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In this era of cost containment and managed care, the
benefits and costs of vocational interventions for persons with psychiatric
disability are receiving increased scrutiny. In response to this scrutiny,
evaluators, providers, and agencies are turning to cost-benefit studies. The
purpose of this article is, first, to examine the basic steps involved in cost-
benefit studies in a way that will be understandable to program
administrators, policy makers, and practitioners. Second, a review of cost-
benefit studies on vocational programs for persons with psychiatric
disability will be undertaken and the results summarized.

[NTRODUCTION

In this era of cost containment and
managed care, the benefits and costs of
vocational interventions for persons
with psychiatric disability are receiving
increased scrutiny. In response to this
scrutiny, evaluators, providers, and
agencies are turning to cost-benefit
studies as a means of demonstrating
their impact. Some programs providing
services to persons with psychiatric dis-
ability are informally testing their own
cost effectiveness. For example, voca-
tional programs may examine the num-
ber of clients they serve, vis-a-vis the
costs associated with serving them.
Cost-benefit studies take this process
one step further by comprehensively ex-
amining whether programs are “worth”

ARTICLES

-

25

their cost, that is, whether the benefits
that accrue to the clients, to taxpayers,
or to society in general exceed the ex-
penditure. Unlike studies of cost-effec-
tiveness, cost-benefit studies must
specify the perspective from which one
is determining both costs and benefits.
For example, what might be considered
a benefit to a program participant (e.g.,
the receipt of entitlements) is reflected
as a cost to society in the way of expen-
ditures for entitlement monies. Cost-
benefit studies are complex and based
upon many fiscal and programmatic as-
sumptions. According to at least one au-
thor, cost-benefit studies are “as much
art as science” (Weisbrod, 1983). The
purpose of this article is, first, to exam-
ine the basic steps involved in cost-
benefit studies in a way that will be
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understandable to program administra-
tors, policy makers, and practitioners.
Second, a review of cost-benefit studies
of vocational programs for persons with
psychiatric disability will be undertaken
and the results summarized.

STEPS IN
COST-BENEFIT ANALYSIS

Several authors (Johnson, Lewis &
Bruininks, 1993; Sav, 1989) have
described the basic steps needed to
perform a cost-benefit analysis. They
include:

1. Defining the program to be studied,;

2. Defining the alternatives to the
program being studied;

3. Determining the accounting frame-
work;

4. Quantification and monetization of
benefits and costs;

5. Analyzing the benefits vis-a-vis the
Costs.

These steps will be described in greater
detail keeping in mind the perspective
of a program administrator who wishes
to conduct a cost-benefit study within a
vocational program.

Step 1. Defining the Program to

Be Studied

Defining the program to be studied
may appear to be a straightforward first
step in conducting a cost-benefit study,
but for certain programs it may prove
difficult and ambiguous. The first ques-
tion to be answered is whether the pro-
gram on which the cost-benefit study is
to be conducted is a distinct entity, or
whether it is embedded in a larger orga-
nization with overlapping accounting,
finance, and personnel systems. To the
extent that the program’s finances
cannot be disentangled from a larger
organization, a cost-benefit study will
prove more difficult, but generally not
impossible.

To conduct a cost-benefit study, it is
necessary to calculate both the direct
and the indirect costs of that program
entity. For example, if a freestanding
supported employment (SE) agency is
staffed by 3 full-time coaches and one
clerical person, the direct costs of pro-
viding the supported employment ser-
vices would be straightforward and
could be calculated fairly easily.
Administrative costs (overhead) such as
rent, utilities, and the like would also
be calculable. If embedded within a
larger agency that provides a variety of
other services, the direct and indirect
costs associated with the supported em-
ployment program and personnel
would have to be accurately appor-
tioned to the SE program. Furthermore,
most cost-benefit studies are conducted
within a distinct timeframe of fiscal or
calendar years. This would mean having
both fiscal and client outcome informa-
tion available for a parallel timeframe.

