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CBAX experiences and developments
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Why develop the CBAX tool?

summarized below.

Using CBAXx to inform decision-making

ance riant public sector dacisions to

What is CBAXx?

he CBAx tool is 2 spreadsheet model that helps agencies to:

ernment to cost benefit analysis, including

Where to?
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https://www.treasury.govt.nz/information-and-services/state-sector-leadership/investment-management/plan-investment-choices/cost-benefit-analysis-including-public-sector-discount-rates/treasurys-cbax-tool

Why we developed the CBAX tool

* How do we lift CBA practice?
 How do we make It easier for agencies to do?

 How do we make CBAs more comparable?
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CBAX fits with standard CBA steps

1. Clarify the 2. ldentify 3. Evaluate the 4. Check skills &
problem or possible policies, projects budget for
opportunity. policies, or solutions. procurement and

projects or project
solutions. management.

\ 4

Policy evaluation using CBA

Undertake CBA on each of the feasible policy options

Step 1: Define policy and counterfactual

Inputs Step 2:  Identify the people who gain and those who lose
t0 CBAX P ify pecp g

Step 3:  Identify the benefits and costs; allocate to time periods

Step 4:  Quantify the benefits and costs within ranges
Analysis
inCBAx  Step 5: Discount to a common period, compare benefits and costs

Step 6:  Is the result clear enough? If not, consider whether it is worth

%‘%P”ts investing in more research, and repeat above steps
CBAX Step 7:  \Write report
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De-mystify and de-scare CBA
IQM: Identify, Quantify, and Monetise

Identify -

possible

Monetise -

Effort / cover of impacts Seeie

1. Identify Comprehensive -
* Positive and negative .
* All people O

* Total Economic Value

2. Quantify a To extent/where possible

subset of * Impact assumptions .
identified * Put most effort into the most
impacts significant impacts

* Include in wellbeing analysisas °
non-monetised

3. Monetise a Selective and robust .
subset of * Significant impacts

guantified * Good evidence base .
impacts
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Think broadly
Link with other agencies/ perspectives
Indicate across domains and in intervention
logic

What do you know?

Important impacts may be outside the sector
and expertise, ie don’t focus on what you
know most about

Iterate, eg, run quick CBAXx analysis to help
guide efforts and research

Indicate magnitude in final advice

Focus monetisation on key 1-3 impacts, to
include in final advice
Provide present values for the key impacts




Wellbeing analysis includes CBA

Provide a fit-for-purpose CBA for initiatives
« with a focus on identifying and quantifying impacts to support a wellbeing analysis and

- well evidenced and robust intervention logic,
 rather than focussing on metrics such as return on investment or benefit-cost ratio.

Intervention logic

Provide an intervention logic for each initiative, underpinned by evidence, including:
 understanding of the current state and counterfactual

- different options proposed to address the problem

« the assumed outcomes behind the proposed initiative, and

- how the initiative will be implemented and evaluated.
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CBAX encourages wider and longer view

Fiscal and wider wellbeing impacts

* CBAX takes a broad perspective on impacts and makes different initiatives
comparable, thereby facilitating trade-off discussions.

e CBAXx encourages longer-term view e.g., intergenerational impacts.

e CBAX encourages agencies to identify impacts comprehensively, including:
e fiscal impacts for government, such as hospital cost savings, and
e wider wellbeing impacts, such as less physical pain.

Pluralistic measures

e CBAX is pluralistic and does not constrain the user’s choice of impacts,
measurement or valuation methodology.

e |t does, however, require the user to be transparent about these and the
assumptions.

e CBAX values
e cover different types of impacts and
e are derived from different methodologies.
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How CBAX lifted quality of CBASs

2015-2018

Budget requirements

9.0

10 * First, mandatory CBAX

e Then, focus on CBA front
end, rather monetisation -
CBAX not mandatory

 Practice: Agencies submit
2018 CBAXx when required

— «  Future expectations?

Source: NZIER
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What is the CBAXx tool?

