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Chapter 2

At the Shrine of Our Lady of Fatima or Why
Political Questions Are Not All Economic

Lewiston, New York, a well-to-do community near Buffalo, is the site
of the Lake Ontario Ordinance Works, where the federal government,
years ago, disposed of residues from the Manhattan Project. These radio-
active wastes are buried but not forgotten by the residents, who say that
when the wind is southerly, radon gas blows through the town. Several
parents at a conference I attended described their terror on learning that
cases of leukemia had been found among area children. They feared
for their own lives as well. At the other side of the table, officials from
New York State and local corporations said these fears were unfounded.
Those who smoke take greater risks than those who live near waste
disposal sites. An official said that rational decisions depended on mea-
suring the costs and benefits of alternatives in terms of the amounts peo-
ple would pay to obtain them or demand to accept them. This increased
the parents’ resentment and frustration.

The official told the townspeople that risks they casually accept –
for example, by drinking alcohol or by crossing the street – were greater
than the risks associated with the buried radioactive residues. He argued
that the waste facility brought enough income and employment into
the town to compensate for any hazards the residents might face. They
remained unimpressed by his estimate of their “willingness to pay” for
safety; his risk-benefit analysis left them cold. They did not see what
economic theory had to do with the ethical questions they raised. They
wanted to talk about the manipulation of information and the distri-
bution of power in our society. They did not care to be lectured about
willingness to pay, costs, and benefits.
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Why Political Questions Are Not All Economic

POWER AND DECADENCE

If you take the Military Highway (as I did) from Buffalo to Lewiston,
you will pass through a formidable wasteland. Landfills stretch in all
directions where enormous trucks – tiny in that landscape – incessantly
deposit sludge, which great bulldozers, like yellow ants, then push into
the ground. These machines are the only signs of life, for in the miasma
that hangs in the air, no birds, not even scavengers, are seen. Along
colossal power lines that crisscross this dismal land, the dynamos at
Niagara push electric power south, where factories have fled, leaving
their remains to decay. To drive along this road is to feel the awe and
sense of mystery one experiences in the presence of so much power and
so much decadence.

Henry Adams responded in a similar way to the dynamos displayed
at the Paris Exposition of 1900. To him the dynamo became a “symbol
of infinity” and functioned as the modern counterpart to the Virgin –
that is, as the center and focus of power: “Before the end, one began to
pray to it; inherited instinct taught the natural expression of man before
silent and infinite force.”1

Adams asks in his essay “The Dynamo and the Virgin” how the
products of modern industrial civilization will be compared with those
of the religious culture of the Middle Ages. If he could see the land-
fills and hazardous-waste facilities bordering the power stations and
honeymoon hotels of Niagara Falls, he would know the answer. He
would understand what happens when efficiency replaces infinity as
the central conception of value. The dynamos at Niagara will not pro-
duce another Mont-Saint-Michel. “All the steam in the world,” Adams
writes, “could not, like the Virgin, build Chartres.”2

At the Shrine of Our Lady of Fatima, on a plateau north of the Mili-
tary Highway, a larger-than-life sculpture of Mary looks into the chem-
ical air. The original of this shrine stands in central Portugal, where in
May 1917 three children said they saw a lady, brighter than the sun,
raised on a cloud in an evergreen tree.3 Five months later, on a wet
and cold October day, the lady again appeared, this time before a large
crowd. Some in the crowd reported that “the sun appeared and seemed
to tremble, rotate violently and fall, dancing over the heads of the
throng.”4

The shrine was empty when I visited it. The cult of Our Lady of
Fatima, I imagine, has few devotees. The cult of welfare economics,
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The Economy of the Earth

however, has many. Where some people see only environmental devas-
tation, its devotees perceive utility, willingness-to-pay, welfare, or some
such theoretical construct. They see the satisfaction of wants. They bal-
ance benefits and costs.

As I looked from the shrine over the smudged and ruined terrain,
I thought of all the wants and preferences that are satisfied in a land-
scape full of honeymoon cottages, commercial strips, and dumps for
hazardous waste. I hoped that Our Lady of Fatima, worker of miracles,
might serve, at least for the moment, as the patroness of cost-benefit
analysis. The prospect, however, looked only darker in that light.

WHO WE ARE AND WHAT WE WANT

Public policy for the environment, workplace safety, and public health
is and ought to be grounded in what Richard Andrews calls the “phi-
losophy of normative constraints.” He explains:

In this conceptual framework, government is not simply a corrective instrument
at the margins of economic markets but [a] central arena in which the members
of society choose and legitimize . . . their collective values. The principal pur-
poses of legislative action are to weigh and affirm social values and to define
and enforce the rights and duties of members of the society, through representa-
tive democracy. The purpose of administrative action is to put into effect these
affirmations by the legislature, not to rebalance them by the criteria of economic
theory.5

In this paragraph, Andrews distinguishes between two kinds of cri-
teria by which we may formulate and assess environmental policy.
The first approach attempts to “weigh and affirm social values and to
define the rights and duties of members of the society.” The second
approach applies “the criteria of economic theory.” In the introductory
chapter, I argued that if “the criteria of economic theory” are construed
in terms of economic performance – for example, “gd jbs w hi pa” –
each of these two approaches is legitimate. The challenge for society lies
in being able to function while it keeps both of these separate ideas in
mind.

