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DRAFT

Introduction

Benefit cost analysis  (BCA) is the dominant economic paradigm for normative economic analysis.  BCA is widely used especially by the Federal Government.  This course is an introduction to it.   BCA can be regarded as both a science and an art.  For sophisticated analysts it is clearly both. The subject is extremely rich and can be approached on many different levels, both in terms of technique and philosophy.  The aim of this course is to give students an understanding both of practical aspects of benefit-cost analysis as well as its economic and philosophical foundations.  By the end of class you will know more than most people that carry out benefit-cost analyses.  Nevertheless, it is not possible in one class to cover all aspects of it. 

I assume that you have mastered the material for PA 516 or an equivalent course.  I do not advise this course for those who have not done well in PA 516.  I assume also that the problems encountered in the financial sections will be fairly easy for you and that we do not need to spend a lot of time on these problems.  If these assumptions are not valid, you need to take the course later at a time when the assumptions are valid or you need to make other arrangements to make them valid now-- e. g. by seeking extra help and by doing extra work on the financial problems.  (I have some books that might be of help.)

Having said this, I would, however, note that benefit-cost analysis is like X-country skiing.  It is easy to do at an elementary level and difficult to do at an advanced level.  Thus everyone should find something of benefit in this course regardless of their level since we cover the topic at both an elementary and a somewhat more advanced level.  Most practitioners do it at an elementary level.  You will be able to perform at a higher level.

Office Hours

Office Hours:;Wednesday 1:30-2:30 and by Appt.

zerbe@u.washington.edu
For link to problem sets, answers (later) and syllabus go to

http://faculty.washington.edu/zerbe/518-Sp06/index.html

Grades:

There will be problem sets,  a miderm, class discussion, a paper but no final exam.  Grades will be based on all of these.   The problem sets will count 35%, class discussion 5% the midterm 20% and the paper 40% (which includes class presentation).  Students may prepare a joint paper and presentation..  *Readings will involve student led discussions.  

  The problems sets are take-home open book exercises.  You may confer on these problems with the TA and with fellow students but cannot copy answers from others.   There is a grader (not a TA) for the class (Daniel Willard) and Daniel may be available to answer questions as well.  

Paper

The paper topic must be approved.  The most straightforward topic will be to critique an  existing  benefit-cost case study or document.  Another but more risky possibility would be to perform your own BCA.  An interesting hybrid possibility would be to take a case study or a BCA and subject the parameters of the analysis to a risk analysis through Crystal Ball.  

Textbooks:

 There is a text book.  The primary one is R. Zerbe and D. Dively, Benefit Cost Analysis in Theory and Practice, Harper Collins, 1994. This is out of print but a Xerox copy will be available.  

Readings in the second book are recommended but not required. The second book is not yet out.  It is by Allen Bellas and Richard Zerbe, Benefit-Cost Analysis (forthcoming from Edward Elgar).  The first book is available from RAM on the Ave. The Bellas-Zerbe book will be on electronic reserve. There will be additional readings in the reading packet, which is also available from RAM. A number of the non-textbook readings will be student presented.  Each student is expected to lead the discussion of one reading and this will be part of your grade. 

No late problem sets will be accepted.

Packet of Materials = (P)

	CLASS
	TOPIC TO BE DISCUSSED
	READINGS
	

	Tues

March 28
	Introduction: plan of course.  
	None

Tasks: (1) hand out material, (2) collect names for an email list, (3) discuss requirements and objectives


	Lecture:  The Place of BCA in Modern Policy Analysis

	March 30
	The Cost-Benefit v. Benefit-Cost Controversy
	Robert Hahn, “The Economic Analysis of Regulation:  A Response to the Critics” University of Chicago LR, Summer, 2004, p. 1021

Robert R.M. Verchick “The Case Against Cost-Benefit Analysis” Book Review,  32 Ecology Law Quarterly, 349 2005, 

Zerbe, “A Legal and Moral Foundation for Benefit-Cost Analysis”, working paper extract.
	Student led discussion

	April 4
	 The Rationale For Benefit Cost Analysis:

The Concept of Market Failure
	1) Zerbe & Dively, (Z&D) Chap.2 (except for section beginning on pp. 16-'the common pool problem' and continuing thru middle of pg 19)

3) Zerbe and McCurdy, An End to Market Failure, 23 Regulation, pp. 10-14 (a longer  academic version of this paper is in JPAM, vol. 18, 1999)

Portney, The Effect of Gasoline Taxes on Highway Fatalities" from Insight, JPAM, 10 (3), 474-481. (student led)

 (3)Wallace Oates, "The Arsenic Rule" Resources for the Future, Spring 2002, Issue 147.pp 16f (student led)
	Part Lecture and part student Led discussions

	April 6
	Introduction to Financial Calculations

 
	(1) Hahn and Dudley, “How Well Does the Government Do Cost-Benefit Analysis? Working paper 04-01  (can be downloaded at http://ssrn.com/abstract=495462 

(2) Z & D, Chap 4, pp. 43-55, 
Problem Set 1 Due followed by discussion. 


