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In the year 2000 the Norwegian Ministry of Finance introduced a “Quality
Assurance” scheme in Norway. Under the scheme, an ex-ante project appraisal,
including an economic analysis (cost-benefit analysis), is required for all large
public investment projects exceeding NOK 750 million. All appraisals are reviewed
by an external quality assurer before approval by the cabinet.
The purpose of our study was to map current practice in the analysis of nonmonetized impacts of major public investment projects. We wanted to examine how
non-monetized impacts are interpreted and how they are measured and evaluated.
All impacts of the project alternatives need to be identified, quantified, and valued
in monetary terms as far as possible. However, in practice there are always some
impacts that cannot be monetized, but are nevertheless crucial for the decision
maker’s choice of investment alternative. It is therefore important that such nonmonetized impacts are systematically reviewed, based on the most transparent
methodology and well-documented processes.
In Norway, the Norwegian Public Roads Administration’s (NPRA) methodology
for assessing the non-monetized impacts of road projects is widely used and
referred to, even outside the road sector. However, the methodology is best suited
for detailed assessments of road routes.
The purpose of the study was not to develop a new and improved methodology
for the assessment of non-monetized impacts. However, we hope that the findings
will point to some key principles, concepts, and recommendations that may be
useful in practical analyses.

Dealing with non-monetized impacts
In an economic analysis, all impacts should be measured in monetary terms to an
extent that is professionally and ethically acceptable. Stated-preference and
revealed-preference techniques are available, and many impacts can potentially be
priced.
However, the techniques are often costly and time consuming. A further different
consideration is whether a monetary measurement is a useful and informative way
to present an impact. A cost-benefit analysis weights the interests of different
individuals according to their willingness to pay (which in turn depends on how
wealthy they are), in the same way as in a market. This is a clear and simple
principle and exempts the analyst from having to make subjective judgments, but it
may be argued that willingness to pay is not a good measure of social benefit. (As
pointed out by the Ministry of Finance (2005) and in NOU 2012:16, a cost-benefit
analysis should not be confused with a measure of what is in the best interests of
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society.) Hence, policy makers will often be interested in other perspectives than
purely economic ones, such as a supplementary analysis of goal achievement.
However, supplementary analyses should not be conducted in conjunction with
cost-benefit analyses.
We consider that an analysis of non-monetized impacts falls neatly into four steps,
of which steps 1 and 2 should always be performed by an analyst, whereas in some
cases steps 3 and 4 should be left to a political decision maker.
1. Identify impacts
A project’s impacts should be listed, and those that cannot be priced should be
separated. In the front-end of major public investment projects, the level of
uncertainty is high and therefore any list of impacts should not be too detailed.
Rather, it is more important to include all the major and significant impact areas
that may influence the choice of concept.
2. Determine the “physical” extent of an impact
The second step is to determine the extent of an impact. To establish a “volume
indicator” you may use quantitative measures of, for example, the area affected
(square meters), the time period, and the number of people affected.
3. Determine the importance of each impact for society
The third step is to determine the importance of the impact to society. In the same
way as a monetized impact is the product of quantity and a unit price, the
“valuation” of a non-monetized impact can be seen comprising physical extent and
social importance. By social importance, we mean the value that society places on
the physical changes generated by a project. For example, society will normally
place a higher value on a widely used recreational area than an area without special
qualities. Hence, in the former case, a given intervention in nature will imply a
more negative impact than in the latter case. It is therefore important to clarify
how social importance should be measured and to ensure that similar projects are
treated equally.
The NPRA measurement scale for overall impact assessment is a 9-point scale,
ranging from (----) to (++++). To ensure a maximum negative (positive) impact
there should be a maximum negative (positive) physical extent and a maximum
social importance in the area in question. Other measurement scales exist, such as
color scales, traffic lights, numbers, and “smileys.”
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4. Make an overall evaluation and rank alternatives
Once the non-monetized impacts have been assessed individually, the fourth step
is to compile them and consider whether they contribute to strengthening or
weakening each concept’s profitability measured by net present value. The
fundamental question is whether the compiled set of non-monetized impacts
affects the ranking of alternatives.
In addition, as mentioned, it is often relevant to perform supplementary analyses,
such as goal achievement or distributional effects, in order to form the best
possible decision basis. These supplementary analyses should be separated from
the economic analysis relating to economic profitability. The final decision, which
involves balancing profitability against goal achievement, distributional effects, and
other considerations, should be left to the decision maker.
It is important to emphasize that a methodology for assessing non-monetized
impacts should not only include measurement scales and criteria, but also
guidelines concerning who should make the assessments, which data sources to
consult, and how to document the results of the assessments.

Results and findings from the empirical study
As part of the study, we reviewed the ex-ante assessments of 58 major public
investment projects in the period 2006–2013 and conducted under the Norwegian
Ministry of Finance’s Quality Assurance scheme. Transport, defense, real estate,
ICT, and sports events were included in the study. We reviewed reports prepared
by public agencies as well as reports from the independent quality assurers. Our
objective was to map how the non-monetized impacts were assessed. In addition
to the document analysis, we interviewed 19 key persons involved in the analyses,
in order to discuss the findings and gain a deeper insight into how the analyses of
the non-monetized impacts were performed and to identify the main challenges
and pitfalls. The interviewees represented public agencies, quality assurers, and
ministries (policy makers).
In summary, the key findings are:


90% of the economic analyses included an analysis of non-monetized impacts.