Our environmental goals rest on views or beliefs that find their way,
as ethical principles and intuitions, into legislation and common-law
adjudication. These goals – cleaner air and water, the preservation of
wilderness and wildlife, and the like – should not be construed as per-
sonal wants or preferences to be “valued” by the criteria of economic

26

Cambridge Core terms of use, available at https://www.cambridge.org/core/terms. https://doi.org/10.1017/CBO9780511817472.002
Downloaded from https://www.cambridge.org/core. University of Guelph Library, on 06 Jan 2022 at 05:05:21, subject to the

https://www.cambridge.org/core/terms
https://doi.org/10.1017/CBO9780511817472.002
https://www.cambridge.org/core


P1: KNP
9780521867559c02 CUNY1092/Sagoff 978 0 521 86755 9 October 16, 2007 15:44

Why Political Questions Are Not All Economic

theory. These goals represent not goods we choose but values we rec-
ognize – not what we want but who we are.

To some extent environmental statutes – particularly laws that control
pollution and minimize risk – express a broad moral consensus about the
rights of person and property. In other matters, for example, the mainte-
nance of “natural” objects and areas, society establishes councils, stake-
holder groups, representative regional authorities, zoning boards, and
other committees in which citizens with a variety of values and beliefs
can share information and work out their differences in peaceful ways.6

To resolve disagreements over social commitments, standards, and val-
ues, we rely on deliberative processes that are associated with repre-
sentative democracy, through which society enacts rules that reflect its
identity and establish its aspirations. In this democratic process, society
takes economic factors into account, of course, since to will a particular
outcome one must also will the means to achieve it. Economic analysis
may also help society achieve most effectively and at the lowest cost
whatever goals it sets.

We debate social policies on the basis of their moral qualities and
objective merits; it is not a question of personal benefit, although we
take economic factors into account. Consumers who have to pay higher
prices as a result, for example, may nevertheless favor safety regulations
in the workplace as a matter of national pride and collective self-respect,
not self-interest. Environmental goals derive less from self-interest than
from national purpose and from a memory even newcomers adopt of
our long historical relationship to a magnificent natural heritage. In a
later chapter, I shall try to describe that heritage. When people support
these goals they are not trying to improve the economy but to protect
the environment.

The possibility that people act politically to protect the environment
(rather than just individually to satisfy their preferences) presupposes
the reality of public values we can recognize together, values that are
discussed as shared intentions and are not to be confused with personal
wants or satisfactions. Through public conversation we are able to assess
goals we attribute to ourselves as a community – as opposed to prefer-
ences we might pursue privately. Our system of political representation
may be the best available device for deciding on shared values, for “fil-
tering the persuasive from the unpersuasive, the right from wrong, and
the good from bad.”7 Political decisions constitute compromises formed
by give-and-take and by persuasion, by deliberation, and by the force
of the better argument.
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TWO FRAMEWORKS OF GOVERNANCE

In viewing environmental policy in this way – as the expression of public
values rather than as the satisfaction of subjective preferences – I am
endorsing a Kantian or “deontological” rather than a welfare-economic
approach to governance. At the same time, I recognize and appreciate –
at least I wish I could attain personally – the blessings of a “gd jb w hi
pa,” that is, a standard of living associated with economic prosperity.

The Kantian or deontological approach to valuation does not try to
measure subjective preferences to assign a “value” to environmental
goods. As a general rule, a Kantian approach lets markets price goods
competitively in the belief that an economy that responds to price sig-
nals generally performs better in terms of employment, productivity,
inflation, and so on, than a society in which scientific managers allo-
cate resources in terms of their own conception of “value” – that is, the
conception of the good defined by their social theory. In other words,
the Kantian believes that insofar as the goal is economic – that is, the
overall performance of the economy – decentralized or diffused activ-
ity based on competitive prices and well-defined property rights works
better than centralized planning based on expert estimates of “benefit,”
“utility,” or “welfare.”

In this book I contrast the welfare-economic with the Kantian app-
roach to governance. The two frameworks for decision making differ in
the way they conceive the decision maker. In the welfarist perspective,
the decision maker is the individual conceived as an ordered set of pref-
erences. These preferences are assumed to reflect judgments the individ-
ual makes about what is good for her or him. Individuals are expected to
know the maximums they would bid to possess or the minimums they
would ask to relinquish all sorts of goods or possible outcomes. These
amounts – willingness to pay (WTP) and willingness to accept (WTA) –
are thought to measure the “value” or “benefit” of any good or social
state to any individual.

The Kantian approach agrees that public policy should respond to
the values individuals profess. These comprise moral principles and
aesthetic judgments, not simply consumer preferences. People assign
all the values, in other words, but one should not confuse (1) values
that represent what the individual believes to be good or right for the
community with (2) preferences the individual entertains about his or
her consumption opportunities.8 People defend beliefs about a good
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Why Political Questions Are Not All Economic

society in social and political institutions while they pursue consumer
preferences in competitive markets. These are different frameworks for
pursuing different kinds of ends.

In political institutions and processes, individuals must defend what
they believe with reasons that will persuade others; in markets, individ-
uals pay the competitive price for goods they want to buy. The views
and arguments citizens present about what they believe society ought to
do should be considered in a different context from goods people pur-
chase to benefit themselves. A Kantian distinguishes the opposition of
ideas (which has to be settled by argument) from differences of interest
(which could be settled by monetary exchange).

Both the Kantian and the welfare-economic approaches provide
frameworks for rational choice – one by appealing to principles and pro-
cedures appropriate to the identity of the decision maker in a given situ-
ation, the other by emphasizing consequences for preferences. The first
framework asks the political and ethical question: What do we stand for
as a society? Which conception of the common will or the public interest
is correct? Which rules should we follow with respect to problems such
as pollution, the extinction of species, or wilderness preservation, given
our history, culture, and sense of shared identity? The second frame-
work asks the question posed by welfare economics: Which outcome
will maximize net social welfare defined or measured in terms of the
aggregate satisfaction of preferences ranked by WTP and taken as they
come?

