	
  to	
  experience.	
  
	
  
Benefit-­‐cost	
  analysis	
  focuses	
  on	
  estimating	
  the	
  opportunity	
  costs	
  associated	
  with	
  
different	
  policy	
  choices.	
  It	
  explicitly	
  recognizes	
  that	
  using	
  resources	
  (such	
  as	
  labor	
  or	
  raw	
  
materials)	
  for	
  one	
  purpose	
  means	
  that	
  they	
  are	
  not	
  available	
  for	
  other	
  productive	
  uses.	
  
Thus	
  the	
  value	
  of	
  a	
  resource	
  is	
  determined	
  by	
  its	
  most	
  productive	
  (or	
  beneficial)	
  use.	
  
	
  
Within	
  this	
  context,	
  value	
  is	
  determined	
  by	
  the	
  amount	
  of	
  money	
  individuals	
  are	
  willing	
  
to	
  exchange	
  for	
  a	
  good	
  or	
  service.	
  Choosing	
  to	
  buy	
  a	
  good	
  or	
  service	
  presumably	
  
indicates	
  that	
  the	
  individual	
  values	
  that	
  item	
  more	
  than	
  the	
  other	
  things	
  he	
  or	
  she	
  could	
  
have	
  used	
  that	
  money	
  to	
  purchase.	
  These	
  values	
  can	
  be	
  aggregated	
  across	
  individuals	
  to	
  
determine	
  the	
  value	
  of	
  the	
  good	
  or	
  service	
  to	
  society.	
  	
  
	
  
The	
  goal	
  of	
  benefit-­‐cost	
  analysis	
  is	
  to	
  estimate	
  the	
  net	
  effect	
  of	
  a	
  policy	
  on	
  all	
  affected.	
  It	
  
identifies	
  the	
  option	
  (including	
  the	
  option	
  of	
  no	
  action)	
  that	
  reflects	
  the	
  most	
  
economically	
  efficient	
  allocation	
  of	
  resources,	
  yielding	
  the	
  largest	
  positive	
  net	
  benefits	
  
to	
  society.	
  The	
  analytic	
  results	
  can	
  then	
  be	
  combined	
  with	
  information	
  on	
  legal	
  
requirements,	
  general	
  policy	
  goals,	
  political	
  feasibility,	
  and	
  other	
  factors	
  to	
  develop	
  the	
  
evidence	
  base	
  for	
  decision-­‐making.	
  
	
  
How	
  the	
  impacts	
  are	
  distributed	
  –	
  who	
  pays	
  the	
  costs	
  and	
  who	
  accrues	
  the	
  benefits	
  –	
  is	
  
typically	
  assessed	
  separately.	
  Analysts	
  generally	
  distinguish	
  between	
  resource	
  costs	
  and	
  
transfers.	
  Transfers	
  are	
  monetary	
  payments	
  between	
  individuals	
  or	
  groups	
  that	
  do	
  not	
  
affect	
  the	
  total	
  resources	
  available	
  to	
  society,	
  such	
  as	
  some	
  types	
  of	
  taxes,	
  fees,	
  and	
  
surcharges.	
  They	
  are	
  a	
  benefit	
  to	
  recipients	
  and	
  a	
  cost	
  to	
  payers,	
  with	
  zero	
  net	
  effect.	
  
While	
  transfers	
  can	
  be	
  ignored	
  in	
  benefit-­‐cost	
  analysis,	
  they	
  are	
  often	
  of	
  interest	
  to	
  
policymakers	
  and	
  must	
  considered	
  when	
  assessing	
  the	
  distribution	
  of	
  the	
  impacts.	
  
	
  
Conducting	
  benefit-­‐cost	
  analysis	
  has	
  its	
  own	
  benefits	
  and	
  costs.	
  By	
  improving	
  the	
  
evidence	
  available,	
  it	
  increases	
  the	
  likelihood	
  that	
  policy	
  decisions	
  will	
  provide	
  net	
  
benefits	
  to	
  society.	
  It	
  supplies	
  a	
  record	
  of	
  the	
  data,	
  assumptions,	
  and	
  analyses	
  
considered,	
  aids	
  decision-­‐makers	
  and	
  stakeholders	
  in	
  clarifying	
  areas	
  of	
  agreement	
  and	
  
disagreement,	
  and	
  supports	
  effective	
  communication	
  and	
  policy	
  implementation.	
  
