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Housekeeping • Ground rules – co-create 

 

• Fire exits 

 

• Toilets 

 

• Course materials 
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new 

economics 

foundation 

(nef) 

• Founded in 1986 

• Award winning economics think-and-do 

tank working to promote high well-being, 

environmental sustainability and social 

justice. 

• An innovator in social, environmental and  

economic impact measurement and 

analysis. 

• nef consulting adapts and applies nef‟s 

methodological tools to help 

organisations understand and 

demonstrate their true impact. 
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Introductions 

& 

Expectations 

What excites you about being 

involved with VfM work? 

 

What do you want to walk away with 

after tomorrow? 
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Starting point 

(we are here!) 

Hopeful, excited 

(vision of future) 

Reality, action 

(making it happen) 

Despair 

(it‟s a mess!) 



Value for Money (VfM) training 

Objectives for 

Day 1 

1. Introduction to key VfM concepts  

 

2. Learn about key players’ positions on 

VfM 

 

3. Facilitated conversations about 

economy, efficiency and effectiveness in 

relation to your current practice 

 

4. Advance understanding of  costs and  

their impact on VfM. 
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Value for Money (VfM) training 

Outline  

Day 1 

7 

Time Activity 

10.00 Introductions 

10.30 The underpinnings of the VfM debate 

11.00 Break 

11.15 Discussing the role of economy in VfM in the 

programme cycle (facilitated discussion) 

12.05 Discussing the role of efficiency in VfM in the 

programme cycle (facilitated discussion) 

13.00 Lunch 

14.00 Discussing the role of effectiveness in VfM in 

the programme cycle (facilitated discussion) 

15.00 Break 

15.15 Understanding costs 

16.30 Q&A 

17.00 Close of day 1 



Value for Money (VfM) training 

Objectives for 

Day 2 

1. Locating theory of change (ToC) in VfM 

 

2. An introduction to VfM methodologies. 

           (a) Learn the theory 

               (b) Learn about examples of their application 

 

3. Learn about valuation of non-market 

traded outcomes 

 

4. Apply VfM to your organisation 
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Outline  

Day 2 

9 

Time Activity 

10.00 Reflection on previous day 

10.15 Developing and using ToC for VfM 

10.30 Overview of key VfM methodologies (p.1) 

11.30 Break 

11.45 Overview of key VfM methodologies (p.2) 

13.00 Lunch 

14.00 Overview of key VfM methodologies (p.3) 

14.30 Valuation techniques 

15.00 Break 

15.15 VfM in your organization: World Cafe 

16.30 Q & A 

17.00 Close of day 2 
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The 

underpinnings of 

the VfM debate: 

some insights. 

principles and 

critical notions of 

welfare economics 

 

 

Outline 

1. Where does VfM come from?  

2. Some fundamentals of welfare economics 

3. Pareto and Kaldor-Hicks “improvements”. 

4. The notion of “opportunity cost”. 

5. The notion of “transaction cost”. 

6. The notion of “externalities”. 

7. The notion of “discounting” and time 

preferences. 

8. Links with current debates. 
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Where does 

VfM come 

from? 

 

(1) 

 

 

• Only “new” in name, The “revival” of the VfM 

agenda can be explained by many factors. 

   

• All else being equal, it is important to 

explore the origins of this concept…in order 

to understand cost effectiveness in a 

systematic manner. 

 

• Economic notions will also provide you with 

“a way of thinking” interventions.  
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Some 

fundamentals 

of welfare 

economics 

 

(2) 

• Welfare economics has been dealing with the 

issue of resource allocation for a long time (end 

of 19th century). 

 

• It is critical to understand the foundations of 

welfare economics in order to situate current 

debates in a coherent manner. 

 

• Important for Cost Effectiveness practitioners to 

be acquainted with notions and concepts of 

welfare economics – both for policy and project 

design. 
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Pareto and 

Kaldor-Hicks 

criteria 

 

(3) 

•  The notion of “status quo”: the present equilibrium 

• Pareto efficient = “if at least one person is made better 

off and nobody is made worse off”. 

 

• An intervention therefore not efficient if someone 

made worse off. 

 

• Under this criteria, most interventions would be 

considered inefficient/ineffective: second-best 

solutions? 

 

• Kaldor/Hicks: If the benefits of the “winners” outweigh 

the losses of the “losers” and there can be potential 

compensation, then an intervention can be considered 

as a societal improvement. However, often the case 

that no actual compensation provided! 
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Example of 

application 

 

 

 

Some applications 

 

A “macro” example: trade liberalization. 

• What would a Pareto criterion imply?  

• What does a Kaldor-Hicks criterion imply?    

 
A “micro” example: agricultural development project.  

• A few members of community worse off (e.g. women)?  

• Pareto criterion 

• Kaldor-Hicks criterion 

 

Exercise: 

Think of a project where this distinction would be relevant 

(in pairs for 5 mins, feedback to group). 
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The notion of 

opportunity 

cost 

 

(4) 

 

Usually people think of costs and benefits of an activity as 

straightforward to understand. However, there are some 

critical subtleties.  