It is generally not wise to begin con-
ducting a cost-benefit study if a pro-
gram is in flux, if the interventions
provided are undergoing a shift, if there
is a great deal of turnover in the staff, or
if the kind of client being served is
changing dramatically. For example, if
during a cost-benefit study, your pro-
gram begins to serve persons who are
significantly more disabled than in the
past and the costs associated with serv-
ing such individuals are substantially
greater, interpretation of the study will
be confounded by this change and it
will not be possible to disentangle the
costs and benefits of serving a more dis-
abled versus a less disabled client. If the
program models or interventions with-
in an agency are undergoing change, it
might also be wise to postpone a cost-
benefit study until the new interven-
tions are fully embedded. Furthermore,
any cost-benefit study should be accom-
panied by a full description of the inter-
ventions so that policy makers and
administrators can make judgments
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about the cost-benefit data with a com-
plete understanding of the program
model being evaluated.

Step 2. Defining the Alternatives to
the Program to Be Studied

There are two important considerations
under this rubric of defining alternative
programs. First, many participants of
supported employment programs
would be participating in another type
of vocational or pre-vocational program
were they not enrolled in your pro-
gram. When figuring the costs and ben-
efits of your program, you must take
this fact into account, since the alterna-
tive program may be more or less ex-
pensive than your program to operate,
and this will be figured into the cost-
benefit analysis. If a client comes to
your program from a sheltered work-
shop, you must figure the wages that
person would have earned in that alter-
native program as well as the costs of
participating in that program. For exam-
ple, one cannot argue that a supported
employment program is cost-efficient
because participants earn $5.00 per
hour, an increase over a baseline of no
earnings. Many participants would have
been earning money in the alternative
program and those “opportunity costs”
(that is, lost opportunities to earn
money in another program), as they are
sometimes referred to, must be sub-
tracted from current earnings to accu-
rately reflect the benefit of participating
in the current program. In some stud-
ies, the alternative program to the one
under study is assumed to be the place
where the client was receiving services
prior to receiving them in the support-
ed employment program (Rogers,
Sciarappa, MacDonald, Wilson &
Danley, 1995; Rusch, Conley &
McCaughrin, 1993). In another cost-
benefit study, clients were assumed to
have been in the next most restrictive
vocational option than they were in at
the time of the study (Lewis, Johnson,
Bruiniks, Kallsen & Guillery, 1992). In
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either case, if you wish to compare your
supported employment program to an-
other vocational program, the benefits
and costs of participation in that other
program must be calculated, as de-
scribed later in Step 4. In order to do
this, the alternative programs must first
be specified, as in Step 2.

Second, under this step, you can often
expect that participation in your pro-
gram will lead to a decrease or an
increase of other mental health, com-
munity, or support services. For exam-
ple, in one study, participation in a
supported employment program was
accompanied by a rather dramatic de-
crease in the use of expensive mental
health services such as hospitalization
and psychotherapy (Rogers et. al.,
1995). It is important to track the use
of these alternative programs and ser-
vices so that they may be monetized
and figured into the analysis in terms
of both costs and benefits (as described
in Step 4).

Step 3. Determining the Accounting
Framework

Several authors have developed ac-
counting frameworks for conducting
cost-benefit analyses (Noble & Conley,
1987; Thornton & Maynard, 1989).
According to Johnson and his colleagues
(1993), an accounting framework “pro-
vides a structured taxonomy for identify-
ing, measuring, valuing, and evaluating
the full range of costs and benefits” (p.
77) of vocational services. All assump-
tions underlying this framework must
be made explicit. For example, deter-
mining which benefits, costs, and alter-
native programs to track, determining
how to cost out the services, determin-
ing how to estimate “foregone produc-
tivity” (i. e., lost wages due to

program participation) or “opportunity
costs” must all be made explicit by the
evaluator.

The use of one accounting framework
versus another is intimately tied to the
quality and comprehensiveness of data
available upon which the cost-benefit
study will be based. Obviously, the best
scenario is one where client data (i. e.,
wages earned, fringe benefits received,
and taxes paid) are tracked individually
rather than estimated, and where costs
and benefits from alternative programs
are tracked on an individual client basis
and not estimated. Program costs
should be calculated accurately and
comprehensively and assumptions re-
garding those costs made explicit.
According to Thornton (1992), differ-
ences in evaluation methods or ac-
counting frameworks used from study
to study create a major source of uncer-
tainty when interpreting cost-benefit
studies. The final benefit-to-cost ratios
reflect “hundreds of calculations and as-
sumptions” (p.68), which make it diffi-
cult to conduct cross-study comparisons
and meta-analyses. Several authors cited
below describe their accounting frame-
works in more detail.

