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A Place for Cost-Benefit Analysis

David Schmidtz

What next? We are forever making decisions. Typ-
ically, when unsure, we weigh pros and cons. Occa-
sionally, we make the weighing explicit, listing pros
and cons and assigning numerical weights. What

could be wrong with that? In fact, things sometimes _

go terribly wrong. This paper considers what cost-
benefit analysis can do, and also what it cannot.

WHAT IS CBA, AND
WHAT IS IT FOR?

Here is an example of how things go wrong. Ontario
Hydro is a Canadian government-owned utility com-
pany (a Crown Corperation, on a par with Canada
Post). Ten years ago, Ontario Hydro was expecting
to become a hugely profitable provider of electricity
to consumers alt over the continent. At that time, On-
tario circulated a report explaining how it planned to
meet projected demand. Of interest to us is the re-
port’s admission that, “The analysis conducted in the
development of the Demand/Supply Plans includes
those costs which are borne directly by Hydro. It is
these costs which can properly be included in Hy-
dro’s rates. Costs and benefits for the Ontario com-
munity, beyond these direct costs, are not factored
into the cost comparisons.” Why not? Because “even
if desirable, these costs are difficult to estimate in
monetary terms given the diffuse nature of the im-
pacts and wide variety of effects.” The costs that On-
tario Hydro proposed to take into account “include
the social and environmental costs incurred by Hy-
dro but do not include social and environmental costs
external to Hydro. This reflects normal business
practice. In Hydro's judgment, including additional
costs and benefits on an equitable basis would be im-
practicable.”!

It is amazing that people would defend such a
patently unethical stance by describing it as “normal

business practice.” Sadly, though, appealing to “nor-
mal business practice” is itself normal business prac-
tice, and Ontario Hydro is not especially guilty in
that regard. Indeed, it is notable that Ontario Hydro
was not duplicitous, since it did, after all, express its
policy bluntly and publicly. Those who wrote the re-
port evidently had no idea that what they were say-
ing was wrong.

Environmentalists have their own “normal busi-
ness practices,” though, and it is too easy to con-
demnn organizations like Ontario Hydro without
thinking things through. Many critics of cost-bene-
fit analysis (henceforth CBA) seem driven by a gut

feeling that CBA is heartless. They think that, in de-

nouncing CBA, they are taking a stand against heart-
lessness. This is unfortunate. The fact is, weighing
a proposal’s costs and benefits does not make you a
bad person. What makes you a bad person is ignor-
ing costs—the costs you impose on others.

The problem with Ontario Hydro arose, not when
Ontario Hydro took costs and benefits into account,
but rather when it decided not to do so. The prob-
lem in general terms is a problem of external costs.
External costs are costs that decision makers ignore,
leaving them to be paid by someone else. Ontario
Hydro makes a decision that has certain costs. Some
of the costs will fall not on Ontario Hydro but on in-
nocent bystanders; following normal business prac-
tice, Ontario Hydro seems to say, “That’s not our
problem.”

Decision makers naturally are tempted to ignore
external costs. It is only human. Almost everyone
does the same sort of thing in one context or another.
Every time you leave an empty popcom box in a the-
ater rather than dispose of it properly, you are doing

the same sort of thing as the person who dumps in-.

dustrial waste in the river rather than dispose of it

- properly. Every time you drive a car, you are risk-

ing other people’s lives, and you probably have never
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wasted a minute feeling guilty about it. (And just like
you, industrial polluters defend themselves by say-
ing, “But everybody does it!™) It is not only bad peo-
ple who ignore the costs they impose on others. Part
of the problem is simple laziness, when we think no
one is watching. Another part of the problem is the
normal human desire to conform, even when “nor-
mal practice” is unconscionable.

IS CBA ANTI-ENVIRONMENTALIST?

CBA comes in many variations, and there are many
that no ethijcist would defend. Needless to say, no
ethicist would defend conventional CBA, that is,
CBA in the narrowly focused way that Ontario Hy-
dro used it at the end of the 1980s. All sides agree:
there can be no general justification for foisting ex-
ternal costs on innocent bystanders. Any controversy
concerns whether there exists some other form of
CBA that can, in general, be justified.

