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Introduction

 Review basic principles of EU approach to 
CBA of infrastructure projects

 Methodological choices of the CBA Guide
 ‘Rules of the game’ according to regional 

differences in market conditions and welfare 
objectives of EU regional development policy

 The EU perspective: a general CBA 
framework



The Structural Funds and the Cohesion Fund: 
Grant Mechanism and Project Evaluation 1/2

 3 main objectives
1. Supporting the convergence of sustainable 

economic growth in lagging behind regions
2. Increasing the competitiveness and 

employment outlook in the remaining 
regions

3. Territorial cooperation especially for regions 
experimenting trans-boundary problems



The Structural Funds and the Cohesion Fund: 
Grant Mechanism and Project Evaluation 2/2
 Clear provision for ex-ante and ex-post evaluation in 

the SF regulations, but there is, however, no clear 
link between the investment co-financing decision 
and such evaluations

 However, some informal punishment for regional 
governments who are thought to having disclosed 
insufficient information ex-ante (e.g. the co-financing 
decision by the EC will be delayed) or when ex-post 
evaluation discovers unsatisfactory outcomes. One 
of these mechanisms is the loss of reputation of 
those managing authority, and their new project 
funding being subject to more intensive scrutiny by 
the EC



‘Rules of the game’

 Use accounting prices and conversion factors
 Shadow wages
 Monetisation of non-market impacts
 Social discount rates
 Marginal cost of public funds
 Welfare weights



Shadow prices and conversion factors
 Shadow prices are defined as the marginal 

social welfare change caused by the 
additional net availability of a good



Shadow wage 1/2

 An important shadow price that is often neglected in 
CBA as applied to developed countries is related to the 
social opportunity cost of labour. This was briefly 
discussed in Florio (2006) and the Guide suggests using 
region specific conversion factor. The rationale for re-
introducing the shadow wage rate in the EU is a matter 
of consistency with the overall objective of regional 
policy.
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Conversion factors

FSE Regions* = 0.9987027 UDL* Regions = 0.9432365

QKU Regions* = 0.8005827 RLD* Regions = 0.5197433

•FSE= fairly social efficient; UDL= urban labour dualism; 
•QKU= quasi-Keynesian unemployment; RLD= rural labour dualism



Monetisation of non-market impacts
 Some goods are entirely removed from market transactions, for a 

number of reasons, the most important class of them being 
environmental goods (or bads). This is probably the area where 
CBA progressed most since the 1980s

 As far as exceeding the minimum standard in terms of physical 
emissions is desirable, we need to assign a social welfare value 
to those achievements. This social value can be high or low, 
linear or decreasing with quantity, and simply ignoring what 
happens beyond the legal quantity threshold is not well 
considered

 Given the difficulty of estimation in this area, the Guide suggests 
to take advantage of the substantial literature on estimation of 
values of non-market goods, with the ‘benefit transfer approach’, 
see Atkinson (2006)



Social discount rate 1/2

 The social time preference rate (STPR) approach is the 
reference one. The key concepts here are the growth 
rate of per-capita income (or a related macroeconomic 
variable), the elasticity of marginal social welfare to this 
variable and a pure preference time rate. The standard 
formula is:
SDR= eg+p
where SDR is the social discount rate, g is a growth rate 
of an appropriate macroeconomic variable (usually GDP 
because no long term estimates are available for private 
consumption), e is the elasticity of marginal social 
welfare to the variable, and p is a rate of pure time 
preference.
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Marginal cost of public Funds

 EU Funds are granted under an assumption of 
‘additionality’, meaning that in principle they do not 
displace domestic public funding

 Hence, it is the EU taxpayer that suffers the burden 
of distortionary taxation, not (mainly) the national 
one: in fact, a weighted average of net contributions 
to the EU budget implies combining different tax 
sources across countries. 

 Additionality varies across countries, with some 
evidence of displacement of domestic spending, but 
not based on systematic evidence



Welfare weights
 Given that a substantial part of the EU funds is targeted to 

infrastructures for delivery of public services, such as water, 
waste collection or electricity distribution etc, it was important 
to stress a concern for social affordability of the services and 
more in general to focus on poverty issues potentially 
addressed or worsened by the projects. The suggestion was 
here rather flexible, ranging from the option to compute welfare 
weights of the type:

W= (C average /Cgroup)e

 Where C is consumption level in a given country or region, and 
e is the (constant) elasticity of marginal social utility of 
consumption. Under the iso-elastic social utility function, 
marginal  utility is simply Y-e. This boils down to the convenient 
expression for the welfare weight 1/Y



The UK ‘Green Book’: a comparison 1/4

The UK Green Book is perhaps the best known 
example of a serious tradition of public 
investment appraisal at national level in 

developed countries
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The main broad ideas shared by the two guides, are:

 The legitimacy of public intervention to address 
market failures

 The concept of a social opportunity cost of inputs 
and outputs

 The need to consider different options from the 
beginning of the appraisal process



The UK ‘Green Book’: a comparison 3/4

 The focus on valuing as far as possible cost and 
benefits

 The concept of discounting by the Social Time 
Preference Rate (STPR)

 A consideration of distributional impact
 A wide discussion of risk and uncertainty



The UK ‘Green Book’: a comparison 4/4

The main differences include:

 Limited use of shadow prices in the Green Book
 More detailed financial analysis in the EC Guide
 Declining long-run SDR in the Green Book



Concluding remarks
 Shared national parameters for CBA
 Specific rules (regional/national) for the 

assessment of environment/climate-related 
effects and other externalities

 Open issue: marginal cost of public fund in a 
multi-country framework

 Open issue: right incentives for implementing 
a good CBA (particularly social cost of labour, 
of capital, selected shadow prices)
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