Step 4. Quantification and
Monetization of Costs and Benefits
As described earlier, several variables
must be quantified when conducting a
cost-benefit study; each is worthy of a
separate discussion.

* Participant wages and fringe benefits

e Use and costs of alternative mental
health programs

* Benefits received by recipients
(e. g., SSI, SSDI)

¢ (Calculating program costs in the
program under study

* Intangible benefits

Participant wages and fringe benefits.
Most cost-benefit studies track the
actual dollars earned by participants in
the program under study. In addition,
attempts are generally made to put a
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dollar figure on the fringe benefits re-
ceived, such as an employer’s contribu-
tion to medical or life insurance, an
employer’s contribution to Social
Security (FICA), and so forth. This can
prove to be a difficult step and there-
fore many evaluators simply estimate
the cost of fringe benefits using govern-
ment figures. For example, Rogers et al.
(1995) estimated the amount of fringe
benefits at 15% of the participant’s
earnings, a figure provided by the feder-
al government for lower-wage earners.

Also tracked and figured into the cost
benefit equation are the taxes paid by
the participant because, although these
monies paid represent a loss to the
participant, they represent a gain to
the taxpayer and are calculated as

such in the final cost-benefit analysis.
Sometimes evaluators estimate taxes
paid by using tax bracket information
provided by the Internal Revenue
Services, rather than by tracking actual
taxes paid on an individual participant
basis. In planning a cost-benefit study,
the more accurately actual costs, wages,
fringe benefits, and taxes can be
tracked, the more credible the results
will be.

Tracking alternative services. It is im-
portant to track the costs of the alterna-
tive programs in which the client may
be participating concurrently or prior to
entering your SE program, as well as
the units of other services received.
This is especially important if you wish
to examine whether service utilization
and the associated costs of those ser-
vices increase or decrease as a result of
participating in the SE program. The
most likely services to be tracked in-
clude treatment services, rehabilitation
services, case management services,
and other vocational services. However,
utilization of services that can be
affected by participation in a vocational
program can vary by the population
served, the specifics of the service
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system, and the locale. For example,

in a vocational program serving young
adults with a high rate of substance
abuse problems, you may want to track
use of substance abuse treatment facili-
ties, and perhaps other community ser-
vices such as crisis hospitalization or
protective custody. You could then test
the hypothesis that participation in
your vocational program decreased the
use of substance abuse treatment or cri-
sis services.

After tracking units of service received by
clients from agencies outside your pro-
gram over the time period of the study,
the analyst must, using available rate in-
formation, calculate the costs of services
per unit. Often Departments of Mental
Health, Social Services, or Vocational
Rehabilitation can provide per-unit rate
information, which can be used for these
calculations.

Transfer payments. Social Security ben-
efits, veterans benefits, welfare pay-
ments, and other such benefits are
considered in cost-benefit studies to be
“transfer payments” because they repre-
sent monies being transferred from the
taxpayer to the participant. As we shall
see in Step 5, they do not represent a
cost to society, but simply a transferring
of monies from one group to another. It
is important to track the receipt of such
transfer payments before, during, and
after program participation to deter-
mine whether such payments increase
or decrease. The typical payments
tracked include SSI and SSDI; however,
depending on the participants of the
program, any of the following benefits
might be tracked: general relief, veter-
ans benefits, housing subsidies, food
subsidies, Worker’s Compensation, pri-
vate insurance payments, or other pub-
lic monies received.

Calculating program costs in the pro-
gram under study. Generally, cost-ben-
efit studies arrive at a per-participant
cost for the study period, for example,

the cost of serving a participant for the
fiscal year being studied. This can be
done by tracking the number of hours
or days of service each client receives
and multiplying those hours or days of
service by a per-hour or per-diem direct
cost. To arrive at a per-hour or per-diem
cost of providing services, personnel
costs must be calculated by examining
the salary and fringe costs per full-time
equivalent staff persons. Generally, the
more difficult task is to monetize the
cost of overhead, administration, and
supervision of direct services for the
same period. Some studies simply use
their entire program budget in conjunc-
tion with attendance records as the
basis for calculating per-hour or per-
diem costs, which is acceptable if the
total program cost is genuinely reflec-
tive of the monies needed to run the
program.