Those with expertise in accounting are trained to
draw fine-grained distinctions between different
variations on the basic theme of conventional CBA.
Full Cost Accounting, for example, refers to an at-
tempt to carry out CBA in such a way as to take aff
known costs, external as well as internal, into ac-
count.? From here on, except where otherwise noted,
when I speak of CBA, I will be referring to cost-ben-
efit analysis with Full Cost Accounting. As E. J.
Mishan’s influentiai text defines it, “in cost-benefit
analysis we are concerned with the economy as a
whole, with the welfare of a defined society, and not
any smaller part of it.”? '

Understood in this way, CBA is not merely an
accounting method. It is a commitment to take re-
sponsibility for the consequences of one’s actions.
That is why, historically, environmentalists were
among the most vocal advocates of CBA as a ve-
hicle for making industries and governments an-
swerable for the full cost of their decisions. It can
work. Indeed, there has been an interesting further
development in the case of Ontario Hydro. Perhaps
having learned something about environmental
ethics, Ontario Hydro changed its stance in 1993

and now trumpets its use of Full Cost Accounting
methods.* '

Under what general circumstances, then, should
we want policy makers to employ CBA? Two an-
swers come to mind: first, when one group pays the
cost of a piece of legislation while another group gets
the benefit; second, and more generally, whenever
decision makers have an incentive not to take fuil
costs into account. Where benefits of political deci-
sions are concentrated while costs are dispersed, spe-
cial interest groups can push through favorable poli-
cies even when costs to the population at large
outweigh benefits.® To contain the proliferation of
such uncanscionable policies, we might require that
policies be justified by the lights of a proper CBA.
Requiring decision makers to provide a CBA, which
is then made available for public scrutiny, is one way
of trying to teach decision makers to take environ-
mental costs into account. We do not want upstream
people ignoring costs they foist on downstream peo-
ple.® We want social and cultural and legal arrange-
ments that encourage pecpie to be aware of the full
environmental cost, and also the full human cost, of
what they do.

The most fundamental argument in favor of CBA
has to do with CBA's role as a means of introduc-
ing accountability into decisions that affect whole
communities. Think about it. If a business pollutes,
would it be wrong to insist that the business should
be paying the true full cost of its operation? As a
mechanism for holding decision makers publicly ac-
countable for external costs, CBA has the potential
to constrain activities that are not worthwhile when
external costs are taken into account. Accordingly,
the National Policy Act of 1969 required CBA of all
environment-related federal projects. To that extent,

-CBA is a friend of the environment. Or at least, it

¥

seemed that way at one time.

The tables seemingly have been turning, though.
Throughout the 1970s, the Council on Wage and
Price Stability and the Office of Management and
Budget pressured the Environmental Protection -
Agency to pay more attention to the costs of com-
plying with standards the EPA was trying to impose
on industry. Finally, in 1981, President Reagan is-
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sued an Executive Order requiring government agen-
cies to justify new regulations by submitting a for-
mal CBA (of which an environmental impact state-
ment would be only one part) to the Office of
Management and Budget. Why? Why force agencies
to perform CBA of their regulatory proposals? The
point, very generally, was to force agencies to take
into account costs they otherwise would have pre-
ferred to ignore. The Reagan administration reput-
edly felt some regulations were being pushed
through by environmental zealots who did not care
what their proposals cost in human terms. Accord-
ingly, the Executive Order mandating CBA was per-
ceived as having an anti-environmental thrust. Per-
haps partly because of that bit of recent history,
current environmentalist opinion remains, on the
whole, anti-CBA. The following sections consider
some of the main reasons (some cogent, some not)
for distrusting CBA.

IS CBA ANTHROPOCENTRIC?

Is it only the interests of human persons that can
be taken into account in a CBA? If so, then isn’t
CBA essentially anthropocentric? The answer is no.
CBA as construed here is partly an accounting pro-
cedure, and partly a way of organizing public de-
bate. In no way is it a substitute for philosophical
debate. Animal liberationists who think full costs
must (by definition?) include pain suffered by ani-
mals, for example, must argue for that point in
philosophical debate with those who think other-
wise. If CBA presupposed one or the other posi-
tion, thereby pre-empting philosophical debate, that
would be a flaw,

DOES CBA PRESUPPOSE
UTILITARIAN MORAL THEORY?

