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Broad evaluation of the financial consequences of social 
programs has been somewhat of an orphan stepchild of 
policy analysis, especially within states. A full benefit- 
cost analysis is expensive and complex to implement, 
requiring that evaluators reach far beyond the immediate 
framework of the program to consider the effects of 
choices made across a wide programmatic and social 
spectrum. It takes time to do properly, and public offi-
cials tend to need swift answers. But particularly now, as 
greater integration of social welfare programs is actively 
under consideration in many jurisdictions, benefit-cost 
analysis should be a central tool of social welfare pro-
gram evaluation. 

This article suggests how a benefit-cost analysis of child 
welfare programs might be set up, describing the struc-
ture of the analysis, identifying potential data sources, 
and noting difficulties.1 An accompanying brief article 
(pp. 50–52) describes a benefit-cost analysis of an early 
childhood intervention program, the Chicago Child-Par-
ent Centers, carried out as part of the evaluation by the 
Chicago Longitudinal Study under the direction of IRP 
affiliate Arthur Reynolds. 

Spanning multiple programs at the local, state, and fed-
eral level, child welfare expenditures annually exceeded 
$14 billion in the late 1990s. These expenditures had for 
some time been growing substantially; between 1986 and 
1996, for example, federal foster care maintenance pay-
ments grew almost fivefold. In consequence, states began 
to experiment with different arrangements for organizing 
and delivering child welfare services, in the hope of con-
trolling program costs and improving outcomes for chil-
dren. Beginning in 1998, the federal government began 
allowing states to waive certain child welfare program 
requirements under Titles IV-B and IV-E of the Social 
Security Act. The waivers, which both reflected and fur-
ther stimulated state initiatives, allowed states to change 
policies and service delivery. For example, states could 
now use IV-E funds for therapeutic, aftercare, or home- 
based services that previously had to be funded from 

Medicaid or block grants, and could introduce service 
innovations such as managed care. 

By February 2003, 26 Child Welfare Waiver Demonstra-
tions had been implemented in 17 states. The federal 
Administration for Children and Families (ACF) that ad-
ministers the waiver program summarized the tenor of 
these waivers as follows: 

Collectively, the demonstration projects are aimed 
at reducing the number of children in foster care, 
the length of time in foster care, the use of more 
restrictive and costly placement settings, re-allega-
tions of abuse and neglect, and re-entry into foster 
care. Some states have proposed discrete interven-
tions focused on specific child welfare populations, 
while others are experimenting with flexible use of 
funds to produce system-wide reforms.2 

Under the waivers, states are required to evaluate policies 
implemented or services provided. Such evaluations must 
assess the cost effectiveness of the project and its fiscal 
consequences for state and local jurisdictions. A primary 
reason for this mandate is to ensure that the program 
meets a key requirement of the waiver—that it be “cost 
neutral,” i.e., federal expenditures should be no higher in 
the new program than they would be in the absence of a 
waiver. 

The fiscal analysis does, however, highlight two other 
possible consequences of a program innovation. First, the 
spillover of program effects onto other levels of govern-
ment and onto the child’s family may result in “cost 
shifting,” where expenditures move from one budget or 
payment source to another; for example, the costs of 
mental health services may be shifted from Medicaid to 
Title IV-E. Cost shifting may or may not be associated 
with actual changes in the child’s condition or circum-
stances. If such changes do occur, then a second conse-
quence, “cost offset,” may come into play; for example, 
improvements in the child’s condition may reduce the 
need for special services. Some offsets might actually be 
negative in the longer term, say if children returned to the 
community become involved in delinquency. 

Cost neutrality, cost shifting, and cost offset naturally 
lead to a benefit-cost analysis more extensive than the 
“fiscal analysis” required under the terms of the federal 
waivers, which primarily emphasize budgeted govern-
ment expenditures closely connected to the program un-
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der analysis. A full benefit-cost analysis includes all re-
source uses. Some costs will be “opportunity costs,” 
which do not involve an explicit payment but may require 
the time of parents and caregivers. Others will be soci-
etal—the costs to victims of crime or the benefits of a 
lower crime rate. 