A major source of confusion in cost-ben-
efit studies is whether to include the
costs of start-up in the analysis for
newer programs. One major study did
include start-up costs (Noble, Conley,
Banerjee & Goodman, 1991); however,
others do not necessarily do so (Rogers
etal.,, 1995). Not including start-up
costs can lead to an underestimate of
program costs, but including all costs in
a one-year study can make the program
appear very expensive. Amortizing the
start-up costs over some reasonable pe-
riod seems the most logical approach.

Intangible benefits. Several studies have
attempted to examine the “intangible”
benefits that accrue from participation
in their vocational programs (Noble,
Conley, Banerjee & Goodman, 1991;
Rogers et al., 1995). Whereas the costs
of items such as services received or
wages and taxes can be monetized fairly
easily, most program administrators
would argue that it is the intangible
benefits of increased self-esteem, in-
creased community integration, and in-
dependence that are the most welcome
by-products of program participation.
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Intangible benefits that have been stud-
ied include self-esteem, symptomatol-
ogy, leisure time, job satisfaction, and
work integration. Generally, authors of
cost-benefit studies report these bene-
fits in a narrative form, or represent
them as a “+” or a “-” (depending on
whether they were positively or nega-
tively affected during program partici-
pation) in the final cost-benefit table
(Johnson et al., 1993). No studies exam-
ined in this review have attempted to
quantify intangible benefits in such a
way that they can be figured into the
final benefit-to-cost ratio.

Step 5. Analyzing the Benefits
vis-a-vis the Costs

Table 1 contains a mock cost-benefit
analysis for a theoretical supported em-
ployment program. On the column to
the far left are the components of the
analysis: separate and total benefits,
separate and total costs, and the final
benefit-to-cost ratio. The second col-
umn represents the sources of benefits
and costs: net wages and benefits (in
this case, wages and benefits after pro-
gram participation less wages and bene-
fits from before program participation),
taxes paid, reduced use of other ser-
vices, reduced transfer payments, direct
and indirect program costs. Across the
top of the page on the far right is the
analytical perspective of society, the
program participant, and the taxpayer.
Society can be thought of as the com-
bined perspectives of the taxpayer and
the program participant, and thus the
items in the columns for the “program
participant” and the “taxpayer” add up
to the figures in the “society” column.
Benefits are represented as straight dol-
lar figures while costs are stated in
parentheses. (Not all cost-benefit analy-
ses will employ a table identical to the
one used here, but the reader would
recognize all the common elements.)

Once again it is noteworthy to mention
that what may be a cost from one per-
spective is a benefit from another. In this
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Table 1 — Final Cost-Benefit Analysis

ANALYTICAL PERSPECTIVE

ANALYSIS SOURCES OF BENEFITS/COSTS Society = Participant + Taxpayer
Benefits: a. Wages and fringe benefits $2,000 $2,000 $0
b. Taxes paid $0 ($400) $400
¢. Reduced use of alternative services $2,000 $0 $2,000
d. Reduced transfer payments $0 ($1,000) $1,000
Total Benefits: e. Total benefits (a+b+c+d) $4,000 $600 $3,400
Costs: f Direct program costs ($5,000) $0 ($5,000)
g. Indirect program costs ($2,000) $0 ($2,000)
Total Costs: h. Total program costs (f+g) ($7,000) $0 ($7,000)
Net Benefits: i. Total program benefits less total program costs (h—e) ($3,000) $600 ($3,600)
Benefit/Cost Ratio: j. Total benefit divided by total cost (e<+h) 57