 

Usual Definition: “The cost of an alternative that must be 

forgone in order to pursue a certain action. Put another 

way, the benefits you could have received by taking an 

alternative action.” 

 

People think of this everyday! Examples 

 

The objective: Establishing whether scarce resources are 

used in the most efficient manner i.e. for private or public 

decisions.  
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Example of 

application 

 

 

How it applies to development policies or project:  

 

At a project level:  

• The opportunity cost of time (e.g. community-based 

decisions). 

• Ex ante (prevention) vs. ex post (treatment of the 

effects) intervention. 

 

At a programme/policy level:   

• Community-based vs. top-down development: e.g. HIV 

interventions. 

• Arbitrage: e.g. climate change mitigation or adaptation?  
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The notion of 

transaction 

cost 

 

(5) 

 

Definitions: 

 

“The cost associated with exchange of goods or services and incurred 

in overcoming market imperfections. Transaction costs cover a wide 

range: communication charges, legal fees, informational cost, etc.” 

 

“In economics and related disciplines, a transaction cost is a cost 

incurred in making an economic exchange.[…] Transaction costs 

consist of costs incurred in searching for the best 

supplier/partner/customer, the cost of establishing a supposedly 

"tamper-proof" contract, and the costs of monitoring and enforcing the 

implementation of the contract.” 

 

“The costs other than the money price that are incurred in trading 

goods or services. Before a particular mutually beneficial trade can 

take place, at least one party must figure out that there may be 

someone with which such a trade is potentially possible, search out 

one or more such possible trade partners, inform him/them of the 

opportunity, and negotiate the terms of the exchange.”  
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Example of 

application 

 

• Why bother with transactions costs in development 

projects?  

• The links with opportunity costs. 

• Once more! Community-based vs. “classic” 

interventions: reducing imperfect information and 

therefore transaction costs?   

• “Low hanging fruits” interventions vs. difficult-to-reach 

populations: accounting for the difference. 

• Transaction costs can help reduce the bias consisting 

in favouring easier-to-implement projects for easier-to-

reach populations – given that costs are lower. 

 

Exercise:  

Think of a project or intervention where this notion would 

apply (in pairs for 5 mins, feedback to group). 
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The notion of 

externalities 

 

(6) 

 

 Definitions: 

 

“An externality is an effect of an action by one party on others 

who did not have a choice and whose interests were not 

taken into account.” 

 
“A consequence of an economic activity that is experienced 

by unrelated third parties. An externality can be either 

positive or negative.” 

 

We should add: “…a  consequence of an economic activity 

that is experiences by unrelated third parties who did not 

consent for the transaction or activity to take place.” 

 

While “mainstream” economists think “externalities” as an 

exception, they are, in fact, a “rule” in the socio-economic 

world. 
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20 

The environment The economy People 
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Example 

of 

application 

21 

Positive externalities 

Investment in education can present positive returns both to the 

individuals directly benefiting from education, but equally, positive 

externalities to society as a whole, e.g. positive income impacts 

(economic capital); positive health impacts (human capital); 

positive education impacts (human capital); even positive socio-

political impacts (empowerment and “social capital”). 

 

Negative externalities 

If not carefully planned, rural development projects can potentially 

have adverse impacts (i.e. “negative externalities”), e.g. on 

ecosystem services and natural resources (natural capital), in turn 

adversely affecting other communities‟ incomes (economic 

capital) or future generations of the same community (i.e. 

reducing their environmental, economic and social endowments). 

 

Exercise: 

Think of the externalities of an intervention (in pairs for 10 

minutes, feedback to group). 
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The notion of 

discounting 

and time 

preferences 

 

(7) 

 

• Discounting can be simply defined as the opposite of 

compounding (interest rates). 

 

• Economic theory broadly assumes that individuals 

have a preference for the present. 

 

• Future income less valuable than present. 

 

• Why does this matter for welfare economics?  

 

• Can this individual/private (observed) behaviour can 

be transposed to society (public) as a whole…and if 

yes, under which conditions?  
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Example of 

application 

Assume a condom distribution programme (A) which costs say 50$ 

upfront costs plus incremental and on-going costs; we need to 

compare its VfM to a community mobilisation intervention (B) with (+) 

condom distribution program (120$ upfront plus incremental and on-

going costs). 

We speculate  that project B has the same annual net benefits (10$) 

with project A up to year 5, when the “critical enabler” multiplier comes 

into play, doubling the uptake level an presenting double net benefits 

(20$ per year). Finally, net benefits yielded by project B triple in year 8 

while project B net benefits remain constant. 