00~ o AR =
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'CBAX Spreadsheet Model - Applied to an illustrative example Lurgi [a made-up disease]

Updated October 2022

Published by the New Zealand Treasury at:
https://www treasury govt.nz/publications/guide/cbax-model-illustrative-example-lurgi

https:/treasury.govt.nz/information-and-services/state-sector-leadership/investment-management/plan-investment-choices/cost-benefit-analysis-including-public-sector-disc ount-rates/treasurys-cbax-tool

Contact for comments and suggestions:
CBAx@treasury govi.nz

Related documents
The CBAx spreadsheet model should be read in conjunction with the following documents:

1. CBAx Tool User Guidance
https:itreasury.govt.nz/public ations/guide/c bax-tool-user-guidance
The CBAx Tool User Guidance explains how to use the CBAx tool.

2. Guide to Social Cost Benefit Analysis
https:-/itreasury govt nz/public ations/guide/guide-social-cost-benefit-analysis
The Guide to Social Cost Benefit Analysis provides comprehensive guidance on how to do Cost Benefit Analysis (CBA).

3. Template presenting cost benefit analysis
https:/iwww treasury.govt.nz/publications/template/wellbeing-domains-template
The template is a way of organising CBA information, both monetised and unmonetised impacts, in a consistent and systematic way.

Overview

The Treasury encourages important public sector decisions to be informed by fit-for-purpose cost benefit analysis (CBA). CBA contributes to the wellbeing analysis of policy options, informing
considerations of the difference for New Zealanders' lives and the experienced wellbeing over time across wellbeing domains.

To help compare different options in New Zealand, the Treasury has developed a CBA tool called CBAx. CBAx is a spreadsheet model that contains a common database to help agencies monetise impacts
across wellbeing domains and do return on investment analysis. CBAx contains a database of New Zealand specific publicly available data that organisations can use to value impacts. An impact value
provides a numerical value in relation to one or more impacts of an initiative_ In some situations a value may be a cost, in others it could be a benefit or a saving. Examples include the costs of an emergency
department visit, the cost of the Jobseeker Support benefit and increased income for individuals. The values are adjusted to reflect a common time period.

The CBAx spreadsheet tool has been designed specifically with social sector agencies in mind, but can be used to help calculate return on investment for many intiatives. The CBAx tool makes it easier for
people to do in-house CBAs as part of policy development and evaluation. It should be used in conjunction with the template, which sets out all impacts including the assumptions and evidence base used for

CRAy ralrjilatinne and sate nit the reciilts of tha CRAv cal-ulatinns

Intro Guide to Model m Cost Inputs Impacts Database Impact Inputs _ Qutputs Summary Alt Assumptions Wellbeing Impacts Sensitivity Analysis

ES A The Economic Society
of Australia




What does the CBAXx tool do?

CBAX Is a spreadsheet model that helps agencies
* Monetise and discount impacts
» Take a long-term and broad view of costs and benefits
 Rigorously assess these by monetising impacts, where possible
 Be transparent about the assumptions and evidence base

CBAX makes it easier and faster to do a CBA
« Standard model to easily perform a CBA, eg discounting
 Impact database to consistently value impacts
« Estimates, eg present values and benefit-cost ratio, for CBA advice
« Sensitivity analysis, eg discount rate

http://www.treasury.govt.nz/publications/quidance/planning/costbenefitanalysis/cbax
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http://www.treasury.govt.nz/publications/guidance/planning/costbenefitanalysis/cbax

What does CBAXx deliver?

