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English summary

The report looks at the treatment of the do-nothing option in conceptual project
appraisals. This option is often not investigated as a selectable alternative but is only
included as a basis for comparison. Furthermore, the analysis of the do-nothing
option’s consequences over the lifetime is not very transparent, and the uncertainty
and option values are not highlighted. There is also great potential for improvement
when it comes to identifying good do-minimum options. The do-nothing or do-
minimum options are rarely recommended in the project appraisals but often end up
being “selected” anyway because the preferred measure was too expensive.

This is an empirical study on the role of the do-nothing option in project
appraisals of large government investment projects, an issue many analysts and
clients need help with. Do-nothing represents the alternative to investment. It
acts as a reference against which the impacts from potential investment should
be measured, while it should also be a realistic and viable option. Often a so-
called do-minimum option is included in the appraisals but not used as a

reference.

This study aims to develop more knowledge about how the do-nothing/do-
minimum options are designed and provide advice on how they should be
designed. Advice on this issue should be relevant to practitioners and decision-
makers. The topic is also interesting to researchers as very little empirical work

has been undertaken.

The study reviews conceptual project appraisal reports, the corresponding
external quality assurance of the choice of concept (QA1), and interviews with
informants from ministries, government agencies, and consultancies. The

general research topics have been:

e Content and function of the do-nothing option
e  Realism and sustainability of the do-nothing option
e Presentation and analysis of the do-nothing option

e Popularity of the do-nothing option
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The report starts by providing some theoretical reflections on the role of the
do-nothing option in economic appraisals. Which assumptions are made and
what is used as a reference when making comparisons can significantly impact
the results of the analyses. This applies not in the least to assumptions about
operations and maintenance of existing infrastructure, societal development at
large, and the effects of adjacent projects and other public investments. By
opting for a reference alternative with higher costs and benefits, the
investment alternatives will seem preferable. Likewise, a reference alternative
with constant benefits (at the current level) or increasing benefits (e.g., due to
technological or societal changes) and modest cost will weaken the net present

value of investment options.

Despite the importance of the do-nothing option in cost-benefit analysis in
project appraisals, it is hardly addressed in the research literature. An extensive
literature search has uncovered no studies on this topic. Some studies have
found that the design of the do-nothing option is an essential source of
uncertainty in cost-benefit analysis and that erroneous (pessimistic) estimates
about the do-nothing option can represent a source of bias. Previous
Norwegian studies have shown that the do-nothing option is rarely selected,
neither in the conceptual project appraisal phase nor later in the pre-project
phase, despite the high share of the projects selected for execution do not

have a positive return on investment.

There is an extensive set of guidelines for cost-benefit analysis in Norway and
other countries, especially within the transport sector. Some also cover the do-
nothing option. However, some of them could be more specific about how to
make projections about how the quality or benefits will evolve without

investing.

The data material for the study documented 112 projects subjected to
conceptual appraisal, representing almost the entire population of Norwegian
projects that have undergone conceptual appraisal. In addition, we have
conducted fifteen interviews with forty-one persons from four ministries, five
government agencies, and nine consulting companies with a frame agreement
with the Ministry of Finance to conduct external quality assurance of
government projects. Despite some methodological limitations, this data
material provides valuable insights into the do-nothing option as a
phenomenon.
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The findings from the study can be summarised as follows.

The first research topic dealt with the content and function of the do-nothing
option in the conceptual appraisal reports:

e The term do-nothing option is controversial: Most ministries and
agencies use the term do-nothing, zero concept or similar versions. If
a do-minimum option is also included, the term zero-plus option is
often used. Many informants criticise the term do-nothing option, and
some argue that reference alternative is better.

e The content and design of the do-nothing option vary and can
be unclear: There is significant variation in the extent of
reinvestment and upgrades included in the do-nothing option, from
nothing to substantial.

e Even more significant variation in the design of do-minimum
options: Only about a third of the appraisals include a do-minimum
option or other small investment measures. The variation in the
design of these is even more significant than for the do-nothing
option. As a result, there is significant uncertainty about how far to go
in solving the problem or ensuring sufficient functionality.