Utititarian moral theory holds roughly that X is right
if and only if X maximizes utility, where maximiz-
ing utility is a matter of producing the best possible
balance of benefits over costs. [t may seem obvious
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that CBA presupposes the truth of utilitarian moral
theory. In fact, it does not. CBA is a way of orga-
nizing a public forum expressing respect for persons:
persons present at the meeting and other persons as
well, on whose behaif those present can speak (citi-
zens of faraway countries, future generations, etc.).
For that matter, those present at the forum will speak
not only on behalf of other persons but on behalf of
whatever they care about: animals, trees, canyons,
historic sites, and so on.

The forum therefore is defensible on utilitarian
grounds, but it does not depend on utilitarian moral
theory, for this sort of CBA could and probably
should be advocated by deontologists.” A conven-
tional CBA that ignored external costs would be en-
dorsed neither by deontologists nor utilitarians, but
CBA with Full Cost Accounting, defended in a pub-
lic forum, could be endorsed by either?

DOES CBA TELL US TO
SACRIFICE THE ONE FOR
THE SAKE OF THE MANY?

We can imagine advocates of CBA jumping to the
conclusion that policies are justified whenever ben-
efits exceed costs. That would be a mistake. We need
to be more circumspect than that. When benefits ex-
ceed costs, the conclusion should be that the policy
has passed one crucial test and therefore further dis-
cussion is warranted. On the other hand, when a pro-
posal fails the test of CBA, when costs exceed ben-
efits, the implication is more decisive, namely that
further discussion is not warranted. If enacting a cer-
tain proposal would help some people and hurt oth-
ers, then showing that winners are gaining more than
losers are losing counts for something, but it is not
decisive. One must then argue that the gain is so great
for some people that it justifies imposing a loss on
other people. In contrast, to show that losers are los-
ing more than winners are gaining should pretty
much end the conversation. Failing CBA is a fairly
reliable test of when something is wrong.? Passing
CBA, however, is not a reliable test of when some-
thing is right.
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Consider the following case.'

HospitaL: Five patients lie on operating tables about
to die for lack of suitable organ donors. A UPS de-
livery person just walked into the office. She is a
suitable organ donor for all five patients, If you kid-
nap her and harvest her organs, you will be saving
five and killing one.

Suppose we perform CBA in that case, and it
yields the conclusion that, well, five is more than
one. Would that imply that taking the delivery per-
son’s life is permissible? Required, even? No. Of
course, we could quibble about how the calculation
works out, but that would miss the fundamental
point, which is that when we are talking about killing
people, costs and benefits are not the only issue.
CBA offers us guidance when our objective is to pro-
mote the best possible balance of costs and benefits,
but not all situations call on us to maxirize what is
valuable. Promoting value is not always the best way
of respecting it. There are times when morality calls
on us not to maximize value but simply to respect
it.

{ argued that CBA does not presume the truth of
utilitarian moral theory. Now it may seem that what
| call CBA presumes that utilitarian moral theory i8
false! On the contrary, even from a broadly utilitar-
fan perspective, we do not want ordinary citizens to
have a license to kill whenever they think they can
do a lot of good in the process. Some institutions
have their utility precisely by prohibiting decisions
based on utilitarian calculation. Hospitals, for ex-
ample, cannot serve their purpose if they are a men-
ace to innocent bystanders. Hospitals cannot serve
their purpose unless people can trust hospitals to treat
people as rights-bearers. Respecting people’s rights
is part of what helps make it safe to visit hospitals.
And making it safe to visit the hospital is a prereq-
uisite of hospitals functioning properly. Accordingly,
we cannot justify cutting up one patient to save five
simply by saying five is more than one. Sometimes,
numbers do not count. It is good policy to forbid
killing, requiring ordinary citizens to respect human
rights, period.

Therefore, there are limits to the legitimate scope
of CBA, and must be, even from a utilitarian per-
spective. Consider the case of Peeveyhouse vs. Gar-
jand Coal.!! Having completed a strip-mining oper-
ation on the Peeveyhouse property. Garland Coal
refused to honor its contractual promise to restore
the land to its original condition. The restored -land
would have been worth only $300 and it would have
cost $29.000 to restore it. Still, Peeveyhouse wanted
the land restored and Garland Coal had promised to
do it.