($4,000 < $7,000)

example, the average net participant
wages and fringe benefits over the year
are $2,000 (line a), which benefit the
participant and society, but not the tax-
payer directly. Taxes paid (line b) are rep-
resented in parentheses in the
participant column because they repre-
sent a loss for the participant but are rep-
resented in the taxpayer column as $400
because they are a benefit for the taxpay-
er; that is, the taxes represent money
going into the tax coffers. Taxes are rep-
resented as $0.0 in the society column
because from the transfer perspective
they represent monies simply moved
around. Benefits do accrue to society and
to the taxpayer from the reduced use of
other services, however. In this example,
the average reduction in alternative ser-
vices for the participants of this support-
ed employment program is $2,000 per
year (line c), perhaps resulting from de-
creased use of partial hospitalization or
clubhouse programs. Both society and
the taxpayer benefit from this reduction,
and the taxpayer benefits from reduced
transfer payments such as SSI or SSDI
(line d), while it is a loss to clients. Thus,
the sum of the benefits (line €) is $4,000
for society as a whole, $600 on average
for the participants (because, while they
have earned $2,000 on average, they

have lost SSI or some other transfer
payment, as represented by the $1,000 in
parentheses, and lost $400 in taxes paid).
The taxpayer benefits to the tune of
$3,400, due to less monies spent for al-
ternative services, reduced SSI or other
transfer payments, and taxes paid into
the tax coffers. The direct costs ($5,000;
line f) and indirect costs ($2,000; line g)
of the supported employment program
add up to $7,000 on average per partici-
pant, per year—a cost to society as a
whole, and the taxpayer, but not a cost to
the participant. When these costs are
taken into account for society and the
taxpayer, the amount of benefit is re-
duced. In this example there is a net cost
to society because the total benefit to so-
ciety was $4,000; however, the cost of de-
livering the program is $7,000 (line h).
Thus, the net cost of providing this ser-
vice from the societal perspective is
$3,000 per participant, per year (line i).
The participant benefits remain the same,
at $600 per year, and the taxpayer’s bene-
fits, when weighed against the costs, also
decline. The benefits to the taxpayer
were $3,400, but the program costs the
taxpayer $7,000. Therefore, the net cost
of the program to the taxpayer is $3,600.
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In the final analysis, the cost-benefit
ratio that is generally calculated at the
end of such an analysis is done from the
perspective of society as a whole,
though it is possible to generate such ra-
tios from the other two perspectives. In
this case, the benefit-to-cost ratio is .57
($4,000 in benefits accrued to society as
a whole, divided by $7,000 in costs; line
j). This means that the benefits that ac-
crued to society did not exceed the
costs. Generally, a ratio approaching 1.0
is desired; the ratio can also exceed 1.0.
The interpretation of a program that has
a benefit-to-cost ratio of 2.0, for exam-
ple, would be: “The program returns
two dollars to society for every dollar
expended.”

Having “walked through” the process of
constructing a cost-benefit study, we
can turn our attention to the results

of such studies for persons with psychi-
atric disability. In reviewing these stud-
ies, I will point out some of the five
steps of a cost-benefit analysis, which
were described above.
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STUDIES EXAMINING THE
COST-BENEFIT OF
SUPPORTED EMPLOYMENT

Lewis and his colleagues (1992) per-
formed a cost-benefit analysis for voca-
tional programs in the state of
Minnesota. They were able to gain the
cooperation of 11 service providers,
across 13 service sites, involving 41 vo-
cational program options and approxi-
mately 1,800 clients (Step 1). This
represented about 9% of all the pro-
grams in the state, and included voca-
tional services of many types. They
specified the alternative vocational pro-
gram (Step 2) as the next most restric-
tive program from the one the client
was in at the time of the study. (For ex-
ample, for the sheltered workshop op-
tion, the next least restrictive option was
the “Day Activity” option). In terms of
their accounting framework (Step 3),
the authors did not collect data individ-
ually on each client, but rather exam-
ined program records, budgets, and
expenditure records, and interviewed
key personnel to explicate the costs as-
sociated with each program option
(Step 4).They examined only SSI in
terms of transfer payments, and used
the Targeted Job Tax Credit (a cost to
Society and the Taxpayer) in their analy-
sis (Step 3). In the final benefit-cost
(BC) analysis (Step 5) the authors re-
ported variable results, but overall posi-
tive outcomes. They concluded that all
forms of supported employment were
cost-effective when compared to habili-
tation training, sheltered workshop in-
terventions, and vocational training
when examined from the societal per-
spective. When SE was compared to ha-
bilitation training, the return to society
was $2 for every §1 invested. When SE
was compared to on-site employment
(sheltered workshops), the majority of
agencies reported favorable BC ratios,
averaging $1.30 to $4.00 for each dollar

invested. Even where there were unfa-
vorable outcomes in terms of the cost-
benefit analysis, from the participant
perspective, there were increased wages
and “intangible benefits.”