	
  



	
  

	
   3	
  	
  

The	
  costs	
  of	
  conducting	
  benefit-­‐cost	
  analyses	
  include	
  the	
  need	
  to	
  devote	
  staff	
  and	
  funds	
  
to	
  preparing	
  these	
  assessments	
  rather	
  than	
  to	
  other	
  tasks.	
  To	
  ensure	
  the	
  efficient	
  use	
  of	
  
these	
  resources,	
  the	
  analysis	
  needs	
  to	
  be	
  carefully	
  tailored	
  to	
  focus	
  on	
  providing	
  the	
  
information	
  that	
  is	
  most	
  important	
  for	
  decision-­‐making.	
  Screening	
  analysis,	
  as	
  discussed	
  
later,	
  is	
  a	
  useful	
  tool	
  for	
  targeting	
  efforts	
  to	
  ensure	
  that	
  the	
  analysis	
  itself	
  is	
  cost-­‐
beneficial.	
  
	
  

What	
  are	
  the	
  basic	
  components	
  of	
  a	
  benefit-­‐cost	
  analysis?	
  
	
  

Benefit-­‐cost	
  analysis	
  consists	
  of	
  seven	
  basic	
  steps;	
  distributional	
  analysis	
  is	
  often	
  
completed	
  as	
  a	
  separate	
  eighth	
  step.	
  These	
  steps	
  are	
  illustrated	
  in	
  Figure	
  1	
  and	
  
discussed	
  below.	
  While	
  shown	
  as	
  sequential	
  process,	
  in	
  reality	
  these	
  steps	
  are	
  iterative.	
  
As	
  analysts	
  acquire	
  additional	
  information	
  and	
  review	
  their	
  preliminary	
  findings,	
  they	
  
often	
  find	
  it	
  useful	
  to	
  revisit	
  and	
  revise	
  earlier	
  decisions	
  to	
  reflect	
  improved	
  
understanding	
  of	
  the	
  issues.	
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Figure	
  1.	
  Basic	
  Components	
  

1)	
  Define	
  the	
  problem	
  
The	
  first	
  step	
  is	
  to	
  clearly	
  define	
  the	
  problem	
  to	
  be	
  addressed.	
  This	
  may,	
  for	
  example,	
  
involve	
  reducing	
  the	
  risk	
  of	
  foodborne	
  illness	
  or	
  traffic	
  accidents	
  from	
  specific	
  causes,	
  or	
  
increasing	
  the	
  efficiency	
  of	
  a	
  process	
  such	
  as	
  permitting.	
  Typically,	
  these	
  problems	
  
involve	
  failures	
  of	
  the	
  private	
  market	
  to	
  provide	
  adequate	
  levels	
  of	
  protection,	
  
appropriate	
  levels	
  of	
  competition,	
  or	
  needed	
  information	
  –	
  or	
  reflect	
  the	
  desire	
  to	
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address	
  other	
  social	
  goals	
  such	
  as	
  increasing	
  the	
  efficiency	
  of	
  government	
  operations,	
  
protecting	
  privacy,	
  or	
  promoting	
  fairness.	
  
	
  
2)	
  Identify	
  policy	
  options	
  
Next,	
  analysts	
  should	
  identify	
  a	
  reasonable	
  number	
  of	
  alternative	
  policies	
  that	
  could	
  be	
  
implemented	
  to	
  address	
  the	
  problem.	
  Considering	
  only	
  one	
  option	
  can	
  lead	
  decision-­‐
makers	
  to	
  ignore	
  others	
  that	
  may	
  be	
  more	
  cost-­‐beneficial;	
  ideally	
  three	
  or	
  more	
  options	
  
should	
  be	
  assessed.	
  These	
  options	
  may	
  vary,	
  for	
  example,	
  in	
  the	
  type	
  of	
  intervention	
  
(such	
  as	
  information	
  provision	
  versus	
  performance	
  standards),	
  the	
  stringency	
  of	
  the	
  
requirements,	
  the	
  types	
  of	
  individuals	
  or	
  establishments	
  affected,	
  or	
  the	
  ways	
  in	
  which	
  
the	
  policies	
  are	
  enforced.	
  