Incredibly, the Oklahoma court awarded Peevey-
house only the $300, judging that Garland Coal could
not be held financially tiable for a restoration when
such restoration would not be cost-effective. The
Court’s verdict generally is regarded as utterly mis-
taken, though, and one way of understanding the mis-
take is to see it as a case of failing to understand the
limits of CBA’s legitimate scope. We live in a soci-
ety where hospitals cannot take organs without con-
sent. We live in a society where Garland Coal
normally would have to honor its contract with Peev-
eyhouse. Thus, we know where we stand. We need
not be perpetually preparing to prove before a tri-
bunal that strip-mining our land or harvesting our in-
ternal organs without consent is not cost-effective.
Instead, we have a right simply to say no. In giving
us moral space that we govern by right, our laws
limit the energy we have to waste: trying to influ-
ence public regulators, fighting to keep what belongs
to us, fighting to gain what belongs to others. In treat-
ing us as rights-bearers, our laws enable us simply
to decline proposals that would benefit others at our
expense.

Cruciaily, our being able to say no teaches peo-
ple to search for ways of making progress that ben-
efit everyone. CBA in its simplest form allows some
to be sacrificed for the sake of the greater good of
others, and thercfore CBA in its simplest form is
morally problematic. In contrast, CBA as a frame-
work for public discussion, in a regime that treats
people as rights-bearers, creates at least some pres-
sure to craft proposals that promise benefits for all.

Again, part of the message to take away from
these discussions is that the proper purpose of CBA
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is not to show when a taking is permissible. If we
see CBA as indicating when takings are permissible,
we will have a problem, because breaking contracts,
or taking things from people (including their lives)
whenever the bencefit is worth the cost is not a way
of respecting people. But if we treat CBA as a con-
straint on takings, ruling out inefficient fakings with-
out licensing efficient takings, then it is not disre-
spectful.

Therefore, it would be a mistake to see CBA as
an alternative to treating people as ends in them-
selves. On the contrary, when CBA is working prop-
erly, and in particular when treated not as a seal of
approval for good proposals but rather as a means of
filtering out bad proposals, CBA becomes a way of
preventing people from treating each other as mere
means. The point is to stop people from foisting the
costs of their policies on innocent people without
consent. In other words, requiring people to offer an
accounting of the true costs and benefits of their op-
erations is a way of holding them publicly account-
able for failing to treat fellow citizens as ends in
themselves. CBA will not filter out every proposal
that ought to be filtered out, but it will help to filter
out many of the most flagrantly disrespectful pro-
posals, and that is its proper purpose.

MUST CBA TREAT ALL VALUES
AS MERE COMMODITIES?

As Mark Sagoff nicely expresses the point, “There
are some who believe on principle that worker safety
and environmental quality ought to be protected only
insofar as the benefits of protection balance the costs.
On the other hand, people argue--also on princi-
ple—that neither worker safety nor environmental
quality should be treated as a commodity to be traded
at the margin for other commodities, but rather each
should be valued for its own sake.”!2 The second ar-
gument, though, presents a false dichotomy. CBA is
perfectly compatible with the idea that worker safety
and environmental quality ought to be valued for
their own sake.

A PLACE FOR COST-BENEFIT ANALYSIS 483

To see why, imagine a certain recycling process
is risky to the workers involved. The process im-
proves environmental quality, but inevitably work-
ers risk getting their hands caught in the machines,
and so on. Notice: although we treat both environ-
mental quality and worker safety as ends in them-
selves, we still have to weigh the operation’s cosis
and benefits. Is recycling’s environmental benefit
worth the risk? If is a good question, and we would
be missing the point if we tried to answer it by say-
ing environmental quality is valued for its own sake.

Nor must we imagine cases of different values
(worker safety and environmental quality) coming
into conflict. The need for CBA can arise even when
environmental quality is the sole value at stake. For
example, suppose the recycling process in question
saves paper (and therefore trees), but saving trees
comes at a cost of all the water and electricity used
in the process; gasoline is used by trucks that collect
the paper from recycling bins, and so on. Therefore,
the very recycling process that reduces pollution and
natural resource consumption in some respects also
increases poltution and natural resource consumption
in other respects.’In this case, our reason to do CBA
is precisely that we care about environmental qual-
ity. (If maintaining a politically correct environ-
mentalist appearance were our only concern, we
would not worry about it.)