 

23 

  YEAR 1 YEAR 2 YEAR 3 YEAR 4 YEAR 5 YEAR 6 YEAR 7 YEAR 8 YEAR 9 YEAR 10 

PROJECT 

A (Net 

benefits) 

-£50 

  

£10 £10 £10 £10 £10 £10 £10 £10 £10 

PROJECT 

B (Net 

benefits) 

-£120 

  

£10 £10 £10 £20 £20 £20 £30 £30 £30 

Net present value (NPV) PROJECT A (programme activity) PROJECT B (Community intervention) 

Dr=0% £40 £60 

Dr=5% £20.07 £14.52 

Dr=10% £6.9 £ -14.33 
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Links with 

current 

debates 

 

(8) 

 

All the above notions constitute the basis of current debates – 

and of the VfM agenda:  

 

1. It is impossible to grasp current tools and instruments used for 

demonstrating cost effectiveness without mention of Kaldor-

Hicks improvements – and related debates relative to 

compensation. 

2. It is impossible to understand the VfM agenda without mention 

of opportunity costs. 

3. It is impossible to assess relative efficiency of interventions 

without mention of transaction costs. 

4. Discounting has been, and still is, object of tense debates (e.g. 

Stern‟s Economics of Climate Change was object of “heated” 

debates due to discount rate choices). 

5. All these notions, and their scientific foundations/underpinnings 

are still discussed and being debated at academic and policy-

making levels (e.g. US Presidential Executive Order 12291).  
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Break 
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VfM explored through relationships between 

inputs and impact: 

 

 

 

 

 

 
 

“Value for money is the best use of resources to 

deliver the desired impact.”  

Independent Commission on Aid Impact (ICAI) 2011 
 

“Value for Money (VfM)…is about maximising the 

impact of each pound spent to improve poor 

people’s lives.” 

DFID‟s approach to VfM 2011 

Value for 

money 

26 

Costs £ Impact Inputs Outputs Outcomes 
Qualitative 

Quantitative 

Economy Efficiency Effectiveness 

Equity 
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Addressing 

economy 

 

 

 

 

 

Definition: getting the best value inputs.  

Four key themes: 

1. Procurement 

• what is our tendering process like? 

2. Market place intelligence 

• how well do we know the market that 

might supply us? 

3. Supplier management 

• do we manage our suppliers well and 

get all the information from them that we 

need? 

4. Auditing 

• are we monitoring our own compliance 

with practices and procedures? 
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Economy: 

key 

questions 
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Economy in 

the 

programme 

cycle 

 

 

Understanding economy in the context of 

your work 

 

• Small groups 

• One person volunteers a project to present  

• Analyse the project by selecting key 

questions from handout: discuss economy in 

relation to the project 

• 20 mins 

• Note key learnings  

• Feedback to wider group 
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Addressing 

efficiency 

 

 

 

 

 

 

Definition: how to minimize outputs for a 

given level of input 

 

• Put differently, the “cheapest” choice taking 

into account quality criteria. 

• Is this an acceptable definition for public 

delivery? In other terms, can we simply 

“transpose” private sector type financial 

analysis to an NGO?   

•  Bringing in the “externalities” parameter.  

•  Bringing in “transaction” costs. 

•  Moving from financial to economic costs:   in 

some cases the latter is preferable, 

depending on the audience, etc.  

30 



Value for Money (VfM) training 
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Efficiency: 

key 

questions 

 

 

 

 

 



Value for Money (VfM) training 

Efficiency in 

the 

programme 

cycle 

Understanding efficiency in the context of 

your work 

 

• Small groups 

• One person volunteers a project to present  

• Analyse the project by selecting key 

questions from handout: discuss efficiency 

in relation to the project 

• 20 mins 

• Note key learnings  

• Feedback to wider group 
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Lunch 
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Addressing 

effectiveness 

 

 

 

 

 

Definition: ensuring intervention and outputs deliver 

desired outcome  A more complex issue: forecasting 

and evidencing socio-economic impacts. 

 

Key points: 

• Challenge: defining, evidencing and proving 

“causality”. 

• “Positivist” versus “Constructivist” stance regarding 

appraisal and evaluation - no consensus. 

• Different stances suggest “one-size-fit-all” quant 

techniques not necessarily right. 

• Regardless of preferences, important to be aware 

of methods and techniques preferred by donors 

and international organizations. 

• In short: evidencing causality is not consensual nor 

a straightforward task. 
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35 

Effective- 

ness: key 

questions 
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Effectiveness 

in the 

programme 

cycle 

 

 

Understanding effectiveness in the context 

of your work 

 
 

• Small groups 

• One person volunteers a project to present.  

• Analyse the project by selecting key 

questions from handout: discuss 

effectiveness in relation to the project 

• 20 mins 

• Note key learnings  

• Feedback to wider group 
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Break 
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38 

 

 

 

 

Understanding Costs 

Understanding 

the investment 



Value for Money (VfM) training 

Definition 

 

 

Financial 

costs 

 

 

 

Definition: must include things you budget for 

(financial), things you do not (economic).  Need 

to cost Full Cost Recovery and non-market 

traded costs e.g. volunteer time. 
 

• Simple: it is the actual costs / financial 

funding requirements of a policy, programme 

or project.  

• How to record financial costs? 

