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Welcome 

In this issue we explore a frontier in economics to peek beyond 
market transactions.   

During the 1980s and 1990s Australia experienced a series of 
microeconomic reforms at both the state and federal levels of 
government.   

The main thrust was to introduce competition into the delivery of 
a range of essential services, many of which were owned by 
government.  A number of these services were delivered through 
infrastructure assets. 

The attraction of a market mechanism was to pursue a goal of 
allocative economic efficiency – in other words, make best use of 
resources to deliver a particular outcome and also expand output 
for a given level of resources.  The underlying concept was that 
competition provides a driving mechanism to achieve this. 

Increasingly, we are finding that while the market provides 
powerful insights and incentives, there are a range of issues that 
are not neatly encapsulated in the exchange of goods and 
services between a seller and a buyer.   

Significant externalities – impacts on third parties and the 
environment – need to be considered.  These go beyond 
inefficiency created by market structure – such as that arising 
from monopoly or oligopoly providers. 

Also, it is easy to recognize that economic welfare is not 
necessarily improved just because we monetize exchanges of 
services that were previously socially provided. 

So with that in mind, in this edition we take a look at a few issues 
around contrasts between social return on investment with social 
cost benefit analysis.   

We also draw some distinctions between economic and financial 
CBAs. 
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SROI vs CBA 
Craig Lawrence 

Recently the Queensland Government announced a trial on 
Social Benefit Bonds.  The Government has also established 
Building Queensland, with a mandate, in part to examine the 
social return on investment (SROI) from infrastructure. 

So are we running the risk of conflating and confusing 
terminology between CBA and SROI? 

I needed to get some clarity for myself about this, so I went back 
to some first principles.  While the following table is not 
exhaustive, it does provide an interesting start to any comparison 
of CBA and SROI.  I plan to build on it over time. 

 
Issue Cost Benefit Analysis Social Return on 

Investment 

Period of 
analysis 

Typically +20 years, up to the 
life of the asset. 

Typically shorter periods of 
time 

Valuation 
method 

Discounted cash flow Discounted cash flow 

Discount rate Expressed in real terms to take 
account of inflation. 

Social time preference or social 
opportunity cost 

Usually expressed in 
nominal terms. 

Commonwealth 
Government bond rate 

Opportunity 
cost 

The value of the use of 
resources in their next best use 

Not addressed in SROI 
analysis. 

Displacement Impacts removed elsewhere 
are treated as externalities. 

The extent that the impacts 
of the project replace 
impacts that occur 
elsewhere 

Attribution Not directly addressed.  
Shadow prices are ascribed to 
market values where social 
impacts are not fully reflected in 
market prices. 

Estimate of the percentage 
of a benefit arising from the 
intervention 



Deadweight Not directly addressed.  
However opportunity cost looks 
at value of resources in their 
best alternative use. 

The level of impact arising 
from the project that would 
have occurred irrespective 
of whether the project 
proceeded or not 

Residual 
value 

Estimate of the value of the 
capital investment in the final 
year of the evaluation period 
attributable to the period after 
the evaluation period. 

Not directly addressed. 

 

One thing to note is that while CBA does not prescribe extensive 
stakeholder consultation, it is enhanced and improved by doing 
so.  SROI has stakeholder identification as a key first step. 
 

Distinguishing Economic and Financial CBAs 
Craig Lawrence 
Cost benefit analysis (CBA) is a widely known technique for 
investment decision making and ranking of projects.   

As an analytical approach it has strong intuitive appeal because 
it seeks to measure all benefits and costs, and expresses them 
as values in present terms.  The technique used to do this is 
discounted cash flow analysis.  Costs and benefits are assigned 
to a time line and each period in the timeline is discounted to a 
present value.  The discounted benefits and costs are summed 
to estimate net present benefits and costs.   

Both government agencies and private sector organisations use 
CBAs to make critical capital and infrastructure investment 
decisions.  It sits at the core of all well developed business 
cases. 

Decision criteria include net present value, benefit cost ratio and 
internal rate on return.  NPV is the difference between the 
present value of benefits and the present value of costs.  BCR is 
the ratio of present value benefits over present value costs.  IRR 
is the rate at which the present value of all benefits equals the 
present value of all costs.   

For a project to proceed NPV>0, similarly BCR>1.  IRR provides 
a threshold measure against which projects may receive a green 
light if a target rate of return is met. 

 
CBA is used in the financial justification of project investment 
decisions, ranking of investment choices and the economic 
allocation of financial and other resources by governments and 
other organizations. 

However, there are some clear distinctions between financial and 
economic cost benefit analyses.  Often there is a lot of confusion 
around when and how these different CBAs are applied.  This 
confusion can be clarified by considering these differences, as 
the following table highlights. 

 Economic evaluation Financial analysis 
Purpose and 
context 

Relative contribution of 
option(s) to net social welfare 
compared to a base case 

Affordability of options from 
a budgetary perspective for 
the organisation and the 
government as a whole 

Inclusions All allocative resource flows 
including non-monetised costs 
and benefits 

Direct financial and 
accounting impacts 
including cash flows from 
user charging. Capital and 
operating costs separately 
analysed. 

Exclusions GST and taxes 
Depreciation 
Capital charges 
Interest and financing costs 
Transfer payments 

GST and taxes 

Period of 
analysis 

Economic life or service term Service term or period 
sufficient to consider whole 
of life impacts 

Source: Vic Dept of Treasury and Finance (2013) 

They are worth keeping in mind. 
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