Outputs Summary

Proposal details
Analysis type
Initiative title
Initiative details

Standard CBA -
Lurgi Vaccine
accine for children affected by Lurgi

Summary metrics

Return on Investment, Societal Total (50v)
Return on Investment with high evidence quality only, Societal Total (50v] 08 |

Start year 2023 Total population over 50 Years 3,038,000 Return on Investment, Government only (50y) | 05 |
Period for analysis 50 Years Discount rate 5o Return on Investment with high evidence quality only, Governmentonty ({05 |
Un-monetised impacts Low (+) Benefit cost ratio, Societal Total (50v)
Benefit cost ratio with high evidence quality only, Societal Total (S0y) | 05 |
Net benefit summary
Unit: 2023 ($m) Word summary/comment field
Category 5-Year NPV  10-Year 50-Year 2023 2024 2025 2026 2027 This is an area to explain key modelling assumptions or anything important indivi
$m NPV Sm NPV Sm
Itis an ongoing vaccination programme. 62,000 six-year olds per year are expecte:
Total marginal impact 17 42 118 - - [+ 7 7
o . . . . . . .. Mild cases ofthe iliness have a reduction in average utility of 0.03 for the period of
Total cost of inttiative ) (34) (88) - (5) (5) (5} () QALYs=(0.03*1/52). Severe cases ofthe ilness (perhaps identified as those ne
i - ) . . . . .
Net economic benefits 0 & 30 ) 2 2 2 Modelling assumes mild cases with QALY gains for two weeks. Returns would ing
An 80% vaccination rate is expected for six-year olds as the central scenario. The
Cost summary - A e
Unit: 2023 ($m) also very effective (80%) at preventing hospitalisation in a further 30% of cases. Fo
Cost cateqo 5-Year NPV 10-Year 50-Year 2023 2024 2025 2026 2027 )
gary &m NPV $m NPV $m Secondary benefits to for example parents and schools are un-monetised. These
Fiscal cost of initiative
Operating expenses (17 (34) (88) - (5) (5) (5) (5)
Capital expenses - - - - - - - -
Total fiscal cost of initiative (17} (34} (88) - (5 (5 () (5
Impact summary Return on Investment summary tabl y)
Unit: 2023 ($m)
Evidence Gov. Wellbeing - 5Year NPV  10-Year 50-Year 2023 2024 2025 2026 2027  Return onInvestment Summary using the CBAx model (50y)
? _ Impact Description 5% re
Quality Non-Gov. Who affected Domain ra v $m NPV $m NPV $m
Impact 1 Gov. health sector, Health Inpatient hospital visit ] 19 54 - - 3 3 3
patients Inttiati t tvalue ie. G t investment
Impact 2 Gov. heatth sector, Heatth Inpatient hospital visit 3 8 21 - - 1 1 1 niiative costs present valie Le. Sovernment nvesiment Sm
patients
Impact 3 Gov. health sector, Health GP visit (20 minutes) - Publich 1 2 5 - - - o o
patients funded (Government contribution) G t impacts Si
Impact & non-Gov.  parents of 7-8 year Heatth GP visit (20 minutes) - Publicly 0 1 4 - - - 0 0 overnment Impacts sm
olds funded (patient co-payment)
Impact 5 Medium non-Gov. 7-9 year olds Health Quality-adjusted life year 5 12 33 - - 2 2 2
(QALY) gained (central) based At el
Imnact & Mualitu_adinetad life waar _ _ _ _ _ _ _ _ Wider societal impacts Sm
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CBAXx developments and where to?

Issues

Updating CBA/CBAX guidance
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CBAX developments and where to?

Distributional Analysis

Distribution is a key consideration that is often not explicitly covered as part of undertaking
cost-benefit analysis. This relates to how wellbeing impacts are distributed across people -
eqg, the income distribution, the distribution of health, and the distribution of hausing

outcomes - but also across space (like the regions of New Zealand) and across groups of
S S l | e S people = eg, ethnicity, gender, and age.