Another large-scale study of supported
employment was conducted by Noble
and his colleagues in the state of New
York (1991). The service of interest was
the job coach model (Step 1) provided
to clients with all disabilities, including
persons with psychiatric disabilities,
within the state vocational rehabilitation
agency. Noble and his colleagues devel-
oped a sophisticated program evaluation
tool (SEMIS; Supported Employment
Management Information System) to
track individual client data. A total of 45
service providers and 1,250 clients (316
with psychiatric disability) were included
in this study, which spanned 1988-1990.
The accounting framework used by
Noble (Step 3) included examination of
unaudited reports from provider agen-
cies and calculations of increased pro-
ductivity (i. e., more hours worked by
clients), estimates of foregone productiv-
ity (what clients lost by giving up partici-
pation in another vocational program),
estimates of current earnings, employ-
ers’ contribution to Social Security, pro-
jected savings from the reduced use of
alternative programs, and projected
earnings if the client had stayed in the al-
ternative program. Taxpayer benefits
were estimated by examining the in-
crease in taxes paid, the decreases in
SSDI and SSI, and the cost savings from
alternative programs. Two methods were
used to estimate the costs (Step 4) of the
vocational programs being studied: one
using the SEMIS data, the other using
data provided by the state vocational re-
habilitation agency itself. Staff wages and
administrative costs were included, as
were vocational rehabilitation agency
start-up costs, and the Targeted Job Tax
Credit. The results suggested that sup-
ported employment programs in the
state of New York yielded $5.7 million in
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societal benefits (Step 5), but that 75% of
those benefits accrued from decreased
use of alternative programs. Client earn-
ings in the supported employment pro-
grams were 2.15 times higher than in the
alternative vocational programs; howev-
er, the cost of running supported em-
ployment programs was 83—91% higher
than those associated with running alter-
native programs. The final cost-benefit
ratios were .67—.69; not very favorable
from a societal perspective. However,
Noble and his colleagues did find differ-
ences in societal benefits by disability
group. He concluded that persons with
severe mental illness were less expensive
and more “cost-effective” to serve when
compared with the other disability
groups studied. He analyzed several in-
tangible benefits and found a decrease in
available leisure time, no significant
change in symptomatology, and greater
integration in the work force than was
the case for clients in alternative voca-
tional programs. Noble and his col-
leagues concluded that supported
employment programs must increase
client earnings and lower program costs
to increase overall cost-efficiency and
thus obtain more favorable benefit-to-
cost ratios.

Rusch and his colleagues (1993) stud-
ied supported employment programs in
Ilinois during the years 1986—1990.
They were motivated to conduct this
analysis by earlier studies indicating
poor outcomes associated with sup-
ported employment and the need for a
longer timeframe. The authors were
able to gain cooperation from 30 pro-
grams, with a client pool of 729 (Step
1). Most of those individuals were diag-
nosed with developmental disabilities;
however, a substantial proportion had
psychiatric disabilities. The authors ex-
cluded clients in unsupported competi-
tive employment from their analysis.
The supported employment programs
studied included individual placements,
work crews, and enclaves. The authors



WINTER 1997—VOLUME 20 NUMBER 3

used a management information system
to track data on clients and state agency
data to track program costs. They found
that the participants of supported em-
ployment programs had $4 million in
gross earnings over the 4 years of the
study. However, estimated probable
earnings from the alternative vocational
programs were $2 million dollars, and
reduction in costs associated with the
alternative programs was $6 million
dollars (Step 2). From the societal per-
spective, the average ratio of benefits to
costs (Step 5) for the 4-year period of
the study ranged from .75 in Year 1 to
1.09 in Year 4, for an average across all
4 years of .91. From the taxpayer per-
spective only, ratios were .60 in Year 1
to .89 in Year 4. In their accounting
framework (Step 3), they did not in-
clude fringe benefits, nor did they fac-
tor in Social Security benefits paid by

the employer. Their findings were con-
sistent with an earlier study conducted
by Rusch, using a matched pairs design,
which demonstrated the cost-effective-
ness of supported employment compar-
ing 20 clients receiving supported
employment services to 20 not receiv-
ing such services.