• Do financial costs represent the actual 

resources we mobilize for carrying a project 

through?  

• Remember: notion of “externalities” and 

“imperfect” markets…apply not only to the 

“benefits side” but also to the “costing” side. 

• In other words: whose costs are we looking 

at? 
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The notion of 

“economic” 

costs 

 

 

 

It is important to look equally at economic 

costs if we want rigour and consistency in 

our analysis. 

 

Two characteristics of economic costs:  

1. Traditional economic analysis: the 

notion of “shadow pricing”. 

2. More recent developments: adding full 

stream of resources. 

 

Why it is important: examples 
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Recording 

financial costs 

 

 

 

Upfront vs. ongoing costs: often these are not appropriately 

recorded as such. Should be recorded like this: 

 

 

 

 
Why this matters for appraisal/impact analysis:  
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Year 1 Year 2 Year 3 Year 4 Year 5 Dr=0 Dr=5 Dr=10 

Capital 

costs 

$50 $0 $0 $0 $0 

Recurrent 

costs 

$50 $50 $50 $50 $50 

Total $100 $50 $50 $50 $50 $300 $264.1 $234.9 
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Recording 

financial costs 

 

 

 

Some additional considerations:  

• Scale economies and costs of services over time 

• How to use and present cost figures:  

1. The total cost represents the cost of producing a 

quantity of services or output for a particular project or 

programme. This can be the result of a full or 

incremental cost analysis. 

2. The average cost is then the total cost per unit of 

output, and is calculated by dividing total cost by the 

units of output or services produced. 

3. The marginal cost is the additional cost of producing 

one more unit of output. This should not be confused 

with incremental costs that look at the additional cost of 

adding on an entire service or project, whereas marginal 

costs are concerned with cost differences within a 

service or project. 
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Translating 

financial 

costs  

economic 

costs 

 

 

 

 

 Thinking of possible applications of 

“shadow prices”: examples 

 

 Thinking of possible externalities: 

examples 

 

 Adjusted to local figures to meaningful 

global figures for the purpose of 

obtaining comparative data. 

43 



Value for Money (VfM) training 

A graphic 

overview 

Representing main differences:  

44 

  Financial appraisal Socio-economic appraisal 

Project costs 

  

  

 Components: 

Actual financial costs Some items are shadow 

priced, and external costs 

included, to reflect full 

stream of resources used 

for the project 

Investment costs YES YES 

Operating costs (fixed 

and variable) 

YES YES 

Working capital (physical 

and financial) 

YES YES 

Indirect 

taxes/duties/subsidies 

INCLUDED EXCLUDED 

Opportunity costs NOT CONSIDERED CONSIDERED 

Shadow prices NOT CONSIDERED CONSIDERED 

Externalities NOT CONSIDERED CONSIDERED 
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Worked 

example 

(a) 

 

 

• Assume a 1 year poverty reduction community-led project in rural 

Nigeria, generating financial costs of £5000 (capital costs) and 

£5000 (recurrent costs).  

• Of recurrent costs £1000 are destined to wages of 20 workers, £50 

each. 

• There are also 20 volunteers working on a regular basis.  

• Of recurrent costs, an additional amount of £1000 is destined to gas 

used by vehicles throughout the project implementation 

• As a consequence of the intervention, community members meet 

once a day during two hours to discuss and debate strategies to 

improve their livelihoods collectively 

• One of the impacts of the project is Nigerian small landholders can 

now have access to subsidized (cheaper than market value) seeds - 

normally costing them £10 per year, they now spend £5 per year 

• The community has equally increased its irrigation capacity through 

a well construction, thus using an additional 100 cubic meters of 

water per year from an underground aquifer.    
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Worked 

example 

(b) 

 

• How are volunteers included in a financial costing analysis? 

How are they included in an economic costing analysis?  

• In Nigeria, oil is subsidized at a rate which reduces its 

marketed value by 10%. Is the cost of fuel for vehicles 

£1000?  

• Is the time the community spends collectively categorized as 

a cost, as a benefit or as both? 

• What is the “shadow” price of seeds?  

• How will we treat additional water consumption in an 

economic costing analysis?  

• What are the total economic costs of the project?     

• A donor wants adjusted US dollar prices for the purpose of 

comparing the costs of this project to another in Kenya. 

What do you do?   

 

http://eppi.ioe.ac.uk/costconversion/default.aspx  
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Q&A/Feedback 
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Introduction to Value for 

Money 

 

Natalie Nicholles 

Olivier Vardakoulias  

nef consulting 

in partnership with Bond 

 

Day 2 

4 December 2012 
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Reflections 

on Day 1 
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Objectives for 

Day 2 

1. Linking theory of change with VfM 

 

2. Learn about VfM methodologies: cost 

effectiveness, cost-benefit, social return 

on investment and multi-criteria 

appraisal. 