James G. March, who teaches political science at Stanford Uni-
versity, provides a theoretical understanding of these two alternative
approaches to decision making. When decision makers adopt the eco-
nomic approach, March explains, they choose among given alternatives
“by evaluating their consequences in terms of prior preferences.” When
they adopt the principle-based or Kantian framework, decision makers
“pursue a logic of appropriateness, fulfilling identities or roles by recog-
nizing situations and following rules that match appropriate behavior
to the situations they encounter.” As members of a society, individu-
als determine who they are and what they stand for as a community.
Institutions, political arrangements, and processes of public conversa-
tion become central. The duties of deliberation take precedence over the
algorithms of aggregation. We ask who we are, not just what we want.
In this framework, according to March, the reasoning process “is one of
establishing identities and matching rules to recognized situations.”9
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WILLINGNESS TO PAY

This chapter examines the economic decisions as well as the political
and social decisions we make about the environment. Some analysts
have suggested that, ideally, these should be the same – that every envi-
ronmental problem should be understood as an economic one. William
Baxter, for example, writes, “All our environmental problems are, in
essence, specific instances of a problem of great familiarity: How can
we arrange our society so as to make the most effective use of our
resources?”10 In spite of this statement, Baxter does not refer to the
performance of the macroeconomy – for example, jobs and inflation.
Rather, he is concerned with a different matter, that is, WTP as a mea-
sure of “human satisfaction.” He writes that to assert that there is

a pollution problem or an environmental problem is to assert, at least implicitly,
that one or more resources is not being used so as to maximize human satisfac-
tions. In this respect at least environmental problems are economics problems,
and better insight can be gained by the application of economic analysis.11

On this view, there is really only one objective: to maximize “welfare”
defined in terms of preference or willingness to pay.12 Any contradiction
in public opinion – whether old-growth forest should be preserved, for
example – is construed as a conflict of preference. Environmental prob-
lems exist, then, only if environmental resources could be reallocated to
those who are willing to pay more for them. “To the economist,” Arthur
Okun writes, “efficiency means getting the most out of a given input.”
According to Okun, “more” translates into “better.” He explains: “This
concept of efficiency implies that more is better, insofar as the ‘more’
consists of items people want to buy.”13

Environmental economists generally define “efficiency” as the “max-
imum consumption of goods and services given the available amount
of resources.”14 In this approach to environmental policy, “the benefit
of any good or service is simply its value to a consumer.”15 This “value”
or “benefit” is measured or defined in terms of the most the individual
is willing to pay for the good in question. According to this view, “total
willingness to pay . . . represents the total value or total benefit associ-
ated,” for example, with environmental improvements.16 “In principle,
the ultimate measure of environmental quality,” one text assures us, “is
the value people place on these services . . . or their willingness to pay.”17

Willingness to pay. What is wrong with that? There are at least two
problems. First, no meaningful connection holds between WTP and any
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normative concept – any concept of the good – not trivially defined in
terms of it. I shall return to this thought in later chapters. Why is some-
thing valuable or good from a societal point of view because or insofar
as an individual is willing to pay for it? Having a preference may give
that individual a reason to try to satisfy it – but not necessarily society.
Individuals may pursue their own interests on their own; they should
be free to do so. It does not follow, however, that the preferences of indi-
viduals taken in the aggregate provide the appropriate basis for social
policies, values, or judgments.

Why would anyone believe that whatever a person happens to want –
anything for which he or she is willing to pay – is to that extent valuable
from a societal perspective? A social welfare function – a method to
aggregate the preferences of all individuals into a “social” preference –
even if it were possible, expresses the moral theory of a two-year-old: “I
want it; therefore, it is good.” Who believes this? If you contribute to the
Ku Klux Klan, does that make the KKK better? It only makes you worse.

Economists may argue that they have no means to distinguish better
from worse, right from wrong; accordingly, their scientific approach
compels them to use WTP as a neutral measure of the social importance
of any preference. That economists are limited in this way, however,
does not show that society should be neutral among moral or aesthetic
judgments – that it cannot distinguish better from worse. Indeed, to act
as a citizen is to act within and on behalf of institutions to make collective
moral, social, and political decisions. The insistence of welfare-economic
science that it remain “neutral” among preferences is in itself enough
to make it irrelevant to the normative questions that seize, inform, and
justify social policy.

Second, not all of us think of ourselves primarily as consumers. Many
of us regard ourselves as citizens as well. As consumers, we act to acquire
what we want for ourselves individually; each of us follows his or her
conception of the good life. As citizens, however, we act through and
on behalf of social institutions. We may deliberate over and then seek
to achieve together a conception of the good society. Our beliefs, moral
convictions, and goals as citizens – indeed, as moral beings – may have
and probably should have little relationship to what we believe bene-
fits us personally. This cuts any actual link that might erroneously be
thought to exist between WTP and benefit.

Those who believe that endangered species ought to be protected,
wilderness preserved, pollution reduced, “greenhouse” gases control-
led, open areas maintained, workplaces made safer, and so on present
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views about public policy that possibly contradict the idea that goods
should be allocated according to maximum WTP or to the highest bid-
ders. It seems that environmental economists regard these reasoned,
principled, and morally based views about policy as if they expressed
an individual’s preferences based on expectations of personal benefit.
These policy “preferences,” then, would be only as good as the individ-
ual’s WTP for them. No one asks environmental economists how much
they are willing to pay for their views or beliefs about social policy. Why
should economists refer to WTP to assess the beliefs of others?

WHAT IS COST-BENEFIT ANALYSIS?

