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Topic: Independent cost-benefit analysis and review of regulation

Senator Urquhart asked:

In reference to the Independent cost-benefit analysis and review of regulation:

a. The Centre for International Economics report Economic Benefits and Costs of the
Proposed Basin Plan states “Despite a vast literature on this subject, there is no general
agreement on the appropriate discount rate to use.” The report used “a real discount rate
of 7 per cent.” What is a real discount rate of 7 per cent as a nominal discount rate? Is this
an example of a comparable analysis to the NBN CBA??

Answer:
(a) A real discount rate is transformed into a nominal discount rate by adding the rate of
inflation onto the real discount rate.

The panel’s ‘Cost-Benefit Analysis of Public Investment in High Speed Broadband
Network Infrastructure: An Analytical Framework’ agrees with the Centre for
International Economics report quoted by Senator Urquhart, indicating on page 61 “it is
important to note that there is little professional consensus among economists regarding
the appropriate choice of discount rate.” The analytical framework goes on to indicate on
page 62 that “the most appropriate way to proceed in a CBA is to use a range of discount
rates, and to conduct sensitivity analysis” and that “for example, one straightforward
approach would be to use the three rates recommended by Infrastructure Australia (4, 7
and 10 percent)”.