Steps in a benefit-cost analysis 

The steps in a benefit-cost analysis can be succinctly 
conveyed (see box) but the choices prove to be much 
more complicated. Defining the program in this example 
is relatively simple: we establish it as the IV-E waiver. 
But the costs and benefits of a program will vary with the 
perspective. Costs important from one perspective will be 
irrelevant from another—social welfare agencies, for ex-
ample, generally ignore costs that do not appear on their 
budgets. Some policy outcomes may be a cost from one 
perspective and a benefit from another; mental health 
services may return a child to the family (a benefit to the 
family and the mental health agency), but if the family 
thereby becomes eligible for cash assistance, the state’s 
Temporary Assistance for Needy Families (TANF) 
agency incurs a cost. 

A benefit-cost analysis therefore needs to specify one or 
more perspectives. In the example we use, there are at 
least four points of view: (1) the child’s family or 
caregivers; (2) state agencies, both child welfare and 
other relevant agencies such as Medicaid or TANF pro-
viders; (3) other members of society, including taxpayers, 
victims of crime, and private or community services; and 
(4) society as a whole, a category which comprises the 
other three. 

The time frame—the period during which the policy or 
program will be evaluated—differs from the analytic ho-
rizon—the period over which costs and benefits will be 
measured. In this example, the time frame is set by the 
waiver period. But services received during childhood 
may affect (indeed, are intended to affect) a child through 
the transition to adulthood and beyond. For example, 
intensive studies of early childhood interventions such as 

the Chicago Child-Parent Centers have commonly contin-
ued into early adulthood, decades after the evaluation was 
implemented (see the accompanying article by Reynolds 
and colleagues). The analytic horizon is therefore likely 
to be limited mainly by practical concerns: available re-
sources, or the ability of the evaluators to track partici-
pants over time or to project future costs and benefits. 

Under the child welfare waivers, the outcomes are fairly 
generally specified as the improved health and safety of 
children, greater permanency of placement, better school 
performance, and reduced delinquency. Valuing these 
benefits and their costs in dollar terms involves multiple 
sources of data and a series of methodological choices. 
Reducing delinquency, for example, means fewer dollars 
spent in the juvenile justice system, but how should a 
dollar value be placed on crimes uncommitted or the 
benefits to the family of the child who remains out of the 
court system? The net benefits of a program also involve 
discounting (the conversion of future costs and benefits 
into today’s dollars) and sensitivity analyses (the recalcu-
lation of costs and benefits under alternative but plausible 
assumptions). 

Counting the costs and benefits of a Title IV-E 
waiver 

Table 1 summarizes the potential sources of costs for 
program and service changes and for the consequences of 
those changes, categorizing them by the four primary 
perspectives we specified earlier. These categories repre-
sent the dollar costs and savings alone, and so only partly 
capture the effects of the waiver. For example, the per-
sonal or caregiver costs of abuse and neglect are identi-
fied as the costs of the medical services involved; these 
are clearly modest when compared to the emotional or 
social costs. Moreover, policy and program changes de-
signed to reduce government expenditures in the long run 
may not do so in the shorter term. For example, the costs 
per participant of services under the first years of the 
Wisconsin welfare reforms (W-2) considerably outpaced 
Wisconsin’s per capita expenditure under the last years of 
AFDC. 

Among the outcomes listed in Table 1, delinquency and 
school performance are only two of many outcomes that 
might be analyzed if research resources allowed. Chil-
dren leaving foster care, for example, are at risk of behav-
iors and outcomes costly to themselves and society: sub-
stance abuse, homelessness, victimization, early 
pregnancy, and future welfare use.3 Any improvements in 
these long-term outcomes that emerge from the waiver 
program are only partially captured through improved 
schooling and reduced delinquency. 

As simply one example, we consider in detail the poten-
tial costs and benefits associated with one outcome from 

Steps in a Benefit-Cost Analysis 

1. Define the program, policy, or intervention be-
ing evaluated. 

2. Specify the study perspectives. 

3. Select the time frame and analytic horizon. 

4. Identify relevant benefits and costs. 

5. Measure those effects in dollar terms. 

6. Produce a summary measure of the policy’s 
net benefits. 
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Table 1: acceleration of the child’s permanent placement, 
either by reuniting the child with the parents or 
caregivers, or through adoption into another family. 

Reunification has implications for many government pro-
grams, including other sources of child welfare funds, 
TANF, and Medicaid. Increases in these payments repre-
sent costs to taxpayers and, except for TANF cash assis-
tance, they are also costs to society. State policy deter-
mines how other state funds, such as the Social Services 
Block Grants (SSBG), are used to fund child welfare 
programs such as family support, protective services for 
children, and special services for children at risk. Chil-
dren returned home under the waiver might use any or all 
of these services. 

