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the logic of the decision maker—that is, how the opposing decision maker 
thinks about topics such as cost and utility. Chinese leaders’ decision to 
implement a manned space program can be subjected to cost-utility analysis, 
but doing such an analysis illustrates the pitfalls. Hardware and launch costs 
can be estimated fairly well. Utility is measurable to some extent—by most 
standards, it is low. The benefits in prestige and advancements in Chinese 
space technology have to be quantified subjectively, but these factors probably 
were dominant in the decision-making process.

In performing cost-utility analysis, the analyst must match cost figures to 
the same time horizon over which utility is being assessed. This will be a 
difficult task if the horizon is more than a few years away. Life-cycle costs 
should be considered for new systems, and most new systems have life cycles 
in the tens of years.

Perhaps the most widely used approach to cost-utility analysis of 
competing alternatives is simply to create a graph in which cost and utility are 
the two axes. An example of such a graph is shown in Figure 14-7. The Xs in 
the graph represent the alternatives being considered. Each alternative has a 
utility and a cost, and these two factors determine various alternatives’ places 
on the graph. The alternatives that lie high and to the left (low cost, high 
utility) generally form a curve known as the Pareto frontier. The optimal 
choices lie along this frontier, although as the curve levels out, utility increases 
only at higher and higher costs.

Figure 14-7    A Cost/Utility Plot 
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