Again, it would be beside the point to talk about
environmental quality being valued for its own sake.
In a nutshell, we sometimes find ourselves in situa-
tions of conflicting values, where the values at stake
are really important. Critics of CBA sometimes seem
1o say, when values at stake are really important, that
is when we should not think hard about the costs and
benefits of resolving the conflict in one way rather
than another. They seem to have things backwards.

Sagoff asserts, "It is the characteristic of cost-
benefit analysis that it treats all value judgments
other than those made on its behalf as nothing but
statements of preference, attitude, or emotion.”"?
There are several things going on in this passage. !
wiil mention three. First, the words “other than those
made on its behalf” are a jest at the pseudo-scien-
tific posturing of radical subjectivists, and the jest
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is on target. Second, Sagoff is insinuating that it is
a mistake simply to assume that all values are re-

~ducible to costs and benefits, and here too, Sagoff
is on target. On the one hand, it is an economist’s
job to go as far as possible in treating values as pref-
erences, and within economics narrowly construed,
the reductionist bias serves a purpose. On the other
hand, when we look at values in more philosophi-
cal terms, we cannot treat all values as mere pref.
erences, as if attaching value to honesty were on a
par with attaching value to chocolate. Accordingly,
there is a problem with jumping from economic to
philosophical discussions without stopping to re-
mind ourselves that what is taken for granted in one
kind of discussion cannot be taken for granted in the
other.

The third thing Sagoff is saying is that CBA char-
acteristically treats all values as mere preferences.
Now, if Sagoff means to say CBA fypically does so,
he may be right. But if Sagoff were saying CBA nec-
essarily does so, he would be mistaken. CBA is about
weighing costs and benefits. It does not presume
everything is either a cost or a benefit. We have (o
decide which values can be treated as mere prefer-
ences, costs, or benefits, and which have to be treated
separately, as falling outside the scope of CBA. CBA
itself does not make that decision for us. It is true by
definition that to care about X is to have a prefer-
ence regarding X, but we can care about X without
thinking X is merely a preference. CBA assumes
nothing about the nature of values, other than that
they sometimes come into conflict and that no mat-
ter what we do, we will in effect be trading them off
against each other. It does not assume trading off
values is unproblematic; it assumes only that we
sometimes have no choice.

“Recycling” is a politically correct word, to be
sure, but does that mean we should support any op-
eration that uses the word in its title, even if the op-
eration is environmentally catastrophic? Or should
we instead stop to think about the operation’s costs
and benefits? Contra Sagoff, if we stop to think, that
does not mean we are treating environmental qual-
ity as a mere “preference, attitude, or emotion.” Stop-
ping to think can be a way of showing respect,

CAN CBA HANDLE
QUALITATIVE VALUES?

Steven Kelman says CBA presupposes the desir-
ability of being able to express all values as dollar
values. However, as Kelman correctly notes, con-
verting values to dollars can be a prohlem, It can dis-
tort the true nature of the values at stake. On the other
hand, it would be a mistake to think CBA requires
us to represent every value as a dollar value. Forex-
ampte, Kelman and Sagoff surely would agree that
if we care about Atlantic Green Turtles and do a CBA
of alternative ways of protecting them, nothing in
that process even suggests we have reduced the value
of turtles to dollars,