	
  
3)	
  Determine	
  who	
  has	
  standing	
  
“Standing”	
  refers	
  to	
  identifying	
  whose	
  benefits	
  and	
  costs	
  count.	
  The	
  analysis	
  may,	
  for	
  
example,	
  consider	
  impacts	
  on	
  all	
  those	
  who	
  reside	
  or	
  work	
  in	
  the	
  city,	
  the	
  metropolitan	
  
area,	
  the	
  county,	
  or	
  the	
  state.	
  At	
  times,	
  it	
  may	
  be	
  useful	
  to	
  report	
  results	
  at	
  different	
  
levels	
  of	
  aggregation	
  (e.g.,	
  for	
  the	
  city	
  alone	
  and	
  for	
  the	
  city	
  and	
  the	
  surrounding	
  
metropolitan	
  area	
  combined),	
  to	
  ascertain	
  how	
  the	
  determination	
  of	
  standing	
  affects	
  
the	
  conclusions.	
  
	
  
4)	
  Predict	
  baseline	
  conditions	
  
Each	
  policy	
  option	
  is	
  compared	
  to	
  a	
  “no	
  action”	
  baseline	
  that	
  reflects	
  predicted	
  future	
  
conditions	
  in	
  the	
  absence	
  of	
  the	
  policy.	
  This	
  baseline	
  takes	
  into	
  account	
  expected	
  
trends,	
  recognizing	
  that	
  current	
  conditions	
  may	
  not	
  persist	
  over	
  time.	
  For	
  example,	
  the	
  
number	
  and	
  types	
  of	
  local	
  businesses	
  and	
  the	
  size	
  and	
  characteristics	
  of	
  the	
  population	
  
are	
  likely	
  to	
  change	
  in	
  ways	
  that	
  may	
  affect	
  the	
  incremental	
  impacts	
  of	
  the	
  policy.	
  
	
  
5)	
  Predict	
  policy	
  responses	
  
Predicting	
  responses	
  to	
  the	
  policy	
  is	
  often	
  the	
  most	
  difficult	
  step,	
  given	
  the	
  evolution	
  of	
  
baseline	
  conditions,	
  the	
  complexity	
  of	
  the	
  policy	
  options,	
  the	
  gaps	
  in	
  the	
  data	
  available,	
  
and	
  the	
  diversity	
  of	
  individuals	
  and	
  organizations	
  affected.	
  One	
  challenge	
  is	
  ensuring	
  
that	
  changes	
  that	
  are	
  likely	
  to	
  occur	
  under	
  the	
  baseline	
  are	
  not	
  inappropriately	
  
attributed	
  to	
  the	
  policy.	
  For	
  example,	
  drug	
  addiction	
  rates	
  may	
  be	
  decreasing	
  for	
  
reasons	
  unassociated	
  with	
  the	
  implementation	
  of	
  a	
  particular	
  treatment	
  program.	
  
Another	
  challenge	
  is	
  estimating	
  the	
  behavioral	
  changes	
  that	
  are	
  attributable	
  to	
  a	
  policy.	
  
This	
  can	
  be	
  particularly	
  difficult	
  for	
  policies	
  involving	
  information	
  provision.	
  Knowing	
  
that	
  more	
  information	
  will	
  become	
  available	
  is	
  not	
  sufficient	
  to	
  estimate	
  its	
  impact	
  on	
  
social	
  welfare;	
  analysts	
  must	
  also	
  consider	
  how	
  people	
  will	
  respond.	
  For	
  example,	
  
requiring	
  that	
  restaurants	
  post	
  inspection	
  grades	
  will	
  reduce	
  the	
  incidence	
  of	
  foodborne	
  
illness	
  only	
  to	
  the	
  extent	
  that	
  restaurants	
  and	
  their	
  patrons	
  change	
  their	
  behavior	
  in	
  
response.	
  It	
  is	
  often	
  useful	
  to	
  map	
  relationships	
  between	
  the	
  policy,	
  the	
  intermediate	
  
outcomes,	
  and	
  the	
  ultimate	
  effects	
  on	
  social	
  welfare	
  as	
  a	
  flowchart,	
  influence	
  diagram,	
  
or	
  logic	
  model	
  to	
  aid	
  in	
  clarifying	
  the	
  causal	
  connections.	
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6)	
  Estimate	
  costs	
  and	
  benefits	
  