Cost-benefit analysis originated in the United States in the context of
major water projects the Corps of Engineers undertook early in the last
century. The River and Harbor Act created a Board of Engineers which
it required to weigh the commercial benefits of a water project – such
as irrigation and hydroelectric power – against its costs. Cost-benefit
analysis in this sense depends on the same intuitive and pre-theoretical
knowledge as would characterize a child’s lemonade stand. Will the
product sell at a profit in view of the cost of labor and materials? In
this sense, cost-benefit analysis envisions the government as if it were a
firm engaged in profit-making activity. This kind of cost-benefit analy-
sis, which can be useful and appropriate, served as “an administrative
device owing nothing to economic theory.”18

After the 1970s, economic theory completely transformed cost-benefit
analysis so that it had less to do with price and profit and more with
preference and willingness to pay. The highly theorized cost-benefit
analysis that emerged in the 1970s was developed to attribute economic
value to aesthetic and moral judgments, such as the beliefs many people
share that a more natural, less polluted environment is one that is better
than the burning rivers and dying wildlife they saw or read about at
the time. Economists sought to measure scientifically what these moral
and political convictions were “worth” by finding WTP equivalents for
them. Economists thus put themselves in the business of characterizing
political beliefs and judgments (other than their own) as “non-use” or
“existence” values they claimed the expertise to measure. This made
their services attractive not only to public agencies and officials but
also to foundations that supported environmental causes and funded
economists to “green” their science.

32

Cambridge Core terms of use, available at https://www.cambridge.org/core/terms. https://doi.org/10.1017/CBO9780511817472.002
Downloaded from https://www.cambridge.org/core. University of Guelph Library, on 06 Jan 2022 at 05:05:21, subject to the

https://www.cambridge.org/core/terms
https://doi.org/10.1017/CBO9780511817472.002
https://www.cambridge.org/core


P1: KNP
9780521867559c02 CUNY1092/Sagoff 978 0 521 86755 9 October 16, 2007 15:44

Why Political Questions Are Not All Economic

The theory behind today’s conception of cost-benefit analysis starts
with the concept of an ideal market. As Allen Kneese explains this
notion, an ideal or perfect market meets certain conditions. “All par-
ticipants in the market” first “are fully informed as to the quantitative
and qualitative characteristics of goods and services and the terms of
exchange among them.”19 All valuable assets in the economic system are
fully owned, managed, and exchanged in competitive circumstances,
which is to say, no individual or firm “can influence any market price
significantly by decreasing or increasing the supply of goods and ser-
vices” it offers.20 For environmental policy, two corollary conditions
are especially important. First, “individual ownership of all assets plus
competition implies that all costs of production and consumption are
borne by the producers and consumers directly involved in economic
exchanges.” Second, “a closely related requirement is that there must be
markets for all possible claims.”21

As Kneese notes, the “connection between such a market exchange
and the real working economy has always been tenuous at best.” As
Kneese and other environmental economists see the situation, “the
main source of our environmental problems is the inability of mar-
ket exchange as it is presently structured to allocate environmental
resources efficiently.”22 Because the actual economy is seen or perceived
as not like the ideal market, economists argue that they must direct
resources scientifically. The measurement of WTP or WTA provides
welfare economists a method both to identify and to correct “market
failure.” Since markets ubiquitously and pervasively “fail” to meet the
ideal model, environmental economists empower themselves by offer-
ing their services in developing methodologies to assign “valuations”
based on WTP for what they identify as given or available resources.23

In fact, a free market has many attractive characteristics or advan-
tages, even if any outcome it reaches can be construed as “failing” to
meet one ideal condition or another. First, the consensual aspect of mar-
ket outcomes is important. If a person regrets a choice – an investment
goes south, for example – the person does not blame the government.
This supports social stability. Second, in an actual market, entrepreneurs
who have good ideas can increase the resource base by improving tech-
nology. In other words, the actual market is dynamic, not static. Rather
than allocating a “given” bundle of resources, the market through inno-
vation leads to the creation of many new bundles of resources – such as
the Internet – often unlike any of those known before.
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Third, a competitive market generates and follows fluctuating price
signals that coordinate an incredible amount of information. The com-
petitive behavior of individuals by influencing and responding to price
adjustments generates new resources as entrepreneurs apply knowl-
edge to knowledge in creative ways. An economy that provides “gd jbs
w hi pa,” increases productivity and trade, and keeps prices stable is a
well-functioning economy. It is then up to society to use its wealth to
pursue aesthetic, moral, cultural, or spiritual goals, such as the protec-
tion of the natural environment.

Cost-benefit analysis – or the economic theory that now supports it –
abandons the virtues of a free and competitive market. It supposes a
zero-sum game in which resources are fixed and thus takes the problem
to be not innovation but “allocation” or “distribution.” It abandons the
notion of consent, as I shall explain in a later chapter, by imposing a
“hypothetical compensation” test. It disposes of the idea of competitive
market prices by defining maximum WTP (a.k.a. “consumer surplus,”
“benefit,” or “the area under the demand curve”) as a kind of intrinsic
value. Once one defines economic value as an intrinsic quantity (whether
in terms of the surplus labor theory of Marxist economics or in terms
of the consumer surplus theory of welfare economics) one gets to direct
the economy. What becomes important is maximum WTP, the demand
curve, and other constructs that welfare economists posit as indicators
of value and not coincidentally that they are paid to measure. Econo-
mists empower themselves by defining aggregate WTP as good – as
“benefit” – and they hope with sufficient funding to develop method-
ologies to measure it, at least someday, in experimentally replicable and
therefore respectable ways.