 

3. Learn about valuation of non-market 

traded outcomes 

 

4. Explore how to apply VfM 

concepts/principles to your work. 
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Outline  

Day 2 

51 

Time Activity 

10.00 Reflection on previous day 

10.15 Developing and using ToC for VfM 

10.30 Overview of key VfM methodologies (p.1) 

11.30 Break 

11.45 Overview of key VfM methodologies (p.2) 

13.00 Lunch 

14.00 Overview of key VfM methodologies (p.3) 

14.30 Valuation and contribution techniques 

15.00 Break 

15.15 World Café – Appraising VfM methodologies 

16.30 Q & A 

17.00 Close of day 2 
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Why use a 

Theory of 

Change? 

 

(A1) 

 

 

• Understand how you make a difference 

and how this adds value 

 

• Ability to „test‟ TOC and adapt to 

changing environment/world 

 

• Identifying outcomes of a programme 

related to VfM – achieve most amount of 

outcome for money invested 
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Relationship 

to VfM 

 

(A2) 

1. Engage stakeholders 

2. Identify outcomes for stakeholders 

3. Develop measures for collecting outcomes data 

4. Data collection 

• Outcomes 

• Financial proxies 

• Impact considerations 

5. Create model 

6. Communicate findings 

1. Create ToC 

2. Test ToC 

3. Communicate ToC 
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• Represents what 

matters to 

stakeholders 

 

• Multi-stakeholder 

 

• Understanding 

relationship 

between 

interventions and 

outcomes 

Theory of 

Change 

framework 

 

(A3) 
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Logical Framework Theory of Change 

Identifies indicators. Does not identify indicators. 

Timeframe of activities can/cannot 

be specified depending on scope of 

log frame. 

Timeframes of activities not 

specified.   

Timeframe outcomes being 

achieved  are specified. 

Activities not explicitly linked to 

outcomes. 

Activities causally linked to 

outcomes. 

Focus in on 

intervention/project/programme. 

Focus on other influences and 

external factors in achievement of 

outcomes. 

Linear logic.  

Clear statements in a table- can 

understand at a glance. 

More complex change relationships. 

Represented  in diagram- takes 

more time to understand. 

Does not identify unintended 

consequences. 

Identifies unintended consequences. 

Suited for project planning and evaluation.  Developing more evaluative 

thinking within an organisation.  

Similar 

concepts 

 

(A4) 
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Outcomes to 

impact 

 

(A5) 

Outcome 

Deadweight 

Attribution 

Displacement 

Impact 
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• ToC is backbone of programme/ 

project/intervention 

• Underpins VfM analysis 

• Need to identify what matters to 

stakeholders  

• ToC can be empowering for stakeholders 

• ToC provides a framework for everyone 

to understand what the organisation 

does and why: map to vision, mission 

and goals. 
 

Summary of 

ToC and 

discussion 
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Method 1: Cost effectiveness analysis 
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Cost 

effectiveness 

analysis 

(CEA) and its 

variants 

 
 

 

Obtained figure =              Cost  

          (outcome unit)  

Example: £0.86 per DALY saved / QALY gained 

                 £22 per GHG emission abated 

                 £0.55 per infection averted 

                 £1 per HDI component impacted on per person 

                 £100 per year of schooling  

You need to choose a clear index reflecting your outcome. Many have 

been used – better to use past ones. 

Because you cannot incorporate many outcomes, it is important to 

choose the one which encompasses the maximum possible change to be 

reflected in results. 

More straightforward and less time consuming compared to other 

methods, limits are evident e.g. non-tangible components are difficult to 

incorporate, and limited illustration of the actual theory of change. 

On the other hand, very good form comparing across int. if objectives are 

predetermined. 
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CEA 

application 

•  Select, out of your theory of change, ONE “flagship” 

outcome. 

•  Think of whether and how this outcome can be 

quantified through any relevant metric. 

•  Be careful regarding whether this outcome is effectively 

an outcome rather than an output, e.g. is population 

coverage an outcome? 

•  Divide the total amount by the present costs (NPV) of 

your project. 

• You have obtained the mean unit cost of your 

intervention. 

•  Attention: this figure, self-standing, tells us nothing about 

the effectiveness of the intervention. It is only relevant in 

comparative terms. 

•  This is why calibrating cost figures and selecting similar 

outcomes across interventions is so important. 
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Worked 

example 
 

Progresa educational programme in 

Mexico (IFPRI, 2002) 

 

• Practical steps to  collect data/indicators 

• Valuation 

• How results were viewed 

• Challenges 

• Limits  
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Worked 

example 

 

•  Progresa Impact – subsidy based 

 

•  Cost effectiveness of extra year of 

education through secondary grants  
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Worked 

example 

 

•  The alternative 

•  Cost effectiveness of extra school 

building 
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Worked 

example 

 

•  Data collection issues. 

 

•  Levels of sophistication . 

 

•  Linking this appraisal to other forms of 

CEA. 

 

•  Limits? Criticisms?  