One of the few cost-benefit studies of
supported employment conducted on a
program serving only persons with psy-
chiatric disability was conducted by
Rogers, Sciarappa, MacDonald-Wilson,
and Danley (1995). They undertook a
cost-benefit study of an innovative pro-
gram for 19 persons with mental illness,
on a university campus (Step 1). At entry
into the program, clients were asked to
provide information about their use of an
array of mental health services, their use
of alternative programs (Step 2), and their
wages, benefits, and hospitalization days

for the year prior to admission. Data were
collected prospectively on the same vari-
ables. An attempt was also made to assess
the effect upon intangibles, including
work integration, symptoms, job satisfac-
tion, and satisfaction with the interven-
tion. The program achieved a cost-benefit
ratio of .89 (Step 5), suggesting that it ap-
proached, but did not quite attain, cost-ef-
ficiency. The largest effect appeared to be
in the reduced use of alternative pro-
grams: an average reduction of $4,500
during the study, mostly in reduced
hospitalization. Unfortunately, the pro-
gram costs were fairly high, offsetting the
increased wages and reduced amount of
transfer payments found in the study. In
terms of the intangible benefits, work site
integration and program satisfaction were
high, job satisfaction was not high, and
symptoms remained unchanged.

These studies are summarized in Table 2.

Table 2 — Summary of Cost-Benefit Studies of SE Programs for Persons with Mental lliness

AUTHOR SITE PROGRAMS N KEY FINDINGS

Lewis etal., 1992  Minnesota 41 vocational programs 1800 including * All SE programs are cost-effective when
(e. g., day activity workshops, ~ some clients with ~ compared to sheltered workshop,
habilitation training, psychiatric habilitation training, and vocational
vocational training) disability training.

Noble etal., 1991  New York Job Coach model provided 1250 (316 with * SE programs yielded $5.7 million in
through state VR. agencies psychiatric benefits but most of that was accrued

disability) from decreased cost of alternative
services.

* Clients in SE programs earned 2.15 x
higher than in alternative vocational
programs, but SE programs cost more
to run.

* Final cost-benefit ratios from societal
perspective about .67-.69.

Ruschetal,, 1993  Illinois 30 SE programs including 729 (some with ~ ® Reduced use of alternative programs
crews, enclaves, and psychiatric totaled $6 million; net earnings totaled
individual placements disability) $2 million.

* Cost-benefit ratios ranged from .75 in
first year to 1.09 in fourth year.

Rogers etal., 1995  Massachusetts ~ One experimental SE program 19 * Largest single effect was reduced use of

for clients with psychiatric
disability

alternative services, particularly
hospitalization costs.

* Final cost-benefit ratio was .89.
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Cost-Benefit Studies in Vocational Services

Limitations in Cost-Benefit Studies
on Vocational Outcomes

Thus far, the cost-benefit studies that
have been conducted on vocational
programs serving persons with psychi-
atric disabilities vary tremendously in
scope and depth, from the small-scale
but perhaps more tightly controlled
studies to larger scale studies of
statewide programs where many more
assumptions were made in the course
of conducting the analyses. As a result,
it is difficult to look across all studies
and arrive at a singular conclusion
about the cost-benefits of vocational
programs for persons with psychiatric
disability. Thornton has expressed simi-
lar concerns about conducting cross-
study comparisons among cost-benefit
studies (1992).

Significant methodological problems re-
main in the conduct of cost-benefit stud-
ies (Bond, Clark & Drake, 1995). For
example, some studies attempt to project
future earnings as a means of demonstrat-
ing future benefits; others attempt to pro-
ject the costs and lost opportunities from
participating in alternative programs; oth-
ers “discount” (that is, costs and benefits
that may accrue in the future are “dis-
counted” to their value in today’s dol-
lars). All of these methods require
forecasting to some degree, much the
same way that economists attempt to pre-
dict the rates of employment in future
years. These estimates are not always ac-
curate, and when one study relies upon
numerous assumptions and projections,
the error can be compounded.

