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The idea of governing under the constraint of a benefit-cost test of
contemplated public actions is not new. Inspired by Jeremy Bentham's
argument that, morally speaking, society's problem is the provision of
the greatest happiness for the greatest number, it has been urged in one
form or another in certain philosophic and economic circles for ncarly
two centuties. Until recently, however, government by felicific calculus
had gone largcly untried.

The central advantage claimed for cost-benefit government is that it
would discipline public choicc so that scarce public and private
resources are rationally allocated to their highest valued uscs. In this
way, it is argucd, contemporary social well-bcing is optimized and
future happincss cnhanced through reosurce conscrvation. To ac-
complish these ends, howevcr, will require fundamental changes in the
governmental decision-making process. The current domination of this
process by political interest and power has resulted, according to cost-
benefit advocatces, in a systematic distortion of the value of rcsources
and thcir public uses. What is required to remedy this situation is the
recognition that the paramount problems of governance are not those
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having to do with power and conflict but with the efficicnt admin-
istration of state actions. Supporters of cost-benefit tests of government
policy do not deny the existence of conlflict; indeed, many assert its
unavoidability. But itis argucd that this recognition impels atiention to
the problem of how conflict should be managed by the state. In this
context, cost-benefit analysis is of fered as a viable alternative to politics.
With it otherwise amorphous issues of governance purportedly can be
resolved in an orderly manner and the rationally superior public action
for many, if not all, social problems discovered.

The tenability of this proposal rests upon displacing politics with
administrative forms in deciding issues of governance. Indeed, the
advocacy of cost-benefit government represents an implicit, if not
explicit, endorsement of the administrative state. Curiously, however,
the desirability of such a displacement is scldom addressed. It appears
that cost-benefit government, suitably debugged and with possible
allowance for certain “inalienable” rights, is presumed inherently good
and preferred. Concern is focused almost exclusively on whether and to
what extent such a mode of governance can be implemented. Despite a
divergence of opinion on feasibility, there remains a common pre-
sumption that installment of cost-benefit tests for public actions would
be desirable.

The desirability of cost-benefit analysis, and the technocralic system
of governance that it requires, cannot be resolved by presumption. If the
tenability of cost-benefit analysis hinges upon the emergence of the
administrative state, then ultimately the use of this technique to decide
public policy specifically, and the nature and role of state power
generally, hinges upon the preferability of such a system of governance.
My argument against cost-benefit rule is focused on the normative and
ideological implications of the use of this technique to decide questions
of power and policy and the displacement of politics that is essential to
its effective use.

THE RULE OF REASON

Cost-bencfit analysis is now an established, if still controversial, tool
of public policy making and evaluation. The national government
especially is a frequent user, employing the technique for such purposes
as determining acceptable levels of various pollutants, setting industry
standards of worker health and safety, assessing the feasibility of safety
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improvements in automobiles, and evaluating the impact of alternative
technologies on social and economic welfare. But although the uscs of
this modc of analysis are growing, they nonctheless continue to be
conflined to decisions made in exccutive branch agencics. Legislative
and judicial decisions are scldom il ever based on such logic. Evenin the
cxccutive branch, cost-benefit calculations usually play only a minor
role in policy decisions. The limited integration of this tool into the
policy apparatus has raised the problem that only parts of a policy may
be subjected to the rigor of analysis, whercas others continue to be
formulated ongrounds that either contradict or neutralize those applied
in analysis.

Thus advocates have directed their attention increasingly to the
problem of expanding the use of cost-benefit analysis. Not surprising,
much of the criticism as well as advocacy of cost-benefit analysis have
been preoccupicd with the appropriateness of this technique to certain
classes of problems and to the value implications of its use in identifying
solutions. Normative dilemmas, il they are recognized, are seen to derive
from the nature of the problem to which the technigue is applied rather
than from the implication for governance of its use. For advocates and
many critics, the kcy questions have become, “To what range of
problems is cost-bencfit analysis applicable?” and “Under what con-
ditions would its contribution be optimized?” Responses to these
questions can be scparated into two groups: those which recognize
social order asnecessarily imperfect and treat cost-benefit analysis as an
organizing rather than calculalive framework for addressing social
concerns, and those which see the use of this technique as part of an
cffort to establish formal rational criteria in government dccision
making. The first is characterized by a pragmatic undcrstanding of
social problems and deemphasizes the formal fealures of cost-benefit
procedures in favor of the heuristic value of its general logic and
perspective. The work of Alice Rivlin and Tom Beauchamp' is
representative of this approach. The other, more formal approach
stresses the precision and ethical superiority of cost-benefit decision
making and calls for a decisive role to be played by such analysis. The
arguments of E. J. Mishan and David Braybrooke and Pcter Schotch?
are indicative of this latter understanding.

For “informalists” such as Beauchamp and Rivlin, the practical
conditions of realpolitik urge the use of cost-bencfit analysis. The
contemporary problcm of governance is scen to be onc of establishing
rules of reason by which to decide issues of public concern in an
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otherwise untidy world of power and politics. Although cost-benefit
analysis cannot deliver the ultimate rules of governance, ncverlh_eles's
this technique is scen as important and valuable for the opportunily it
provides for arriving at arational accommodation of lhe.moral conflicts
of an irrational world. In this respect cost-benefit analysis represents an
attractive solution to problems cf modern governance offering the
prospect of escape from total reliance on power and politics. Thus, fqr
example, Beauchamp claims that cost-benefit analysis is a pragmatic
nccessity in “real” moral life where rights [requently conflict. It proylfics
a“morally adequate™ means of decision making that evaluates political
decisions against the standard of aggregate welfare, a standard that “at
least on some occasions is mandatory from a moral point of view.™
Some critics charge that such a standard would lead to the denial of
basic rights if the costs of doing so were less than the collcc(ivc. ?eneﬁls.
Beauchamp argues, however, that consistent with the faml.har rule-
utilitarian position, cost-benefit analysis should not be immunlzeq from
the restraining control of moral rules.$ The force of moral rights will not
be contravened if a“loose sense” of the cost-benefit technique is adoptc.d
in which the objective is to determine whether a particular action is

