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Society for Benefit-Cost Analysis (SBCA)

* Founded: 2007

* Mission: Improve the theory and
practice of benefit-cost analysis and THEORY & PRACTICE
support evidence-based policy
decisions

« Members: Scholars and practitioners =
from aroun(EI the évorlgl, from o . Benefit-Cost
overnment, academia, nonprofits, :
g P Analysis

and private industry

 Annual conference with over 300
attendees

* Publish Journal of Benefit-Cost Analysis
(JBCA) since 2010



Annual SBCA conference includes
presentations on discount rate

Looking Back at Social Discount Rates: The Influence of Papers,
Presentations, Political Preconditions and Personalities on Policy;
Ben Groom, London School of Economics (2017)

Hurdle Rates, Declining Discount Rates, and Uncertain
Opportunity Cost; Daniel Wilmoth, U.S. Small Business
Administration (2017)

Hyperbolic Discounting in Benefit-Cost Analysis, Charles Moss,
University of Florida; Troy Schmitz, Arizona State University; Dwayne
Haynes & Andrew Schmitz, University of Florida (2016)

Mazur Discounting and the Private Benefits Paradox, Brian
Mannix, GW Regulatory Studies Center (2016)

The Social Discount Rate in Developing Countries, Missaka
Warusawitharana, Federal Reserve Board (2015)
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SBCA conference provides a forum for
debate and discussion on varied topics

* Discount rates for BCA in various sectors

* Value of a statistical life for use in BCA

* Addressing uncertainty in BCA

« Shadow prices for application to BCA

* International comparisons of BCA

* Application of BCA in:

O

O

O

Civil and criminal justice
Education and training

Energy

Environment

Finance and financial markets

Food and agriculture

Health and health care

International trade and development
Safety and security

Social welfare programs
Transportation and infrastructure

Workforce and workplace
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Influential articles in the JBCA on the
discount rate and related issues

* Musings on the social discount rate | Harberger & Zerbe |
Vol. 6 | No. 1 | 2015

* More appropriate discounting: The rate of social time
preference and the value of the social discount rate | Moore,
Boardman & Vining | Vol. 4 | No. 1 | 2013

* Characterizing the amount and speed of discounting
procedures | Jamison & Jamison | Vol. 2 | No. 2 | 2011

* Appropriate discounting for BCA | Burgess & Zerbe |
Vol. 2 | No.2 | 2011

* Behavioral economics and the conduct of benefit-cost
analysis: Towards principles and standards | Robinson and
Hammitt | Vol. 2 | No. 2 | 2011
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U.S. context for BCA (or CBA)

* Broad application of BCA across policy areas in public
sector

— Long-standing federal government use for regulatory
policy, infrastructure decisions, and social program
iInvestments

— State and local governments adding capacity for similar
applications

* Growing use in private sector

— Program providers seeking impact and economic
evaluation

— Private funders want ROl estimates

— Basis for pay-for-performance contracts (e.g., social
Impact bonds)
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lllustrative range of guidance documents

Circular A-4

September 17, 2003

« Circular A-4 of the Office of

This Circular provides the Office of Management and Budget’s (OMB's) guidance to
Federal agencies on the development of regulatory analyss as required under Section 6(a)(3)(c)
of Executive Order] 2866, *Regulatory Planning and Review,” the Regulatory Right-to-Know
Act, and a variety of related authorities. The Circular also provides guidance to agencies on t

regulatory accounting statements that are required under the Regulatory Right-to-Know Act.
“This Circular refines OMB’s “best practices” document of 1996

(http:/iwwewhitehouse, gov/omb/inforeg/riaguide.htmi), which was issued as a guidance in
2000 (http://www.whitehouse. gov/omb/memoranda/m00-08.pdf), and reaffirmed in 200
huml). 1t replaces both the 1996 “best

practices" and the 2000 guidance.
In developing this Circular, OMB first developed a draft that was subject to public

comment,interagency review, and peer review. Peer reviewers included Cass Sunstein,
y University of Chicago; Lester Lave, Carnegie Mellon University; Milton C. Weinstein and

ADVANGING THE POWER OF
University; Jonathan Weiner, Duke University Law School; Douglas K. Owens, Stanford

A ntrod
ThisChelars dsigned st anlystsin e regulory gences by defning oo to Inform Investmentsin

- - - regulatory analysis - called either “regulatory analysis” or “analysis” for brevity - and

. standardizing the way benefits and costs of Federal regulatory actions are measured and repor . ape
Exceutive Onder 12866 requies agencies o conduct  egultory analyls for cconomically G h"dre N Y u h and Fam [l ies
Genificant rgulatory scions s defined by Section 301 Th requrement pple o b

14 Tulemakings tha rescind or modify existing rules s well 4 to ulemakings tha establish new

euiremens

The Need for Analysis of Proposed Regulatory Actions’

ngineering, and Medicine e
ommittee on the Use of
conomic Evidence to Inform |
Investments in Children, Youth,
and Families (2016

 Second Panel on Cost-

Effectiveness in Health and
Medicine (2016

Peter J. Neumana, Gitlian D, Sanders

Louise B. Russell, Joanna E. Slegel,

and Theodore G. Ganlats
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Guidance documents recommend
varied range of discount rates

Recommended Sensitivity
Source Real Rate Analyses Rationale

OMB (2003) 3%
7%

National 3%

Academies

(2016)

Second CEA Panel 3%

(2016)

Yes

Yes

Real rate of return on long-term
government debt

Average before-tax rate of return to
private capital in the U.S. economy

Consensus value for reference
case social discount rate

Real consumption rate of interest
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Other illustrations of discount rates
used in practice

Recommended Sensitivity
Real Rate Analyses Rationale

Congressional
Budget Office
(1990)

General
Accountability
Office (1991)

Washington State
Institute of Public
Policy (2016)

2%

Real yield on
treasury debt of
same maturity
as project

3.5%

+ 2%

Yes

Monte Carlo
simulation
[2% to 5%]

Real yield of treasury debt
(equated to social rate of time
preference)

Real yield of treasury debt
(equated to social rate of time
preference)

Real social discount rate
estimated by Moore et al., Journal
of Policy Analysis and
Management, 2004
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Evolving consensus

 Use a reference case discount rate
(e.g., 2% to /%)

* Examine sensitivity to alternative
discount rates
— Discrete changes
— Monte Carlo simulation

* When policy involves multiple
generations, allow for lower discount

rate
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RAND

CORPORATION

www.rand.org

Society for Benefit-Cost Analysis

www.benefitcostanalysis.org
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