Market prices do not appear to matter much, if at all, in the con-
temporary theory of environmental economics or in its way of doing
cost-benefit analysis. The model of price competition has the spectral
aspect of a deus absconditus in environmental economics – or perhaps
the aspect of the Garden of Eden from which we are forever excluded
because of innate market failure. The extensive indexes of leading text-
books in environmental economics – such as those by Charles Kolstad
and by Eban Goodstein – do not have any entries for the term “price” or
“prices.”24 Nor do they mention criteria used to assess the performance
of the economy. Nor does their static concept of allocation or distribution
recognize that innovation constantly increases available resources and
determines what counts as a resource. Textbooks in environmental eco-
nomics teach experts how to “value” environmental assets – to measure
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“benefit” defined as maximum WTP – which is not what market prices
reflect. The idea of competitive or equilibrium pricing has disappeared;
the concept of the market, like the Cheshire cat, has vanished, leaving
WTP as its disembodied smile.

EXTERNALITIES

As an example of a “market failure,” environmental economists often
invoke the concept of an “externality,” which is to say, a cost (or benefit)
involved in producing or consuming a good which the price of that good
does not fully reflect. The concept of a cost “externalized” to those who
do not consent to bear it can be used in either a narrow or an expanded
sense. When economists speak of an “externality” in the narrow sense,
they use the concept to refer only to physical side effects, such as pol-
lution, that cause actual damage – the sort defined, for example, by the
common law of tort – to person or property. These analysts may then
measure the cost of pollution in terms of the health damage it causes to
people and the economic losses it inflicts on them. This approach makes
sense and can be useful because it refers to kinds of damages that can
be physically measured. Courts and legislatures may then identify and
try to remedy or control the causes of that damage.

Resource and environmental economists during the 1950s and 1960s
generally defined economic efficiency in a narrow sense, that is to say, in
terms of a conception that tied externalities to the physical side effects of
market transactions. These economists did not try to estimate on a WTP
basis the “worth” of moral, aesthetic, political, or cultural concerns and
convictions. Many of the economists who first developed the techniques
of cost-benefit analysis – E. J. Mishan would be an example – recognized,
at least implicitly, the intractability of quantifying “benefits” associated
with the ethical and aesthetic concerns expressed in public laws such
as the Endangered Species Act or the Clean Water Act that intended to
preserve the integrity of nature.25 These economists urged analysts to
list these “qualitative” benefits separately to bring them to the attention
of public officials. They did not try to “price” ethical judgments and
aesthetic values but saw them as the appropriate subject of political
deliberation within a legislative process.

During the 1960s and 1970s, however, owing in part to the work
of Ronald Coase, which I shall not pause to describe here, economists
began to argue that externalities result not so much from spillover dam-
age to nonconsenting third parties – for example, damage caused by
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pollution – as from the inability of these third parties, because of the
costs of bargaining, to organize themselves to enter into and thus influ-
ence the transactions that affect them. Accordingly, economists began
to replace the notion of a physical spillover with that of a transaction
or bargaining cost as the paradigm of a market failure. In evaluating
the overall efficiency of a project or a policy, analysts began to ask not
“What is a cause of what?” but “What is a cost of what?”26 They widened
the idea of an externality, then, to include any unpriced benefit or cost,
which is to say, any WTP (or WTA) that was not reflected in the prices
set by markets.

An efficient policy was understood, at first, to be one that would result
from the functioning of markets free of externalities, where externalities
were conceived in the old, narrow sense, that is, in terms of physical
damage or economic loss to nonconsenting third parties who would,
as a result, have standing to sue in courts of common law. When the
notion of an externality expanded to cover any unpriced benefit or cost,
however, the ideas of an efficient market and an efficient policy widened
as well. A value of any kind – religious, aesthetic, political, whatever –
would be considered a personal preference which WTP (or WTA) could
measure. An efficient market then had to “internalize” or “value” not
only the kinds of injuries or losses that are cognizable in common law
but every belief, argument, or reason anyone might give for or against
an outcome, as long as he or she were willing to back up those opinions
with money.

Theorists who defend cost-benefit analysis as a tool for policy mak-
ing face a dilemma. In identifying the costs and benefits of an action,
they must construe externalities in either the narrow or the broad sense,
that is, narrowly as damage to person or property of the sort recover-
able under common law or broadly as any belief, sentiment, or desire –
economic, moral, aesthetic, or political – that markets leave unpriced. If
analysts construe externalities narrowly, they must concede that many
policies that appall them and almost all the rest of us for cultural, aes-
thetic, and ethical reasons might be perfectly efficient. The conversion
of the little-used wilderness at Mineral King into a Disney resort in the
heart of Sequoia National Park would not injure anyone’s person or
property. We can suppose, moreover, that no one may suffer any injury
or loss even remotely recognizable under common law as a result of
the commercial development of the habitats of endangered species. If
they use concept externality in a narrow sense, economists could leave
spiritual, ethical, cultural, and aesthetic judgments to others. Before the
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1960s, in fact, economists generally left these kinds of judgments – along
with “equity” concerns – to the courts, to deliberative political processes,
and to the voluntary actions of individuals.

After the 1960s, analysts introduced a wider notion of an external-
ity, which includes not simply injury or damage of the sort that might
give third parties standing to sue in common law but also any attitude,
opinion, argument, or belief that a person might conceivably be willing
to back up with money. When analysts expand the notion of an exter-
nality in this way to embrace the opinions and beliefs of everyone but
themselves – when they accept their own assumptions about value as
correct and “measure” the views of others on the basis of WTP – they
do more than second-guess the results of actual markets by referring to
their ideal market. They make a bald attempt to replace the political pro-
cess as well, an attempt they may not acknowledge. It is for the political
process – not for economic analysis – to gather and judge beliefs and
opinions.