As mentioned earlier, some cost-benefit
studies fail to take into account the fact
that client earnings would probably not
be zero if their program did not exist
(Hill et al., 1987). It is likely that at least
some clients would have earnings, thus
raising the baseline against which the
cost-benefit is conducted. Making the
assumption that baseline earnings are
zero makes it easier to have a favorable

cost-benefit ratio; using the actual base-
line earnings obviously makes it more
difficult to achieve a favorable cost-ben-
efit ratio. In conducting or interpreting
cost-benefit studies, it is important to
be aware of this methodological pitfall.

Studies suggest that valid cost-benefit
studies may not be possible on pro-
grams early in their life, making it diffi-
cult to examine the costs and benefits of
new and innovative programs. Research
suggests that approximately 3—4 years
are needed for a program’s costs to sta-
bilize (Rusch et al., 1993). Conducting a
cost-benefit analysis prior to such stabi-
lization and drawing conclusions about
the efficiency of that program could
therefore be misleading. Furthermore, a
program should be stable in terms of
clients, staff, and programs before a
cost-benefit analysis is attempted. A dra-
matically changing client base during
the course of a cost-benefit study can
obscure the differential costs associated
with serving different types of clients, as
noted earlier. However, if the evaluator
has a reliable measure of severity of dis-
ability available for each client being
studied, it is possible to calculate bene-
fits and costs separately for subsets of
clients, based upon this measure.

Researchers conducting cost-benefit
studies appear to disagree about
whether to include start-up costs, an
issue of which accounting framework to
use. Whether unique start-up costs
should be included and how they
should be amortized are important
questions that can alter the bottom line
of any cost-benefit study. In theory, the
results of cost-benefit studies should in-
form program directors and policymak-
ers about the efficiency of various types
of services. Ignoring start-up costs en-
tirely presents a problem because were
another program administrator attempt
to start up such a program, he or she
would not achieve as favorable a cost-
benefit ratio. On the other hand, there
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are types of start-up expenses that
would not be a factor after the first few
years of a program’s life, for example,
construction costs. Under these circum-
stances, a cost-benefit study that is
more reflective of the program’s costs
and benefits would not include start-up
costs or would amortize those costs
over a reasonable period of time.
Clearly, these assumptions and choices
should be made explicit by the evalua-
tor, and perhaps the cost analysis
should be presented with and without
start-up costs.

The issue of whether to include or not
include start-up costs is not as signifi-
cant when a cost-benefit study is exam-
ining two interventions and their
relative efficiency. In that case, as long as
the same accounting framework and as-
sumptions are applied to both programs
(e. g., start-up costs for both programs
are used) and those assumptions are
made explicit, the essential question will
be answerable: that is, does program x
have a more favorable cost-benefit ratio
than program y. It goes without saying
that differing accounting frameworks,
vastly different assumptions, and differ-
ent data collection methods make it dif-
ficult to compare across cost-benefit
studies presently in existence.
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CONCLUSIONS

An attempt was made to provide a
primer on cost-benefit analyses for voca-
tional services for persons with psychi-
atric disability. Cost-benefit studies are
complex, and, of necessity, some of that
complexity was lost in this presentation.
Most program administrators would
have difficulty conducting such a study
without technical assistance. This
primer was intended to help administra-
tors become more familiar with the ter-
minology, process, and components of
cost-benefit studies. There are numer-
ous resources cited in this article for
program administrators to learn more
about cost-benefit studies. Of particular
note is a recent book chapter by Clark
and Bond (1995), which fully explores
important issues in cost-benefit studies.

Given the paucity of cost-benefit evalua-
tions for persons with psychiatric dis-
ability, it is difficult to draw conclusions
about their cost-efficiency. Studies
conducted thus far are promising and
suggest that participation in supported
employment programs can boost partic-
ipant wages and decrease the use of al-
ternative services. Thus, when
compared to day care types of interven-
tions, SE programs appear cost-effec-
tive. The relatively high cost of
delivering SE services is responsible in
part for not achieving more favorable
benefit-to-cost ratios. While most evalu-
ations thus far have made intra-program
comparisons (i. e., comparing different
vocational services within one pro-
gram), or longitudinal comparisons
(comparing benefits and costs before
and after participation), what is needed
are more studies involving comparisons
of vocational programs, ideally using a
randomized design. Furthermore, it is
important to note that the question of
whether supported employment pro-
grams are valuable to persons with psy-
chiatric disability rests on factors other
than their cost-benefit ratio.
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