This	
  step	
  involves	
  estimating	
  the	
  costs	
  and	
  benefits	
  that	
  result	
  from	
  the	
  policy	
  
responses.	
  Whether	
  a	
  particular	
  impact	
  is	
  categorized	
  as	
  a	
  “cost”	
  or	
  “benefit”	
  may	
  vary	
  
across	
  analyses.	
  To	
  avoid	
  confusion,	
  analysts	
  should	
  follow	
  a	
  consistent	
  approach	
  which	
  
categorizes	
  as	
  costs	
  those	
  investments	
  or	
  inputs	
  needed	
  to	
  achieve	
  the	
  policy	
  goals	
  and	
  
as	
  benefits	
  the	
  intended	
  policy	
  outcomes	
  as	
  well	
  as	
  any	
  countervailing	
  effects.	
  For	
  
example,	
  a	
  policy	
  that	
  requires	
  bicyclists	
  to	
  wear	
  helmets	
  may	
  decrease	
  injury	
  risks	
  for	
  
many	
  riders,	
  but	
  may	
  also	
  encourage	
  some	
  to	
  exercise	
  less	
  caution	
  and	
  hence	
  increase	
  
their	
  risks.	
  Both	
  the	
  expected	
  decreases	
  and	
  increases	
  in	
  risk	
  would	
  be	
  included	
  in	
  the	
  
benefits	
  estimates.	
  
	
  
When	
  estimating	
  costs,	
  analysts	
  concentrate	
  on	
  the	
  reallocation	
  of	
  resources	
  required	
  
to	
  implement	
  the	
  policy;	
  i.e.,	
  the	
  opportunity	
  costs	
  of	
  using	
  resources	
  to	
  carry	
  out	
  the	
  
policy	
  rather	
  than	
  for	
  other	
  purposes.	
  These	
  costs	
  may	
  be	
  incurred	
  by	
  private	
  
enterprises,	
  government	
  agencies,	
  or	
  individuals.	
  Typically,	
  analysts	
  focus	
  on	
  estimating	
  
direct	
  costs	
  based	
  on	
  market	
  prices;	
  at	
  times,	
  policy	
  impacts	
  may	
  be	
  large	
  enough	
  to	
  
affect	
  these	
  prices	
  and	
  supply	
  and	
  demand	
  conditions	
  in	
  the	
  relevant	
  markets,	
  in	
  which	
  
case	
  these	
  market	
  impacts	
  should	
  also	
  be	
  considered.	
  	
  
	
  
When	
  estimating	
  benefits,	
  analysts	
  concentrate	
  on	
  the	
  impact	
  of	
  the	
  policy	
  on	
  the	
  
welfare	
  of	
  those	
  affected,	
  taking	
  into	
  account	
  any	
  ancillary	
  or	
  unintended	
  effects.	
  In	
  
some	
  cases,	
  these	
  outcomes	
  can	
  be	
  valued	
  based	
  on	
  market	
  prices.	
  For	
  example,	
  if	
  a	
  
policy	
  reduces	
  the	
  amount	
  of	
  time	
  required	
  for	
  permitting	
  and	
  increases	
  the	
  time	
  
available	
  for	
  more	
  productive	
  work,	
  wage	
  rates	
  can	
  be	
  used	
  to	
  estimate	
  the	
  value	
  of	
  the	
  
resulting	
  productivity	
  gains.	
  Other	
  outcomes	
  require	
  applying	
  nonmarket	
  valuation	
  
methods.	
  As	
  discussed	
  in	
  the	
  references	
  provided	
  at	
  the	
  end	
  of	
  this	
  article,	
  because	
  
environmental	
  and	
  health	
  improvements	
  are	
  not	
  directly	
  bought	
  and	
  sold	
  in	
  markets,	
  
they	
  are	
  instead	
  valued	
  based	
  on	
  the	
  amounts	
  paid	
  for	
  related	
  market	
  goods	
  or	
  on	
  
survey	
  data.	
  	
  
	
  
7)	
  Calculate	
  net	
  benefits	
  
The	
  final	
  step	
  in	
  the	
  benefit-­‐cost	
  analysis	
  involves	
  comparing	
  costs	
  and	
  benefits	
  to	
  
determine	
  which	
  option,	
  if	
  any,	
  provides	
  the	
  largest	
  positive	
  net	
  benefits.	
  Generally,	
  
impacts	
  in	
  future	
  years	
  are	
  discounted	
  to	
  reflect	
  time	
  preferences	
  as	
  well	
  as	
  the	
  
opportunity	
  costs	
  of	
  investments	
  made	
  in	
  different	
  periods.	
  This	
  discounting	
  reflects	
  the	
  
desire	
  to	
  receive	
  benefits	
  as	
  soon	
  as	
  possible	
  and	
  to	
  defer	
  costs.	
  