Cost-benefit analysis does not, because it cannot, assess opinions and
beliefs on their merits but asks instead how much might be paid for them,
as if a difference of view could be settled in the same way as a conflict
of interest. Analysts who take this approach, of course, confuse views
with interests. They give political, ethical, and cultural convictions tech-
nical names – “bequest,” “existence,” “intangible,” “soft,” and “fragile”
values – and thus transform judgments that have carried the day before
legislatures into data for cost-benefit analysis.

I recognize the importance of economic analysis when it is used nar-
rowly to inform the public and its officials about the actual market costs
associated, for example, with reclaiming mined lands or increasing high-
way safety. To make a wise decision, society must know these costs and
recognize the law of diminishing returns. Economic analysis, moreover,
can be useful by suggesting less expensive ways society may reach its
cultural and ethical goals, such as by supplementing “command and
control” bureaucratic approaches with regulatory systems that intro-
duce market incentives for controlling pollution, for example, or pre-
serving beautiful places.

When cost-benefit analysis attempts to do the work of ethical and
political judgment, it loses whatever objectivity it might have had and
becomes a tool of partisan politics. Economic analysis expands to play
the role of moral philosophy, political deliberation, and aesthetic judg-
ment. Any group who has an interest to advance or a view to vindicate
can appeal to economic “valuation” to buttress its position. The other
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side must then hire economists to get different estimates. When the
concept of an “externality” extends beyond losses and injuries of kinds
cognizable in common law, economic analysis deteriorates into story-
telling likely to convince only those who agree with and possibly have
been paid for its results.

VALUES AS WANTS

The idea behind political deliberation and negotiation is that the pro-
cess can be educational and transform confrontation into collaboration.
In the context of political deliberation, in other words, positions are not
construed as exogenous variables but are endogenous to the decision-
making process. Participants, therefore, may redefine a problem or con-
sider alternatives that permit an unexpected resolution. Because people
must argue their views on the merits and from a public or intersubjective
point of view in order to persuade each other, they may refine or even
change their positions to make them plausible representations of the
public interest or the general good. Legitimacy depends on the extent to
which an outcome represents a policy all can approve after deliberation
rather than the preponderance of interest or WTP before discussion or
debate.

Political deliberation can be seen as the opposite of welfare-economic
valuation. Deliberation presents values as intersubjective – as legitimate
because they take as their logical subject the community as a whole.
Economic valuation, in contrast, takes all values to be statements of
subjective interest – to express what the individual believes is good for
him rather than good for us. Values enter welfare-economic calculation
as exogenous variables, that is, as arbitrary preferences for which indi-
viduals are willing to pay. An analyst may therefore construe any policy
as a benefit to those who approve it and as a cost to those who oppose
it. Thus, analysts may interpret judgments a person may back up with
reasons as if they were preferences of the sort he or she should “buy”
with money. If you say, “This is what I believe” the analyst takes you to
mean “This is what I prefer.” Economists have objective beliefs about
policy – for example, that it should maximize a concept of “benefit” they
define. You and I have subjective preferences.

Value judgments lie beyond criticism if, indeed, they are nothing but
expressions of personal preference; they are incorrigible, since every
person is in the best position to know what he or she wants. All valu-
ation, according to this approach, happens in foro interno; debate in foro
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publico, other than an incantation in favor of efficiency or some balance
of efficiency and equity, has no point. The economic approach denies the
educative function of political discussion or persuasion; from its point
of view, the political process is indistinguishable from an auction where
policies are knocked down to the highest bidders. The reasons people
give for their views (outside the journals of economic analysis, where
argument is to be respected) are not to be counted; what counts is how
much individuals will pay to satisfy their wants. Those willing to pay
the most, for all intents and purposes, have the right view; theirs is the
better judgment and the more informed opinion.

The assumption that valuation is subjective, that judgments of good
and evil are nothing but expressions of desire and aversion, is not unique
to the economic theory on which much policy analysis may be based.
There are some psychotherapists – Carl Rogers is an example – who like-
wise deny the objectivity or cognitivity of valuation. For Rogers, there
is only one criterion of worth: it lies in the “subjective world of the indi-
vidual. Only he knows it fully.”27 The therapist, according to Rogers,
succeeds when the client “perceives himself in such a way that no
self-experience can be discriminated as more or less worthy of positive
self-regard than any other.”28 The client then “tends to place the basis of
standards within himself recognizing that the ‘goodness’ or ‘badness’
of any experience or perceptual object is not something inherent in that
object, but is a value placed in it by himself.”29

Rogers points out that “some clients make strenuous efforts to have
the therapist exercise the valuing function, so as to provide them with
guides for action.”30 The therapist, however, “consistently keeps the
locus of evaluation with the client.”31 As long as the therapist refuses
to “exercise the valuing function” and as long as he or she practices an
“unconditional positive regard”32 for all the affective states of the client,
the therapist remains neutral among the client’s values or “sensory and
visceral experiences.”33 The therapist accepts all felt preferences as valid
and imposes none on the client. There is no room for a concept of respon-
sibility. The role of the therapist validates the feelings of the individual,
Rogers suggests, and refrains from making value judgments. Indeed,
the point is to deny that there are value judgments. All that counts is
what a person feels and the value-neutral positive regard of the therapist
for that feeling.