e The so-called four-step principle is not used according to
intentions. The four-step principle is a systematic approach to
investigating other ways of solving the problem by looking for less
extensive solutions than investments. In reality, we rarely see that such
means (such as pricing mechanisms or regulation changes) are carried
through to the concept analysis.

e The quality assurers criticise the do-nothing option but still
recommend it: The quality assurers often have comments about how
the do-nothing option has been designed, and we see cases where the
QA1 report reduces the scope of the do-nothing option (to avoid or
carrying investment cost) and expanding it (to make it more viable).
However, they often recommend the same option as the appraisal
report. The quality assurers often ask for less extensive options (do-
minimum) and better do-nothing options.

e The purpose of the do-nothing option varies: Most appraisals treat
the do-nothing option as a reference — a baseline against which
impacts are measured. Only a few appraisals treat it as a viable option
in itself. The thinking among the agencies seems to be that the initial
problem analysis has already shown that the do-nothing option is not
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acceptable, and it is therefore included in the conceptual appraisal
only as an “artificial” alternative.

Regarding the question of whether the do-nothing option is seen as a realistic

and viable alternative by the agencies and quality assurers, we find that:

e The relevance of the do-nothing option depends on whether the
situation can be characterised as a problem or an opportunity:
In the cases where the conceptual appraisal starts from a problem, the
do-nothing option can easily be seen as (at least by the actors within
the sector itself) as unacceptable. Other times investment is an
opportunity for profitability and growth, but with the do-nothing
option as a realistic alternative. A common observation is, however,
that problems and opportunities are mashed together without any
prioritisation.

e The proper do-nothing option has not been designed to be a
realistic alternative: The do-nothing option has relatively poor
support among those carrying out conceptual appraisals, as they rarely
meet various ambitious goals or stringent requirements. The quality
assurers have differing views and believe more could be done to make
the do-nothing option more realistic. This implies that this is a part of
the appraisal that could be vulnerable to manipulation.

e The lifespan of the do-nothing option is not explicitly discussed:
Many conceptual appraisals perceive the do-nothing option as having
a shorter lifespan of benefits than the investment alternatives. But
very few explicitly discuss how long it is possible to live with the
current situation, and the do-nothing option is rarely explicitly
considered a postponement alternative.

e The requitement to only consider sanctioned policies is loyally
adhered to but can be perceived as making the do-nothing
option less realistic: Most, but not all, conceptual appraisals loyally
accept that only projects that have been decided for investment
should be included in the analyses. But it has been pointed out that
this can create a less good view of the future. Surprisingly few
undertake sensitivity analyses that take non-sanctioned projects into
account.

e “Sanctioned policy” can conflict with demand prognoses:
Policies that have been decided upon, e.g., related to climate and

environment, can clash with projections about the future. In addition,
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ambitious goals might require investments, and it can be demanding
to conduct realistic conceptual appraisals unless these ate considered.

We have also looked into how the do-nothing option is presented and

assessed in the analyses:

The conceptual appraisal mandate can give important signals
about thoroughly investigating the do-nothing option: Only
about one-fourth of the mandates specify that the do-nothing option
should be included in the analyses or whether do-minimum
alternatives should be developed. However, other mandates go pretty
far in indicating that the do-nothing option should be chosen.

The do-nothing option is described less thoroughly than the
investment options, and it varies where it is presented in the
conceptual appraisal document: The do-nothing option is seldom
given thoroughly anywhere in the conceptual appraisal reports and is
only to a limited extent quantified. In addition, the problem chapter
focuses mainly on the current situation and not on future
development.

The evaluation of the do-nothing option compared with the
investment alternatives is not very transparent: The description of
the do-nothing option is generally relatively brief compared with the
investment alternatives. Where the analysis is undertaken using
differential assessments, the do-nothing option tends to “disappeat”.
It is seen as demanding to quantify the development of the benefits of
the do-nothing option, but the cost of this option is also dealt with

rather summarily.

Uncertainty and real options are only to a limited extent
discussed for the do-nothing option: Only about half of the
conceptual appraisal reports discuss cost estimate future demand
uncertainty. In addition, very few discuss the real option value of the

do-nothing option as a delayed investment option.