	
  
When	
  comparing	
  costs	
  and	
  benefits,	
  analysts	
  also	
  address	
  the	
  effects	
  of	
  uncertainty,	
  
including	
  non-­‐quantified	
  effects.	
  The	
  goal	
  is	
  to	
  ensure	
  that	
  decision-­‐makers	
  and	
  other	
  
stakeholders	
  understand	
  the	
  extent	
  to	
  which	
  these	
  uncertainties	
  –	
  in	
  the	
  data,	
  models,	
  
and	
  assumptions	
  –	
  affect	
  the	
  estimates	
  of	
  the	
  net	
  benefits	
  of	
  alternative	
  policies.	
  If	
  
quantification	
  or	
  valuation	
  of	
  some	
  impacts	
  is	
  not	
  possible,	
  analysts	
  provide	
  related	
  
qualitative	
  information	
  to	
  ensure	
  that	
  these	
  effects	
  are	
  not	
  under-­‐	
  or	
  over-­‐emphasized.	
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The	
  results	
  aid	
  decision-­‐makers	
  in	
  understanding	
  the	
  confidence	
  they	
  should	
  have	
  in	
  the	
  
results	
  and	
  the	
  likely	
  direction	
  and	
  magnitude	
  of	
  any	
  bias.	
  
	
  
8)	
  Estimate	
  the	
  distribution	
  
While	
  technically	
  outside	
  of	
  the	
  benefit-­‐cost	
  analysis	
  framework,	
  assessing	
  the	
  
distribution	
  of	
  the	
  impacts	
  is	
  often	
  important	
  to	
  decision-­‐makers.	
  Such	
  analysis	
  makes	
  
the	
  trade-­‐offs	
  between	
  economic	
  efficiency	
  and	
  distributional	
  concerns	
  more	
  explicit.	
  
Decision-­‐makers	
  may	
  choose	
  the	
  economically-­‐efficient	
  option	
  that	
  maximizes	
  net	
  
benefits,	
  or	
  may	
  choose	
  a	
  less	
  efficient	
  option	
  to	
  ameliorate	
  distributional	
  impacts	
  or	
  
achieve	
  other	
  policy	
  goals.	
  Undesirable	
  distributional	
  effects	
  may	
  be	
  mitigated	
  by	
  other	
  
programs,	
  such	
  as	
  those	
  providing	
  subsidies	
  or	
  tax	
  credits	
  to	
  disadvantaged	
  groups.	
  
	
  
A	
  key	
  step	
  in	
  this	
  analysis	
  involves	
  identifying	
  which	
  groups	
  of	
  organizations	
  or	
  
individuals	
  should	
  be	
  considered.	
  When	
  conducting	
  distributional	
  analysis,	
  it	
  is	
  often	
  
tempting	
  to	
  focus	
  solely	
  on	
  adverse	
  effects	
  on	
  disadvantaged	
  groups.	
  However,	
  such	
  
focus	
  is	
  problematic	
  because	
  it	
  leads	
  analysts	
  to	
  ignore	
  potential	
  beneficial	
  effects	
  that	
  
may	
  be	
  of	
  equal	
  or	
  greater	
  importance.	
  The	
  costs	
  and	
  benefits	
  may	
  be	
  
counterbalancing,	
  or	
  may	
  differentially	
  affect	
  the	
  advantaged	
  and	
  the	
  disadvantaged.	
  
Typically,	
  the	
  distributional	
  analysis	
  provides	
  descriptive	
  information	
  for	
  consideration	
  
by	
  decision-­‐makers	
  and	
  stakeholders;	
  analysts	
  rarely	
  assign	
  weights	
  to	
  reflect	
  
distributional	
  preferences	
  or	
  make	
  normative	
  judgments	
  related	
  to	
  the	
  fairness	
  or	
  
equity	
  of	
  the	
  impacts.	
  
	
  

How	
  can	
  analysts	
  ensure	
  that	
  the	
  costs	
  of	
  the	
  analysis	
  do	
  not	
  
exceed	
  its	
  benefits?	
  