 

•  What do we conclude out of this study?  
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Cost Utility 

Analysis  

 

 

 

 

 

 

 

 
 

 

• Cost per QALY/DALY 

• How to measure QALYs/DALYs 

http://www.who.int/choice/toolkit/pop_mod/en/index.html 

• What do figures represent? 
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Discussion and 

Post-it! 

 

 

 

First reactions to CEA - Cost Effectiveness 

Analysis: 

 

Like it, dislike it? 

Useful for you, not useful for you? 

Liked by your audience, not liked by your 

audience? 

Etc. 
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Break 
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Method 2: Social Cost-Benefit Analysis 
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Social cost-

benefit 

analysis 

(CBA) 

 

 

 

Social CBA, contrary to CEA is rooted in economic analysis 

and welfare economics. 

 

The objective is not normatively preset. 

 

It requires an analysis of the full stream of costs and benefits 

(including externalities and opportunity cost). 

 

The obtained ratio = full stream of benefits (PV) 

                                  full stream of costs (PV) 

 

Simple in its conception, it is not straightforward when coming 

to its application: one needs to consider numerous elements 

like externalities, shadow pricing, encompass multiple types of 

outcomes and the data that goes with it. In more sophisticated 

forms, it might equally require modelling complex systems. 

 

 

72 



Value for Money (VfM) training 

 
Social CBA 

application 

 

 

• Baseline construction. 

• Business-as-usual definition. 

• Which type of outcomes?  

• Valuation: extension to environmental and social 

goods. 

• “Shadow pricing”: determining values. 

• Distributional analysis. 

• Discounting. 

• A fundamentally top-down instrument: criticisms. 

 

 

 

 

 

73 



Value for Money (VfM) training 

 

Worked 

example 

Community-based climate change adaptation: 

 

• Practical steps to collect data/indicators. 

• Stakeholder engagement and “dynamic” data collection: 

• Business-as-usual vs. action. 

• Valuation. 

• Combination of secondary literature and stakeholder  

• willingness to pay exercise (intangibles and intrinsic). 

• How results were viewed. 

• Main benefit of this work: multiple scenarios and 

sensitivities. 

• Adding robustness to results / secondary literature and 

data. 

• Challenges. 

• Difficult to replication. Difficulties to extrapolate into the 

future. 
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Results Total capital evolution under different 

scenarios: 
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Sensitivity 

analysis 

Overview of main scenarios: 

76 

Description: 

Sub 

scenarios:  

Climate model  Economic/ 

financial models  

Agricultural/ 

livestock 

models  

Environmental 

model  

Rainfall 

projections  

1. KMD 

2. A2 (IPCC) 

3. B1 (IPCC)  

Indirect impacts  Indirect 

impacts  

Indirect impacts  

Temperature 

projections  

1. KMD 

2. A2 (IPCC) 

3. B1 (IPCC)  

Indirect impacts  Indirect 

impacts  

Indirect impacts  

Attainable 

yields  

Impacts of the three 

temperature/rainfall 

models on LGP (3 

LGP scenarios)  

Production 

capacity based 

on lower bound 

study 

Soil 

productivity: 

based on two 

studies  

Impacts on soil 

/water quality / 

GHG emissions 

(Two scenarios 

per component)  

Crop market 

returns  

N/A  Post harvest 

losses: two 

scenarios 

N/A N/A 

Extreme 

weather 

events 

probability / 

impacts 

1. Keeping the 

probability 

rate constant 

(1990-2010) 

2. Increasing 

the probability 

rate  

Impacts on 

human capital 

(health/education) 

and 

infrastructure.  

Impacts on 

crop 

production: 

two scenarios  

Impacts of 

extreme 

weather events 

also based 

upon vegetation 

cover: two 

scenarios 

(floods)  
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Discussion and 

Post-it! 

 

 

 

First reactions to CBA – Cost Benefit 

Analysis: 

 

Like it, dislike it? 

Useful for you, not useful for you? 

Liked by your audience, not liked by your 

audience? 

Etc. 
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Method 3: Social Return on investment 
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Social 

Return on 

Investment 

 

 

 

SROI is an adjusted form of social CBA.  

 

Its principal difference lies not so much in its content but 

rather in its: 

(a) systematization of numerous elements considered by 

CBA practitioners but often not applied; 

(b) its focus on multiple stakeholders rather than aggregating 

all figures as if society was one stakeholder in its entirety 

(c) its well-being focus when it comes to outcome indicators.  

 

The main specificities and characteristics of SROI compared 

to CBA… 

 

An optimal methodology? While some components of SROI 

are superior to CBA, elements of CBA should be incorporated 

into SROI:  OC and the environment. 

We cannot escape the challenge of valuation. 
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SROI 

Principles 
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1.  Involve Stakeholders 

2. Understand what changes 

3. Value the things that matter 

4. Only include what is material  

5. Do not over claim 

6. Be transparent 

7. Verify the result  
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SROI 

stages 

 

 

 

1. Engage stakeholders to identify 

outcomes 

2. Data collection 

• Outcomes 

• Deadweight, attribution, 

displacement 

• Benefit period and drop off 

3. Model and calculate 

• Valuation of outcomes 

4. Report 
. 
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Worked 

examples 

UK employment support programme vs. 