Welfare economists sometimes argue that their role in guiding social
policy is legitimate because they remain neutral among and thus rise
above values of individuals in the client society. The economic analyst,
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according to James Buchanan, “is or should be ethically neutral: the
indicated results are influenced by his own value scale only insofar as
this reflects his membership in a larger group.”34 In this conception, the
right or the good is reduced to the subjective world of each individual.
Environmental economist Alan Randall makes this argument. Accord-
ing to him, “economists are doggedly non-judgmental about people’s
preferences; what the individual wants is presumed to be good for that
individual.”35

The economic analyst is able to claim legitimacy for the cost-benefit
or WTP approach because it remains doggedly nonjudgmental or neu-
tral among the preferences of individuals in the client society. The goal
of social policy, according to this approach, is the same as the goal of
Rogers’s therapy – to express unconditional positive regard for the pref-
erences of all individuals, however weird. All the analyst – psychological
or economic – contributes is his or her theory of value, that is, concep-
tion of the right and the good.36 The individual is represented simply
as a channel or location at which affective states or WTP are found.
Only the analyst knows that values are just preferences; beliefs are at
best benefits. Welfare economists stipulate the equivalence of “WTP”
and “value,” and having postulated WTP as the measure of value, these
economists speak with scientific authority about the right and the good,
since they have or are developing scientific methods for measuring it.

TWO CONCEPTIONS OF LEGITIMACY

Consider, by way of contrast, what I have called a Kantian conception of
value.37 The individual, for Kant, is a judge of values, not a mere haver
of wants, and the individual judges not merely for himself or herself but
as a member of a relevant community or group. The central idea in a
Kantian approach to ethics is that some values are more reasonable than
others and therefore have a better claim upon the assent of members of
the community as such.38 The world of obligation, like the world of
mathematics or the world of empirical fact, is objective – it is public not
private – so that the intersubjective virtues and standards of argument
and criticism apply.

Kant recognizes that judgments concerning value, like other beliefs
and perceptions, are subjective states of mind, but he points out that,
like other beliefs and perceptions, they have objective content as well.
Accordingly, actions or choices may be criticized or praised as morally
better or worse in view of the given circumstances. Thus, Kant discusses
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valuation in the context not of psychology but of cognition. A person
who makes a value judgment claims to know what is right or what is
good and not just what is preferred in the circumstances. A value judg-
ment is like an empirical judgment in that it claims to be true or at least
responsive to the situation, not merely to be felt. Thus, the normative
content of a judgment (or “preference”) varies with the strength of the
reasons for it – reasons that appeal for the agreement or correction of oth-
ers. According to the Kantian approach, WTP has nothing to do with the
normative content of judgments about better and worse or, if one must
us the term, nothing to do with the normative content of “preferences.”

We have, then, two approaches to social regulation before us. The
welfare-economic approach assumes that political and economic deci-
sions about the environment are justified in roughly the same way,
which is, in relation to subjective preferences individuals express or
would express in their consumer and, possibly, their voting behavior.
According to this approach, the policy that may be defended on objec-
tive grounds – as the right thing to do – is the policy of maximizing the
satisfaction of these preferences ranked by WTP; every other decision is
an application of that one. The “true” theory of social value – the WTP
criterion – is assumed in advance. Any other view is only as good as
there is WTP for it.

The Kantian approach, on the other hand, asserts that policy recom-
mendations in general are to be judged on the basis of reasons rather
than wants. The functioning of political institutions – each appropriate
to the kind of problem it must resolve – is crucial because individuals
or their representatives must agree on decisions and be accountable for
them. The Kantian approach like the economic one makes individuals
the ultimate sources of policy – but it submits policy to their judgment
rather than deriving it from their preferences or, more precisely, from
the WTP associated with them. This approach treats people with respect
and concern insofar as it regards them as thinking beings capable of dis-
cussing issues on their merits. This is different from regarding people
as bundles of preferences or locations where WTP may be found.

The Kantian approach assumes that public policies may, in general, be
justified or refuted on objective grounds, that is, on the basis of what can
be said for or against them, not necessarily on the basis of the intensity
of competing desires. The Kantian concedes, nevertheless, that many
decisions are too trivial, too personal, or too knotty to be argued in foro
publico and thus should be left to some nonpolitical resolution, usually to
a market. Many choices – such as those related to religion – are so fraught
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with passion they must be left wherever possible to the conscience of
the individual. Other questions are too trivial to matter politically. How
many yo-yos should be produced as compared to how many Frisbees?
Should pants be cuffed? These questions are so inconsequential or per-
sonal, it is plain that markets should handle them. It does not follow
from this, however, that we should adopt a WTP approach to resolving
every question.

A WTP approach to arithmetic, for example, is plainly inadequate. No
matter how much people are willing to pay, three will never be the square
root of six. Similarly, segregation is a national curse, and if we are willing
to pay for it, this does not make it better but only makes us worse. Also,
the case for or against abortion rights must stand on the merits; it cannot
be priced at the margin.39 The war in Vietnam was a moral debacle,
and this can be determined without shadow-pricing the WTP of those
who demonstrated against it.40 Similarly, we do not decide to execute
murderers by asking how much bleeding hearts are willing to pay to
see a person pardoned and how much hard hearts are willing to pay to
see him hanged. All these matters appeal to conceptions of justice, moral
intuitions, cultural and ethical arguments, and reflections on experience.
These have nothing to do with willingness to pay. Our failures to make
the right decisions in these matters are failures in arithmetic, in wisdom,
in taste, in morality – but they are not market failures. There are no
relevant markets to have failed.

What separates these questions from those that may be settled by the
preponderance of WTP is this: they involve matters of knowledge, wis-
dom, morality, and taste that admit of better or worse, right or wrong,
true or false – and these concepts differ from economic optimality.
Environmental questions – the protection of wilderness, habitats, water,
land, and air as well as policy toward environmental safety and health –
involve moral and aesthetic principles and not just economic ones.
This is consistent, of course, with cost-effective strategies for imple-
menting environmental goals and with recognition of the importance of
personal freedoms and economic constraints. It is also consistent with
social prosperity, which free markets may achieve through competition
and innovation, concepts that have no clear connection to the WTP ap-
proach that now dominates the discussion of environmental policy and
valuation.