	Lecture:  Finance

	April 11
	Introduction to Financial Calculations continued 
	(1) Z & D, Chap 4, pp. 56-64, 


	Lecture: Finance

	April 13
	Making Financial Decisions
	(1) Z & D, Chap. 9, pp. 176-204


	Lecture: Finance

	April 18
	Making Financial Decisions
	(1) Z & D, Chap. 9, pp. 204-210 & pp. 215-223
	Lecture: Finance

	April 20
	Foundations for Evaluation:

The Willingness to Pay and to Accept
	(1) Z & D, Chapter 5: Sections 5.3.3 to 5.5.3, 

(2) B & Z, Chap. 4, pp. 1-28

 Problem Set 2 Due  
	Lecture:  Theory

	April 25
	The Measurement of Aggregate Welfare Changes
	(1) Z & D, Chapter 6

(2) B &Z, chap 4, pp 28-end
	Lecture:  Theory

	May 2
	Calculations of Costs and Benefits in Partial Equilibrium
	(1) Z & D, Chapter 7, pp.  121-132

(2) B &Z, Chap. 5
	Lecture: Applications

	May 4
	Calculations of Costs and Benefits in Partial & General Equilibrium
	(1) Z & D, Chapter 7, pp. 132-144 

(2) B&Z, Chap. 6

(3) (1) Z & D, Chapter 7, pp. 145-153, prob. 1,2,4, 6,7 recommended


	Lecture: Applications

	May 9
	Uncertainty
	(1) Jonathan Caulkins, “Using Models That Incorporate Uncertainty” JPAM, vol. 21(3), p. 485-505, 2002

(2) G. Ginsberg and D. Silverberg, “A Cost-Benefit Analysis of Legislation for Bicycle Safety Helmets in Israel” 84 (4) American Journal of Public Health, 653f

-(student led discussion)

Problem Set 3 Due
	Applications

	May 11
	The Discount Rate
	(1.) Z&D, Chap 13

(2). B & Z, Chap. 8

(3). Zerbe & Jones, “A Simple Guide to the Sophisticated Choice of Discount Rates for Benefit Cost Analysis” (paper written for this class- on reserve)

*4) Richard Newell and William Pizer, "Discounting the Benefits of Climate Change Policies Using Uncertain Rates" Resources for the Future, Winter 2002, Issue 146, pp.. 15-20.

Zerbe, Should Moral Sentiments BE Incorporated into Benefit-Cost Analysis:  An Example of Long Term Discounting”,  draft of article appearing in Policy Sciences., 2006
	Lecture: Theory and Practice of Discount Rate Choice

	May 16
	The Value of Life
	*(1) A. Krupnick, "How Much Will People Pay for Longevity" Resources for the Future, Winter 2001,issue 142, pp 14-17

*(2) Maureen Cropper and Paul Portney, "Discounting Human Lives" Resources for the Future, Summer 1992, No 108, pp. 1-4

*(3) Robert Hahn, Chap. 10, Reg. Reform from Risks, Costs and Lives Saved, ed. Hahn, Oxford U. Press, 1996 (on reserve) 


	

	May 18
	The Place of Benefit Cost Analysis in Philosophy and in Valuation
	* (1) Kelman, Steven, "Cost-Benefit Analysis-An Ethical Critque" 

Regulation, Jan./Feb. 1981

*(2). Talbot Page, “Environmental Existentialism”, Ecosystem Health (ed. by Constanza et al)

(3) R.  Zerbe, “The Incorporation of Moral Sentiments into Benefit-Cost Analysis:  The Discount Rate for Analysis of Long Term Projects”” (working paper)
(4) B & Z, Chap. 2


	

	May 23
	Distributional Effects
	(1 Z &D chap. 11

*(2) Zerbe @ Pan, The Propane Case-presented by Alison Pan
	

	May 25
	Techniques for Analyzing Uncertainty
	 (1) Z & D, Chap 17, probs. 1, 4 recommended  

(2) Professional Practice, Jonathan Caulkins, *Using Models that Incorporate Uncertainty" JPAM 21(3) Summer 2002, pp. 486-491


	

	May 30
	*The Case of the Snail Darter & Tellico Dam.
	(1) Z & D, Chap. 23

PROBLEM SET 4 DUE


	

	June 1
	CASE STUDIES


	SAMPLES OF CASE STUDIES. (1) McDaniels, Robin 

Gregory and Daryl Fields, “Democratizing Risk Management:  Successful Public Involvement in Local Water Management Decisions,” 19 (3) Risk Analysis, pp. 497-510, 1999

(2) Hahn et al. “Should You be Allowed to Use Your Cellular Phone While Driving"

Regulation, volume 23(3), pp46-56

*Also download case from electronic hallway and see Zerbe stack of cases.


	Student Presentations

	999June 6
	Case Studies con.

Class evaluataion

Review
	See above
	Student Presentations

	June 8
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