The agencies’ analyses often placed greater emphasis on the non-monetized
impacts than the quality assurers’ analyses.
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It was not always clear how the reports defined and delimited non-monetized
impacts. Our impression is that different analysts attempted to answer
different questions. Some analysts answered the question of whether the nonmonetized impacts strengthened or weakened the economic profitability (i.e.,
they used the same principle when assessing non-monetized impacts as they
did for monetized impacts). More quality assurers than agencies fell into this
category. Other analysts seemed to perform an assessment of goal
achievement, and their reports seemed to take the form of multi-criteria
decision analyses rather than economic analyses. Still others included both two
types of analysis, but did not always distinguish between them explicitly. Some
of the analyses of non-monetized impacts therefore appeared “messy” and
unclear.



The most commonly used measurement scale comprises plus and minus signs.
Many of the reports thus followed the NPRA recommendation concerning
measurement scale, but there were variations, as color scales, numeric scales,
and purely qualitative descriptions were also observed. Even when plus and
minus signs were used, the number of categories and the interpretation of the
results varied. For example, in a given assignment, (++) were in some cases
interpreted as an overall impact assessment (with both physical extent and
social importance taken into consideration), while in other cases they were
interpreted as purely a volume indicator, and in still others as an assessment of
goal achievement.



Very few of the reports addressed the development over time and/or
uncertainty in non-monetized impacts.



Only about half of the reports explained or referred to the methodology used
or to associated guidance material. When they did, they often referred to the
NPRA’s methodology. A few referred to multi-criteria decision analysis. The
quality assurers often followed the same methodology as the agency, but in
some cases they questioned what was done. In some analyses of road projects,
the report said that a “simplified NPRA method” is used to assess the nonmonetized impacts, but it is not always clear what the simplification involves.
Analyses of other types of projects often referred to the NPRA guide, even
though it was readily apparent that they did not follow it.



Information about who had performed the analysis was only found in about
half of the projects. Some agencies used external consultants in their work, but
the consultants’ role in the analysis of non-monetized impacts was rarely
explained. In a few cases, the reports informed that stakeholder groups had
been involved in the assessments. Quality assurers seemed to rely mainly on
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their own expertise, but did not inform which individuals or professions had
been involved.


In 39% of the cases, an overall evaluation of all the non-monetized impacts
for each alternative was included, while 61% presented the individual impacts
unweighted.



40% of the reports included an analysis of distributional effects.



40 % included an analysis of regional effects (as part of the distributional
analysis or as a separate analysis). In some cases, regional economic impacts
are wider economic impacts, whereas in other cases they are purely
distributional impacts. Very few, if any, of the reports distinguished between
the two types of impact.



30% of the reports contained an overall recommendation, based on the
monetized and non-monetized impacts, distributional effects, and other
considerations. Only a few of these gave a thorough justification for the
tradeoffs made. Our impression is that quality assurers normally base their
recommendation on the economic analysis alone (monetized and nonmonetized), whereas the agencies more often draw on all of the information.



The interviewees considered that the current guidelines are in need of
improvement with regard to the treatment of non-monetized impacts. A full
understanding of what such impacts should measure is lacking, and a step-bystep guide would be welcomed. Some interviewees pointed out that a special
guide for assessing regional impacts is needed. The whether this should be the
individual agency’s responsibility.



Interviewees representing policy makers (i.e., the users of the reports) stated
that the analysis of non-monetized impacts was useful to them and that they
read it with interest. However, they emphasized that its usefulness depended
heavily on its quality. Some interviewees pointed out that their confidence in
the analysis increased when the policy makers themselves had been involved in
the process. Others said that they do not want just a ready-weighted
conclusion, but rather prefer to have all the underlying information and be free
to make an independent assessment of the relative importance of different
impacts.
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Our recommendations
The choice of principle and methodology for assessment


In many cases of analysis of non-monetized impacts where ethical,
political, and distributional considerations are involved, it may be better
for analysts to identify the non-monetized impacts and determine their
physical extent (steps 1 and 2), but leave steps 3 and 4 to policy makers.



When performing steps 3 and 4, analysts should be more specific and clear
about the alternative decision criteria (e.g., economic impacts or goal
achievement.) when performing an assessment of non-monetary impacts.
The term non-monetary impact should be reserved for impacts assessed
based on economic criteria.



However, it is often useful to perform a supplementary analysis of goal
achievement. The results of different kind of analyses should not be
combined but rather presented as separate analyses. It would be useful for
decision makers to be made aware of any conflict between the results of
the different analyses.



It is possible for an analyst to provide an overall recommendation (based
on all the analyses) without being normative, only when policy makers
have specified explicit weighting of different goals or considerations.

Regional impacts
Regional impacts appear to be a particularly challenging area, especially the
distinction between wider economic impacts and distributional impacts. The need
for better guidelines in this area was pointed out by several interviewees.
Development over time and uncertainty
We found that very few analysts were concerned with trends in non-monetized
impacts over time. Furthermore, assessments of non-monetized impacts rarely
include a presentation of uncertainty. We recommend that further guidance should
therefore develop in this area too, in order to ensure that non-monetized impacts
are treated as thoroughly as monetized impacts.
The sectorial agencies should take responsibility for guidance
Our recommendation is that each public sector (e.g., road, train, buildings, and
defense) should mainly be responsible for further guidance on the practical
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implementation of analyses of non-monetary impacts. It is important to clarify
questions such as: What impacts should typically be evaluated in the front-end of
the project? Which data sources are most relevant? Should physical units be
converted into a common scale, and if so, should the scale measure only physical
extent or also social importance? How should the scale be interpreted and used?
What are the general requirements for the assessment process and documentation
that should be provided?
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