	
  

Because	
  analytic	
  resources	
  are	
  limited,	
  the	
  ideal	
  analysis	
  will	
  not	
  assess	
  all	
  policy	
  
options,	
  nor	
  quantify	
  all	
  impacts,	
  with	
  equal	
  precision.	
  Conducting	
  benefit-­‐cost	
  analysis	
  
requires	
  subjecting	
  the	
  analysis	
  itself	
  to	
  an	
  informal	
  benefit-­‐cost	
  or	
  value-­‐of-­‐information	
  
test.	
  This	
  requires	
  considering	
  what	
  types	
  of	
  analysis,	
  at	
  what	
  levels	
  of	
  detail,	
  are	
  most	
  
important	
  to	
  improve	
  the	
  basis	
  for	
  policy	
  decisions.	
  “Importance”	
  may	
  depend	
  on	
  the	
  
likely	
  magnitude	
  of	
  the	
  impacts;	
  it	
  may	
  also	
  depend	
  on	
  the	
  need	
  to	
  respond	
  to	
  questions	
  
likely	
  to	
  be	
  raised	
  by	
  decision-­‐makers	
  and	
  others.	
  
	
  
Screening	
  analysis	
  is	
  a	
  useful	
  tool	
  for	
  targeting	
  subsequent	
  work.	
  Such	
  analysis	
  is	
  
typically	
  based	
  on	
  easily	
  accessible	
  data	
  and	
  simple	
  assumptions;	
  its	
  goal	
  is	
  to	
  provide	
  
preliminary	
  information	
  on	
  the	
  possible	
  direction	
  and	
  magnitude	
  of	
  the	
  effects	
  and	
  to	
  
identify	
  where	
  additional	
  work	
  is	
  most	
  needed.	
  For	
  example,	
  high-­‐end	
  values	
  can	
  be	
  
used	
  to	
  determine	
  whether	
  various	
  types	
  of	
  outcomes	
  are	
  likely	
  to	
  be	
  significant	
  even	
  
under	
  extreme	
  assumptions.	
  Depending	
  on	
  the	
  results,	
  this	
  screening	
  may	
  be	
  followed	
  
by	
  more	
  detailed	
  assessment	
  that	
  involves	
  collecting	
  additional	
  data,	
  refining	
  the	
  
methods	
  used,	
  and	
  possibly	
  expanding	
  the	
  scope	
  of	
  the	
  analysis.	
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For	
  national	
  regulations,	
  government	
  authorities	
  have	
  developed	
  approaches	
  to	
  
categorize	
  policies	
  based	
  on	
  the	
  magnitude	
  and	
  characteristics	
  of	
  the	
  impacts,	
  so	
  as	
  to	
  
determine	
  the	
  amount	
  and	
  types	
  of	
  analysis	
  needed.	
  The	
  general	
  idea	
  is	
  that	
  the	
  
analysis	
  should	
  be	
  proportional	
  to	
  its	
  usefulness	
  for	
  decision-­‐making.	
  Cities	
  may	
  wish	
  to	
  
consider	
  developing	
  similarly	
  tiered	
  approaches,	
  which	
  allow	
  policies	
  to	
  be	
  easily	
  
classified	
  in	
  terms	
  of	
  the	
  amount	
  of	
  analysis	
  that	
  is	
  appropriate.	
  For	
  example,	
  relatively	
  
simple	
  and	
  inexpensive	
  policy	
  changes	
  may	
  receive	
  relatively	
  little	
  analytic	
  attention,	
  
particularly	
  if	
  they	
  are	
  similar	
  to	
  other	
  policies	
  that	
  have	
  been	
  successfully	
  
implemented.	
  More	
  complex	
  and	
  expensive	
  policies,	
  and	
  those	
  that	
  are	
  more	
  
innovative,	
  may	
  require	
  additional	
  attention.	
  In	
  some	
  cases,	
  a	
  short	
  document	
  that	
  
summarizes	
  the	
  information	
  currently	
  available	
  on	
  the	
  topics	
  listed	
  in	
  Figure	
  1	
  may	
  
suffice.	
  In	
  other	
  cases,	
  investment	
  in	
  substantial	
  additional	
  research	
  may	
  be	
  desirable.	
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  written	
  The	
  
Power	
  of	
  Social	
  Innovation;	
  Governing	
  by	
  Network:	
  the	
  New	
  Shape	
  of	
  the	
  Public	
  
Sector;	
  Putting	
  Faith	
  in	
  Neighborhoods:	
  Making	
  Cities	
  Work	
  through	
  Grassroots	
  
Citizenship	
  and	
  The	
  Twenty-­‐First	
  Century	
  City:	
  Resurrecting	
  Urban	
  America;	
  and	
  
The	
  Responsive	
  City:	
  Engaging	
  Communities	
  Through	
  Data-­‐Smart	
  Governance.	
  