We can do CBA with respect to different val-
ues; we can accept conflicts of value that prevent
definitive answers. Kelman is right that something
is gained when we genuinely and fairly can reduce
all values to dollar values, because if we can do
that, then there will be a “bottom line.” We can
simply tally up values, and it will be clear what
CBA recommends. Often, though, trying to force
the process to yield an unambiguously numerical
bottom line would be to chase a mirage. If the art
museum is about to close and ! have one last
chance to see either my beéloved Vermeer or my
beloved Seurat, but there is no time to see both,
then I must make a choice. The interesting point is
that, even when | know precisely what the costs
and benefits will be of seeing the Vermeer versus
seeing the Seurat, that does not entail that there
will be an unambiguous bottom line. Normally,
people do not attach numbers to their values. You
never hear ﬁeople saying, “Well, according to my
calculations, the Vermeer experience is seven per-
cent more valuable than the Seurat experience, so
clearly Vermeer is the way to go.” Nor do we hear,
“Although I’m more in the mood for Seurat, the
rational choice is the Vermeer, since appraisers say
the Vermeer is worth more money.” The latter
thought would be irrelevant when the values at is-
sue concern my own appreciation of the paintings’
intrinsic merits as paintings rather than the paint-
ings’ value as instruments for raising cash. In cases
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tike that, the bottom line will be qualitative rather
than quantitative. No matter how accurately I ap-
praise the intrinsic merits of the paintings, my ap-
praisals will stiil be qualitative.

An object's intrinsic value is the value it has in
and of itself, beyond any value it has as a means (o
further ends. Note that an object’s having intrinsic
value does not tmply that the object is priceless.
There is such a thing as limited intrinsic value. A
painting can have an intrinsic value that is real with-
out being infinite, or even particularly large. The
value 1 would get from selling it is its instrumental
value to me. The value it has to me in and of itself,
simply because it is a beauwtiful painting, is its in-
trinsic value to me.' Both values are real, but one
is instrumental and the other is intrinsic. Neither 15
necessarily large.

A related point: it would be better if Kelman had
not said, “selling a thing for money demonstrates that
it was valued only instrumentally.”'> Suppose I seil
a painting. The money I receive from the sale is the
painting’s instrumental value to me, but does my de-
cision to sell imply that the painting had no intrin-
sic value? No. Suppose I love the painting, but I need
to raise a large sum of money to save my life, so 1
sell the painting. What this implies is not that the
painting has zero intrinsic value but rather that the
instrumental value of selling it outweighs the intrin-
sic value of keeping it, in that circumstance.

More generally, we sometimes put dollar values
on things even when their value to us is essentially
different from the value of dollars. Incommensura-
bility of different values is not generally an insur-
mountable obstacle to CBA. Still, there often 5 no
point in trying to convert a qualitative balancing into
something that fooks like a precise quantitative cal-
culation and thus looks scientific but in fact remains
the same qualitative balancing, only now its qualita-
tive nature is disguised by the attaching of made-up
numbers.

Policy decisions can be like that. We can make
up numbers when assessing the value of a public li-
brary we could build on land that otherwise will re-
main a public park. Maybe the numbers will mean
something, maybe not. More often, even when we
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can accurately predict a policy’s true costs and ben-
efits, that does not entail that there will be any bot-
tom line from which we simply read off what to do.
When competing values cannot be reduced to a com-
mon measure without distortion, that makes it harder
to know the bottom line. It may even mean there is
no unitary bottom line to be known. Sometimes the
bottom line is simply that one precious and irre-
placeable thing is gained while another precious and
irreplaceable thing is lost. Even so, that does not
mean there is a problem with the very idea of tak-
ing costs and benefits into account. 1t just means we
should not assume too much about what kind of bot-
tom line we can expect to see.!®

Ontario Hydro (since its reorganization), and the
City of Vancouver Planning Department, to name
two examples, say that in striving to provide a Full
Cost Accounting, they try not to ignore vague non-
monetized costs, even though in practice such sen-
sitivity means their bottom line will reflect not (or
not only) numerical inputs so much as their version
of informed common sense.!” Consider an analogy.
A computer program can play chess by algorithm.
Human chess players cannot. Human chess players
need creativity, experience, alertness to unintended
consequences, and other skills and virtues that are
not algorithmic. People who formulate policy need
similar skills and virtues, and interpersonal skiils as
well. Employing CBA cannot change that.

SOME THINGS ARE
PRICELESS. SO WHAT?

Critics of CBA think they capture the moral high
ground when they say some things are beyond price.
They miss the point. Even if Atlantic Green Turtles
are a priceless world heritage, we still have to de-
cide how to save them. We still need to look at costs
and benefits of trying to protect them in one way
rather than another, for two reasons. First, we need
to know whether a certain approach will be effec-
tive, given available resources. Dollar for dollar, an
effective way of protecting them is better than an in-