Agencies are developing tools to support analysis. For example, the Ministry for Women
launched the “Bringing Gender In" gender analysis tool - see hitps./'women.govi.nz/gender

- - - - fool. The Child Impact Assessment Tool enables agencies to identify, analyse and assess
[ J O n - I I l ar e Va l I a I O n — S l I e ‘ IVe We e I n the impacts of any proposed law or policy on the rights and wellbeing of children and young
people - see hitps:/iwww.msd.govt.nz/about-msd-and-our-work/publications:

hild-impact-assessment.html.

resources/resources/c

1 - A cost-benefit analysis should as a minimum set out significant positive or negative impacts
[ ] L O n _te r l I l re S I I e n C e a n e n VI ro n l I I e n t for particular (sub}-groups. This answers the question: Who gains and who bears the costs
L) of the proposal? (Step 2 of CBA refers). Where there are important distributional
implications, further distributional analysis may be appropriate. Quantitative distributional
analysis can provide information on the nature and magnitude of the impacts for different

- - - (sub)-groups. If some impacts are given higher weighting due to distributional considerations,
. I S r I u I O n this is best done as a separate step and sensitivity analysis with transparent assumptions
and reasoning.

The CBAx has a field for agencies to explicitly state who is affected by each specific impact
in the CBAx model. Be as specific as possible, rather than identifying broad population

-
. D I S C O u n t rate groups (such as ethnic groups). ldentify the characteristics of the people most significantly
impacted by the different impacts.

The Treasury is publishing the first Wellbeing Report in 2022, Agencies might find the
Wellbeing Report, and supporting background papers, valuable to inform distributional

-
. Eva | u at I O n a n d e X — p O St analysis. Here are some prompts for considering the distributional impacts of policy options:

Is there any empirical evidence of the distributional impacts of the proposal, either positive
or negative? How accurate is that evidence/data?

Is the proposal targeted specifically at a particular population group? How would you
define that group? Why is this group targeted? What will be the impacts on people
outside the target group?

If a proposal is not designed to target a specific group, will a proposal have different

l | - C C - impacts on different individuals and groups? What groups might be disadvantaged by
at I n B A B A X l l I a n C e (face the costs of) the proposals (including any possible unintended consequences)?
What groups might be advantaged (receive the benefits)?

What factors could make a distribution of wellbeing outcomes equitable (in the sense of
fair or just)?

.
[ ] l | S e r f r I e I l d I Think about the extent to which the following gquestions might be relevant, and what they
might imply for the ‘equity’ of the proposal:

- To what extent - or in what ways - does the distribution matter?
- Do differences in outcomes reflect different choices or levels of effort, or is there some

. .
- Expectations — Fit-for-purpose e
- Is there a group of people that has particularly low outcomes? To what extent does the

policy proposal reinforce existing pattems, or address these?

ES The Economic Society
of Australia




Leverage SBCA ...
SOCIETY for

BENEFIT-COST
ANALYSIS https://www.benefitcostanalysis.org/

Who we are

» Includes scholars, practitioners, and policymakers from government,
academia, nonprofits, and private industry.

* Integrates across disciplines, approaches, policy areas, and countries

What we do

* Encourage evidence-based policy decisions

» Collaborate: Conferences and professional development workshops
« Journal of Benefit-Cost Analysis

SOCIETY for
BENEFIT-COST

H ANALYSIS
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https://www.benefitcostanalysis.org/

Thank you!
* CBAx empowers policy people
* Valuing impacts

* 1QM Identify, quantify and monetise
impacts

Kirsten Jensen (she/her) — SBCA Board Director

Principal Advisor | CBAx lead |Te Tai Ohanga — The New Zealand Treasury
Email/IM: kirsten.jensen@treasury.govt.nz | LinkedIn

Visit us online at https://treasury.govt.nz/

Please contact me for CBAx and SBCA information and involvement SOCIETber
Paper: Valuing Impacts | Policy Quarterly (victoria.ac.nz) BENEFIT-COST
ANALYSIS
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https://www.treasury.govt.nz/information-and-services/state-sector-leadership/investment-management/plan-investment-choices/cost-benefit-analysis-including-public-sector-discount-rates/treasurys-cbax-tool
mailto:kirsten.jensen@treasury.govt.nz
https://nz.linkedin.com/in/jensenkirsten
https://treasury.govt.nz/
https://ojs.victoria.ac.nz/pq/article/view/6357