What Rogers’s therapist does to the patient the cost-benefit analyst
does to society as a whole. The analyst is neutral among our “values” –
having first assumed a view of what values are, that is, having assumed
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a particular theory of the good. This is a theory that fails to treat values
as values and therefore fails to treat the persons who have them with
respect or concern. It does not treat them even as persons but only as
sites at which affective states may be found. And thus we may conclude
that the “neutrality” of cost-benefit analysis is no basis for its legitimacy.
We recognize this neutrality as indifference toward value – indifference
so deep, so studied, and so assured that at first one hesitates to call it by
its right name.

THE CITIZEN AS CLIENT

The residents of Lewiston at the meeting I attended argued that there
are crucial moral, aesthetic, and political differences between the risks
they take, for example, by smoking or by driving, and the risks imposed
on them, for example, by a nearby but hidden depository for nuclear
wastes. There is an ethical difference between jumping and being
pushed – even if the risks and benefits are the same. Many risks are
acceptable because they are accepted; they are familiar, voluntary, part
of everyday life. Some risks are unacceptable because they have not
been accepted: They are unknown, insidious, out of one’s own hands.
What is important to the residents of Lewiston is not necessarily the
magnitude of the risk, about which they know experts will disagree,
but its meaning, that is, what it suggests about their relationship with
their government and about their ability to participate in the decisions,
public and private, that affect their lives.

The officials at the other side of the table found much of this anxiety
“irrational,” given the trade-offs the residents were willing to make, as
a rule, between safety and other goods and services. What the residents
saw, fundamentally, as a political problem involving the maintenance
and functioning of our democratic institutions the officials understood
as a matter of making allocation efficient and of balancing benefits and
costs.

One official from a large chemical company dumping wastes in the
area told the residents, in reply, that corporations were people and that
people could talk to people about their feelings, interests, and needs.
This sent a shiver through the audience. Like Joseph K. in Franz Kafka’s
The Trial, the residents of Lewiston asked for an explanation, justice, and
truth, and they were told that their wants would be taken care of. They
demanded to know the reasons for what was continually happening to
them. They were offered a personalized response instead.
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This response, that corporations are “just people serving people,” is
consistent with a particular view of power. This is the view that identifies
power with the ability to get what one wants as an individual, that is,
to satisfy one’s personal preferences. When people in official positions
in corporations or in the government put aside their personal interests,
it would follow that they put aside their power as well. Their neutrality
then justifies their directing the resources of society in the ways they
determine to be best. This managerial role is legitimate, they believe,
because it serves their clients’ interests and not their own.

Behind this managerial role, as William Simon observes of the lawyer-
client relationship, lies a theory of value that personalizes power. “It
resists understanding power as a product of class, property, or insti-
tutions and collapses power into the personal needs and dispositions
of the individuals who command and obey.”41 Once economists, thera-
pists, or lawyers abjure their own interests and act wholly on behalf of
client individuals, they appear to have no power of their own and thus
justifiably control everything. “From this perspective it becomes diffi-
cult to distinguish the powerful from the powerless. In every case, both
the exercise of power and submission to it are portrayed as a matter of
personal accommodation and adjustment.”42

Once the affective, that is, the welfare-economic, self becomes the
source of all value, the public self becomes merely “apparent” and can-
not participate in the exercise of power. Power, indeed, appears to be
entirely private; it is the power to satisfy one’s personal preferences. It
ceases to be the power to join with others in effective political action to
define and pursue collective values and shared aspirations. As Philip
Rieff remarks,

the public world is constituted as one vast stranger who appears at inconvenient
times and makes demands viewed as purely external and therefore with no
power to elicit a moral response. There is no way to distinguish tyranny from
the legitimate authority that public law and public values create.43

The key to the emotive or interest theory of value, as one commentator
has said, is “the fact that emotivism entails the obliteration of the distinc-
tion between manipulative and non-manipulative social relations.”44

When we accept the idea that values are subjective, that they are just
“wants,” we must also accept the idea that managers – whether thera-
pists, lawyers, or cost-benefit analysts – are in the best position to handle
them for us. We must also accept the idea that we all want the same thing,
namely, the satisfaction of as many preferences as possible, taking their
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intensity into account. We consent hypothetically, counterfactually, or
implicitly, therefore, to policies experts say promote efficiency and max-
imize utility. Not just socialism but also this kind of economic analysis
takes us into an untenable collectivist fiction about the unity of soci-
ety. In welfare economics, the Marxist dream is realized: the triumph of
science over polity, administration over government – and thus the final
withering away of the state.45

“At the rate of progress since 1000,” Henry Adams speculates in his
Education, “every American who lived into the year 2000 would know
how to control unlimited power.”46 Adams thought that the Dynamo
would organize and release as much energy as the Virgin. Yet the citizens
of Lewiston, surrounded by dynamos, high-tension lines, and nuclear
wastes, are powerless. They do not know how to criticize power, resist
power, or justify power – for to do so depends on making distinctions
between good and evil, right and wrong, innocence and guilt, justice
and injustice, truth and lies.

Distinctions such as these have no significance within an emotive
or psychological theory of value. To adopt such a theory is to imagine
society as a system of exchange in which individuals represent only their
arbitrary and subjective preferences. No individual, no belief, no faith
has authority over them. To have power to act as a nation, however, we
must be able to act, at least at times, on a public philosophy, conviction, or
faith. We cannot permit welfare economics to replace the moral function
of public law. The antinomianism of cost-benefit analysis is not enough.
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