Finally, we have looked into whether the do-nothing option is recommended

or even chosen, i.e., the popularity of the do-nothing option:

The do-nothing option is rarely recommended in the conceptual
appraisal reports, but far more often in the QA1 reports: Only
two of the conceptual appraisal reports (2%) recommend the do-
nothing or a do-minimum option. Even when the do-nothing option
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is investigated as thoroughly as the investment options, it is usually
quickly deemed infeasible. The quality assurers recommend the do-
nothing option in more cases (about 24%).

e The do-nothing option is nonetheless “chosen”: Even if the
agency recommends an investment alternative and the government
sanctions it, this does not automatically mean it will be implemented.
A large share of the projects appears to have been put on hold
indefinitely, probably due to significant cost increases after the QA1
stage. The current, no-investment situation seems perhaps to be viable
after all.

In short, this study documents that conceptual appraisals are characterised by
diverse practices, lack of transparency, and in almost every case, end up
recommending an investment alternative. Both the do-minimum and other
low-cost options garner much attention and are rarely assessed positively in
appraisals. A practice seems to have developed where the question is not

whether to invest but which alternative to recommend. This is not in line with

the intentions of the state project model.

Therefore, a different practice for dealing with the do-nothing option is
needed. We thus recommend the following:

1. Limit the number of conceptual appraisals. The ministries must act as
gatekeepers and refrain from initiating resource-consuming project
appraisals, which can also give different stakeholders unrealistic

expectations that extensive state-funded investment is forthcoming,

2. Following the above, we also recommend better coordination of which
and the number of initiated appraisals (to establish a portfolio

perspective).

3. The mandate for appraisal should make it clear that the purpose of the
appraisal is to make a recommendation on whether to invest. This way, it
can signal the importance of spending time and resources on the do-
nothing option and assembling an appraisal team that represents the

sector interests and the societal perspective.

4. It should be a requirement to include good do-minimum options. These
are alternatives where the most critical problem is solved (but without this

becoming a lever for meeting a long list of requirements and wishes).

5. More focus on flexibility in investment decisions. This applies in particular
to 1) where planned, non-committed projects can affect value for money
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and 2) where technological development can affect the choice of solution,
costs and benefits. The project appraisal should always ask what the right
time for investment is and what potential gains can be achieved by

postponing the decision.

6. Better use of the four-step principle. We recommend that the principle be
mandatory to identify better, simpler solutions that do not require
significant investments.

7. Accept that the do-nothing option may entail diminishing social benefits.
Planners seem confused about which benefit and lifespan the do-nothing
option should be based on. If economic forecasts indicate reduced
benefits, that is the situation that the agency must adapt to in the absence
of investment.

8. No problem is worth solving at any cost. A stronger emphasis on value
for money can counter possible negative aspects of problem-oriented
planning.

9. The QAs should take a more critical look at the do-nothing option and, if
necessary, propose a more realistic do-nothing or do-minimum option.

10. The consequence of selecting the do-nothing option must be more
transparent. We recommend that the consequence of the do-nothing
option be more transparent than the current situation. Also, the results of
any do-minimum options should be evaluated more seriously than current
practice, where we get the impression that the do-minimum option is
treated with pessimism bias.

At the end of the report, we point to some areas where the results from this
study can be pursued in further research:

e More thorough analysis of projects where the do-nothing option, in
reality, has been chosen.

e The consequences of choosing the do-nothing option: Projects on
hold, delayed, or stopped can represent an opportunity for
investigating whether the results of selecting the do-nothing option
are as outlined in the conceptual appraisals.

e Sector-specific studies: It is possible to go into more detail about this
topic by undertaking studies of specific sectors, such as roads, rail,
and buildings.

e The importance of different presumptions made about the do-
nothing option: The effects of other presumptions about the do-
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nothing option can be investigated through more data from both
planned and executed projects.

e The design of good do-nothing options: Better knowledge about the
design of good do-nothing options will be helpful for future
appraisals.

Increased knowledge has little value unless it leads to changed practice.
Therefore, we recommend that the Ministry of Finance develop more precise
guidance. After that, the responsible departments must ensure that those

conducting the conceptual appraisals follow up on this in practice.
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