TANF payments seem likely to increase under child wel-
fare waivers: when children return to parents or kin, the 
family may thereby become eligible for cash assistance. 
But these payments, which constitute a cost to the state 
and to taxpayers, are a benefit to the family. Reunifica-
tion may also produce emotional benefits for the family, 
but it consumes resources of time in caregiving and 
cash—for example, for child care or health services not 
covered under Medicaid. Other social groups may accrue 
costs, as children and their families make greater use of 

the services of community or nonprofit agencies. From a 
broader societal perspective, however, the benefits and 
costs of reunification may offset each other. 

Adoption. To the extent the waiver increases the rate of 
adoption without improving a child’s need for special ser-
vices, it may increase the cost of assistance the state offers to 
families willing to adopt such a child. But services to a child 
in foster care may improve a child’s condition, increase the 
likelihood of adoption, and reduce the need for special 
services thereafter. This seems less likely if the waiver is 
aimed at children with particularly severe emotional and 
behavioral problems; in this respect, the intended target 
population of the waiver-based program enters into consid-
eration of its benefits and costs. 

Sources of data 

Because the effects of a waiver program may be complex 
and far-reaching, the data needed to understand them 
must be drawn from multiple sources. These will include 
(1) government payments under a variety of programs, 
(2) estimates of parental time and financial resources, 
and (3) estimates of costs and benefits to other members 
of society. 

Table 1
Identifying Costs and Benefits

Change/Outcome

Perspective

Parents and
Caregivers

Government
Agencies

Other Members
of Society Society as a Whole

Policy Changes Costs of care (time and
money)

Child welfare
administrative costs
Court costs

Taxes to pay for
administrative and court
costs

Resources used to
administer programs and
courts

Service Changes Time and money costs Medicaid expenditures
Block grant expenditures

Taxes to pay for services
and programs

Resources used to provide
services

Accelerated Permanent
Placement of Child

Costs of care (time and
money)

TANF payments
Medicaid expenditures
Child welfare
expenditures
Adoption assistance

Community services
Taxes to pay for services
and programs

Resources used to provide
services and care
Resources used to
administer programs
Parental or caregiver time

Health and Safety Costs to parents of
services related to abuse
and neglect

Child protection services,
including court costs

Taxes to pay for services
and programs

Resources used to provide
services

Child’s School
Performance

Costs of services
Time spent dealing with
school-related problems

Expenditures on school
and school services

Taxes to pay for services
and programs
Future taxes paid by child
Effect on community

Parental or caregiver time
Productivity and related
societal benefits
Resources used to provide
services and schooling

Child’s Delinquency Time and money costs of
delinquent child

Juvenile justice costs Costs of victimization
Taxes to pay for juvenile
justice costs

Parental or caregiver time
Costs to victims
Juvenile justice costs
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Government payments 

Administrative data on public costs such as those for 
TANF or adoption assistance are widely available, 
though the quality and accessibility of actual expenditure 
(as opposed to budgeted) data vary greatly. Tracking a 
family’s Medicaid costs represents a special challenge 
because parents or caregivers may not accurately report 
their use of services or know the costs for particular 
services. Access to some data, such as child protective 
data, may require informed consent of the subjects. 

One goal of a benefit-cost analysis is to identify those 
individuals for whom the costs of the waiver were par-
ticularly high or low, perhaps in order to target future 
waivers to specific groups for whom the net benefits are 
large. Aggregate program expenses for treatment or com-
parison groups will not provide these kinds of answers; 
instead, evaluators must have data concerning payments 
made on behalf of and services provided to individuals. 
Such records must often be gathered from programs at 
different levels of government, posing serious problems 
of confidentiality, access, accuracy, and reliability, as 
well as technical difficulties in linking very different 
types of data. Management information systems or billing 
data may not track participation in services or programs 
funded through block grants. Payments may not be linked 
to specific individuals or services. Estimating the actual 
costs of family preservation or a service provided to a 
particular child may therefore be next to impossible. One 
alternative may be to obtain estimated costs for similar 
services from other studies. 