African stigma and discrimination 

programme: 

• Stakeholders identifying outcomes – 
saturation interview vs. focus groups 

• Practical steps to collect data /indicators – 
ladders & access to stakeholders vs. leading 

questions 

• Valuation - econometrics versus observed 

spending 

• Use – unintended consequences, value by 

stakeholder 

• Challenges – buy in, resources, starting late 
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Worked 

example – 

stigma  & 

discrimination 

83 



Value for Money (VfM) training 

84 

Worked 

example – 

stigma  & 

discrimination 
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Discussion and 

Post-it! 

 

 

 

First reactions to SROI – Social Return On 

Investment: 

 

Like it, dislike it? 

Useful for you, not useful for you? 

Liked by your audience, not liked by your 

audience? 

Etc. 
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Lunch 
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Method 4: Multi-criteria appraisal 
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Multi-criteria 

appraisal 

 

 

• Multi criteria analysis is relevant only if wanting to 

compare across interventions, most notably at the 

appraisal stage.  

• It is, like SROI, stakeholder driven.  

• It allows to rank interventions according to different 

criteria, but nonetheless does no require monetization of 

non-marketed goods. 

• As such, it escapes some of the inherent biases of SROI 

and CBA. 

• It can be particularly useful when choosing the type of 

approach a donor/NGO wants to choose after having 

determined the type/sector of an intervention, e.g. 

investigating the tradeoffs of a rights-based approach 

versus a classic programmatic approach using 4 criteria 

and 3 stakeholders. 

• Finally, it is useful for analysing competing interests and 

objectives, specifically for what refers to access to scarce 

resources. 

88 



Value for Money (VfM) training 

 

MCA 

process 

 

 

The main process:  

 

• Establish decision context (Institutional Analysis) 

Who are the key players (stakeholders)?  

What are the aims of the process?  

•  Identify options: Scenarios  

What are the alternative courses of action (options, 

scenarios) that can satisfy the aims? 

•  Determine Criteria (and sub-criteria) 

Which criteria will measure the success of each scenario? 

Break them down into sub-criteria (more specific) 

•  Derive Performance Matrix 

How does each scenario score on each criterion?  

„Harmonise‟ impact scales assessed on different units 
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MCA 

process 

 

 

 

• Assign Weights 

How important is each criterion for the final decision? 
(different stakeholders may attach different importance on 
each criterion) 

• Overall Value: Results  

Adjust Performance Matrix by Weights 

Rank scenarios by their desirability 

• Sensitivity Analysis  

How sensitive is ranking to changes in scores and 
weights? 

Identify trade-offs between stakeholder preferences 

• Negotiation (e.g. „Delphi‟-type workshop) 

Present MCA results & Sensitivity Analysis to stakeholders 

Negotiate a consensus with them 
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Worked 

example 

Decision-aid for ecotourism: a case study of a community-

run project in Ecuador (Zografos, 2008) 

 

Is ecotourism really the best way to use available 

community resources? 

Options: subsistence agriculture (SA), commercial 
farming (CF), pastures (P), ecotourism (ET) 
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Criteria Sub-criteria Measure Source of data

Economic: Community I US$/ ha/ year NGO reports

Private I US$/ ha/ year NGO reports, interviews with

local farmers

Social: Women’s

participation

%Hours/ ha/ year NGO reports, Interviews, direct

observation

Youngsters’

migration

Factor: migration

rate per activity

Interviews + NGO reports

Communal Work

(minga)

%days/ year Interviews, direct observation

Environmental: Biodiversity
(species>= 10cm

dbh in 1 ha )

Secondary: Valencia et

al,1993; May et al,1995;

IUCN,1990 Power,1991
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Worked 

example 
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Group Economic Social Environmental 

Ecotourists 0.0625 0.375 0.5625 

Tourism 

Industry 

0.5 0.25 0.25 

Academics 0.315 0.315 0.37 
NGO (local) 0.26 0.37 0.37 

 

600 ET + 400

SA

1000

CF

600 ET + 400

CF

600

ET

Economic

Community I 41.9 0 29 29

Private I 20.7 37.8 28.2 13.1

Social

Women’s

participation

34 10.6 29.7 25.5

Youngsters’

migration

-38.6 -34.1 -20.4 -6.8

Communal Work 34.2 13.1 28.9 23.7

Environmental

Biodiversity -18.4 -46.1 -26.9 -8.5

SCORES: 73.8 -18.7 68.5 76

RANKING: 2 4 3 1
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Worked 

example 

• Overall results 

 

• Sensitivity Analysis can reveal trade-offs likely to 
provide overall consensus between groups 

 

• How ranking changes when you change scores 
and/ or weights 
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Ecotourists Tourism

Industry

Academics NGO

(local)

NO

WEIGHTS

Weights 6.25:37.5:56.25 50:25:25 31.5:31.5:37 26:37:37 0:0:0

Highest

Ranking
600 ΕΤ

600ET +

400SA
600 ΕΤ 600 ΕΤ 600 ET

600ET + 400SA
600ΕΤ +

400CF

600ET +

400SA

600ΕΤ +

400SA

600 ET +

400 SA

600ΕΤ + 400CF 600 ΕΤ
600ΕΤ +

400CF

600ET +

400CF

600 ET +

400 CF

Lowest

Ranking
1000 CF 1000 CF 1000 CF 1000 CF 1000 CF
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Discussion and 

Post-it! 