Costs to parents 

Self-reports appear to be the only feasible source of such 
information. Information on parents’ time use can be 
converted to dollars using an estimated value of parental 
or caregiver time. There is some debate over how to value 
this time and over the appropriate measure of opportunity 
costs—the value of the activities forgone to participate in 
services or to monitor the child. One argument is that this 
time may not otherwise be spent productively—parents’ 
leisure time may simply be reduced. The counter argu-
ment is that parents may miss work or have less time for 
productive activities such as housework or caring for 
other children. Furthermore, from an economist’s per-
spective, lost leisure time has value as a good that parents 
choose to consume, and for which they pay through re-
duced earnings. Such “lost” time is in general valued at 
the individual’s wage rate. 

Costs and benefits for other members of society and for 
society as a whole 

Changes in health and safety, school performance, and 
delinquency all affect society more generally. 

Health and safety. Medical services and child welfare 
programs (including court costs) may be estimated in 

dollars using self-reports or administrative data. What of 
the extreme case where abuse results in the death of the 
child? Considerable controversy surrounds the valuing of 
human life but even conservative estimates may exceed 
several million dollars.4 These costs are borne by the 
child’s family, taxpayers, and society at large. 

School performance. The costs of schooling and school 
services can be estimated from self-reports, review of 
school records, school budgets, and national cost esti-
mates. There are, for example, estimates of the benefits of 
high school completion, including increased earnings and 
broader social benefits.5 

Delinquency. Self-reports of crime and involvement with 
juvenile justice are merely a starting point; an accurate 
accounting will require review of court records. It may be 
difficult to estimate court costs or the costs of time spent 
in juvenile detention facilities in a specific community or 
state. One alternative, again, is to draw upon estimates 
from elsewhere—the Washington Institute of Public 
Policy, for example, provides estimates of juvenile jus-
tice facility costs—but these may be of limited applica-
bility outside a particular area.6 General estimates of the 
costs to victims, including medical costs, time lost from 
work, and pain or suffering, do exist and make it possible 
to value self-reported crimes in dollar terms.7 

Calculating and presenting net benefits 

Calculating net benefits involves more than simply sub-
tracting gross costs from gross benefits.8 One must allow 
for future changes, for example, as children leave foster 
care and make the transition to adulthood. Because a 
dollar today is worth more than a dollar next year, even in 
the absence of inflation, future payments must be con-
verted into their current value, but neither government 
agencies nor academics have been able to settle on a 
single discount rate. The best approach is to employ 
several within the range of annual values commonly used 
(2–10 percent), thus providing a plausible range of esti-
mated net benefits.9 

More important, however, is that net benefits are so pre-
sented as to reflect their true uncertainty. As with any 
calculation based on a sample of study participants, the 
net benefits for a given evaluation would be different 
were a different sample chosen for evaluation. For this 
reason, net benefits have a sampling error, as does the 
mean, or any sample statistic. This uncertainty can be 
captured by producing a confidence interval for the net 
benefits. 

Other forms of uncertainty are introduced by the choices 
the evaluator makes—which measure or dollar figure to 
use from the range of costs for juvenile detention, for 
example. Sensitivity analyses, in which the evaluator cal-
culates net benefits using a reasonable range of figures, 
will illustrate how the net benefit calculation changes 
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under alternative, plausible assumptions. Finally, it may 
simply be impossible to measure some benefits in dollar 
terms, but it is important to try to quantify them as best 
one can with nonmonetary measures of well-being or 
satisfaction. These findings are particularly important if 
the measured net benefits are negative. In that case, the 
program may still be worth undertaking; the policymaker 
needs to decide if the value of the unmeasured benefits 
exceeds the observed net costs of the program. 

Advantages and difficulties of benefit-cost 
analysis 

The advantages 

The outcomes traditionally used to evaluate child welfare 
programs have generally focused on limited goals, such 
as length of placement or reunification, and have fol-
lowed children for a relatively short time afterward. Child 
welfare professionals have increasingly come to realize 
that these criteria are too narrow and can lead to policy 
decisions that are bad for children—reunification, for 
example, may not promote long-term success. They are 
thus moving toward a broader array of outcomes that 
include measures of school performance and educational 
achievement, among others.10 Some evaluators have sug-
gested the children be followed for a minimum of three to 
five years after leaving the child welfare system. 

As perspectives and outcomes expand, benefit-cost 
analysis provides a way of prioritizing a potentially very 
large body of information, focusing on those outcomes 
that have the greatest potential benefits or costs from a 
particular perspective. Benefit-cost analyses of waiver 
programs can document shifts in expenditures among dif-
ferent services and describe the distribution of expendi-
tures across different types of individuals. For instance, 
total expenditures may remain the same but the waiver 
may reduce (or increase) the concentration of expendi-
tures on a few high-cost children—information of real 
importance to policymakers. As noted earlier, waivers 
may dramatically change the types of services children 
receive. TANF expenditures will almost certainly rise if 
greater numbers of children are reunited with families. 
Medicaid expenditures may drop as Title IV-E funds are 
used to cover more services, or may increase as these 
funds are used to link individuals and families to new 
services. A benefit-cost analysis also emphasizes that a 
waiver mechanism is more than a matter of fiscal reform 
or the reorganization of service delivery, and that it may 
have far-reaching effects outside these narrow boundaries 
on other organizations, communities, and society as a 
whole. 

The difficulties 

One problem associated with benefit-cost analysis is 
overreliance on net benefits as the criterion for determin-

ing a project’s merits. Although a benefit-cost analysis 
can document the differential effects on taxpayers, par-
ents, and so on, the net benefit figure, a measure of 
efficiency, simply subtracts all (discounted) costs from 
benefits without regard to who bears the costs or reaps the 
benefits. An obvious alternative criterion is equity. 

A second, related pitfall is an exaggerated sense of preci-
sion attached to the net benefits. As we noted earlier, 
confidence intervals and sensitivity analyses should ac-
company any presentation of the benefits and costs, pro-
viding readers with a sense of the degree to which the 
study’s findings might be a chance occurrence or might 
be sensitive to assumptions made in performing the 
analysis. At best, a benefit-cost analysis can only provide 
a range of plausible estimates. 

Third, any benefit-cost calculation is limited to measur-
able costs and benefits. Possible nonmonetary costs and 
benefits should also be included in the report. 

Looming above these pitfalls is the question of the cost of 
such a thorough analysis. Obtaining and manipulating 
large administrative databases, amassing the necessary 
budget data, finding and surveying families (many of 
them disadvantaged and unstable), and tracking outcomes 
over time are all very expensive undertakings. True, the 
quantity and quality of public administrative data are 
improving. This is in part because of the increased impor-
tance of longitudinal data to policymakers and program 
administrators who must track families over time to fulfill 
the requirements of laws such as the 1996 welfare re-
forms. Federal requirements to develop comprehensive 
databases on child outcomes have also stimulated better 
data gathering.11 

Evaluators may reduce costs by relying on unconfirmed 
self-reports or national estimates, but will thereby reduce 
accuracy. One option is to lower the analytic horizon, for 
example by considering only benefits and costs until the 
child’s 18th birthday. The evaluation will then likely 
underestimate the waiver’s benefits, for the transition to 
adulthood is a crucial marker of the success or failure of a 
child welfare policy. If the net benefits observed during a 
shorter period are positive, then the results of the analysis 
may still be clear. If they are not, then the study findings 
and policy implications remain ambiguous. 

Another option for reducing expenses is to limit the scope 
of the analysis to certain outcomes or behaviors and ig-
nore others, as we earlier demonstrated in limiting con-
sideration to school performance and delinquency. But 
how should we choose those outcomes? Importance to 
policymakers is one criterion; the potential dollar magni-
tude of the effects is another. Relevant benefits and costs 
are typically identified on the basis of the theory underly-
ing the program or policy as well as prior research and 
practice. Limiting the list to a manageable size requires 
that the evaluators engage in a complex balancing act on 



49 

the basis of often insufficient information. How closely 
are particular data about policy and service changes 
linked to the desired outcomes? How large are the costs 
of collecting such information? Prior research may sug-
gest outcomes that are likely to be most sensitive to the 
waiver program, but there may be very little prior re-
search to draw upon. 

Benefit-cost analysis has been an often neglected or 
underfunded feature in the evaluation of large federal 
demonstration programs. Yet it is consistent with the 
growing emphasis on broader outcome measures for child 
welfare programs and, indeed, for social programs in 
many other areas. The Title IV waiver demonstration 
programs provide a unique opportunity for the rigorous 
evaluation of alternative service organization and deliv-
ery mechanisms in the child welfare area, and a broad 
benefit-cost analysis should be seen as an essential fea-
ture of this kind of evaluation. � 
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