 

 

 

First reactions to MCA – Multi Criteria 

Appraisal: 

 

Like it, dislike it? 

Useful for you, not useful for you? 

Liked by your audience, not liked by your 

audience? 

Etc. 
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Break 
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96 

 

 

 

Valuing non-market traded 

outcomes 
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 Comparing like-for-like economic, 

social and environmental outcomes 

 

 Necessary for some VfM methods  

 

 What happens if we refuse to value 

non-traded outcomes? 

 

 Critiques of valuation 

 

 Answers to critiques 

 

 

Why putting a 

monetary tag on 

social and 

environmental 

outcomes? 
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Valuation  
methods 

Unit cost 

Revealed Preference 

Hedonic pricing (e.g. high risk job) 

Travel cost method (e.g. local service) 

Observed spending on related goods 

(e.g. leisure) 

Contingent Valuation 

Willingness to pay                                                    

(e.g. new park) 

Willingness to accept                                      

compensation (e.g. noise pollution) 
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• Hedonistic pricing 

 

• Example (a): multi-variable regression 

analysis in environmental “pricing” 

 

• Travel cost methods 

 

• Example (b): Travel cost method for 

valuing environmental assets/goods 

 

• “intrinsic” or “instrumental”? 

Revealed 

preference 

methods 
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• Background: The NOAA panel on contingent 

valuation (1993: Exxon/Valdez oil spill) 

 

• Willingness to pay example 

 

• Example: Beauty, Beast and Biodiversity (BBB) 

 

• Willingness to accept example 

 

• Example: Compensation requirements for 

ecosystem loss/environmental hazards 

 

• The notion of “total economic value” (TEV) 

Contingent 

valuation 
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A “cost-

benefit 

analysis” of 

valuation 

methods 

 

Advantages Disadvantages 

 

 

Revealed 

preference 

 

 Based upon observed 

behaviour 

 Can be based upon 

strict market behaviour 

 Can isolate the 

variables we seek the 

explain in the valuation 

process 

 

× Often requires 

econometric analysis, 

i.e. requires expertise 

× Is not a stakeholder-

based exercise 

× Entails only “use values” 

i.e. excludes “intrinsic” 

values 

 

 

Stated 

preference 

 
 Can represent “total 

economic value”, or 

“intrinsic” values, i.e. 

non-use 

 Stakeholder based 

method 

 Takes into account 

multiple views/values 

 

 
× Is subject to large 

uncertainties, especially 

if conducted superficially 

i.e. does not represent 

observed behaviour 

× Imperfect information 

and biases 

× Therefore: risk of over-

claiming  
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What we do in practice: “benefit transfer” 

 

• The ideal proxy vs. the best available proxy – 

you‟ll never find exactly what you want 

• How to transfer values from one site to another: 

first-best and second-best approaches 

• PPP: 

http://eppi.ioe.ac.uk/costconversion/default.aspx   

• If possible: conduct a sensitivity analysis!  

Excel example 

 

From theory 

to practice 

http://eppi.ioe.ac.uk/costconversion/default.aspx
http://eppi.ioe.ac.uk/costconversion/default.aspx
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Break 
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VfM 

methodologies 

and your work 

Selecting VfM methodology(s) for you 

 

World Cafe 
• 4 groups; 4 hosts; 3 rounds 

 

• 3 x rounds of each group discussing for 10mins specific 

question. After each 10mins, one table host stays and 

the others move to a different table. 

• Table hosts summarises findings for benefit of whole 

group 

• Question 1: SWOT analysis of VfM methodologies 

• Question 2: Which area(s) of work is best suited to 

which VfM approach and/or methodology(ies)? 

• Question 3: at which level of decision-making 

does VfM apply? 
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Questions to 

begin thinking 

about VfM 

• Where do I start my VfM analyses? 

or  

• How do I introduce this to my 

organisation? 

 

1) What do I need to start doing? 

2) Where in the programme cycle do I start doing 

this? 

3) What assistance do I need and what does it look 

like? 

4) Prioritise 1) based on  

a. what feels important,  

b. What feels most achievable,  

c. What you have most energy for. 
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Q&A/ Feedback  

 

Everyone please share one thing 

they will take away from this course. 

 

Thank you! 

 

Natalie.nicholles@nef-consulting.co.uk 

Olivier.vardakoulias@nef-consulting.co.uk 
 

 

www.nef-consulting.co.uk 
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