* “acceptable,” “reasonable” within the boundaries of morality.¢

Rivlin expresses a similar attitude toward the problems of saciety,
based on her considerable experience in the federal bureaucracy:

The choices are genuinely hard and the problems are extraordinarily

" complex and difficult. It is hard to design anincome maintenance system
that will both assure adequate incomes to the ncedy and encourage people
1o work, or a health financing system that will both assure proper care to
the sick and encourage efficient use of health insurance. ... If any analyst
thought it was going to be easy to make social action programs work
better or to make more rational choices among programs, he is by now a
sadder and a wiscr man.?

In this complex world values will not be easily quantified and often will
be in conflict. What can be achieved is not the definitive solution but the
reasonable one, founded on an informed understanding of the general
levels of costs and benefits and their distributions: “who would bcnfﬁt
“from a policy and who would pay its costs.™ Echoing the point,

Boulding suggests that

even though economic measurement may be abused, its effect on‘lhc
formulation of moral judgments is great, and on the whole I belicve
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‘bcncficial. The wholc idea of cost-benclit analysis . . . is of enormous
importancc in the evaluation of social choices and even social institutions.
.Wc can grant, of course, that the “rcal” dollar . . . is a dangerously
imperfect measure of the quality of human lifc and human values.
Neverthceless, it is a uscful first approximation, and in these matters of
difficult choices, it is cxtremely useful to have a first approximation that
we can later modify.?

Thg valuc of cos!-benefit analysis is thus in the disciplinc it brings to the
pohcy process and the ability it provides for addressing social problems
in a systematic manncr. As Rivlin asserts, “The crucial questions now
are . . . organizalional."°
While recognizing that the value of cost-benefit analysis relates to its
capacity to yield rational solutions of social problems, “formalists” such
as Mishan and Braybrooke and Schotch sec no means of using this
technique within the contemporary world of politics. For these advo-
cates, no minor modification of the world as it is will sufficc. The
problems are, as Mishan observes, constitutional and concern the
'clhical premiscs that scrve as ““a common context of aspirations.™" At
issue are the inescapable conflicts not only among alternative social
policies or objeclives but between these and questions of rights and
nceds. Seen in this light, cost-benefit analysis cannot be divorced from
the most general valuc implications of social organization and action.
Equally clear, Mishan argues, is that use of cos!-benefit analysis

cannot be restricted to the role of consultative input into policy
dccisions. Requests to * ‘organize’ the new data™ and provide a frame-
work for comparing alternative policics that would extend extraordinary
power to the consultant-analyst that, practically spcaking, cannot be
lmmcfl." What must be demanded instead is that the framework and
o.rgamzalio,n employcd are based upon nonarbitrary cconomic prin-
cnplcs of allocation. Cost-bencefit analysis draws its justification, as

Mishan demonstrates, from allocative “propositions at the centre of
wclfa(c economics” which are represented in the “virtual constitution™"
of society. Specifically, the technique is guided by the principle of Pareto
optimality:

If: in any situation it is found to be impossible to make any change
wn.houl making some individual in the group worse off, the situation is
defined as Parcto-optimal or Pareto-efficient. . . . A change is defined to
be Parcto-optimal, if in the transition from one situation to another; )
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cvery individual in the grohp is made better off; or (2) at least one
individual in the group is made better off and no one is made worse off.M

The clevation of cost-benefit analysis to constitutional status rests, as
Licbhafsky!'s has pointed out, on the presupposition that Pareto opti-
mality is a Grundnorm upon which the validity of all other norms
depends. As such, the Grundnorm of Pareto optimality cannot and
should not be constrained by the requirements of political consensus, as
with all constitutional rules, it antecedes consent. For Mishan, then, the
impetus is to moor cost-benefit analysis to the “guiding rules” that “can
truthfully claim to rest on a widely accepted cthical base.”'¢ Once
achieved, the cost-benefit calculus “on any ethical ranking, would . . .
transcend economic decisions reached by political processes, democratic
or otherwise. . . . For decisions reached by the political process will
almost always rest on a narrow basis of consent.™?

Braybrooke and Schotch propose a similar system of governance
intended to deliver the formalist vision of a transcendental social order
beyond social and ethical conflicts brought about through the exercise
of “right” reason. Their proposal represents perhaps the most explicit

“conception of governance as a process of rational problem solving.

Governing begins with the scrutiny of issues of collective concern to
determine whether they involve, respectively, questions of rights, needs,
and preferences. Rights and necds are to be addressed by means of
threshold analyses. In the case of rights, “whether a policy conformsto a
peremptory consideration is to be trcated as a matter of fact that can be
ascertained by comparing the features of the policy with the require-
ments set forth in the consideration.™$ Response to potential rights
violations is to take one of two forms: Either the policy is not to be
enacted until and unless the cause of violation is removed; or the policy
isto be enacted on the condition that fair compensation of victims, again
to be regarded as a matter of fact, can be assured by a compensalion
scheme that presumably would have to satisfy the criterion of cost-
elfectiveness as well. Observance of minimum needs thresholds is also to
be required of any proposed policy. Such thresholds are to be
established from objective analysis of “minimum standards of provi-
sion.™® Any remaining public policy problems are considered in this
scheme to stem from conflicts of preferences. Within an institutional
framework that provides for prior checks for violations of basic rights
and needs, cost-benefit analysis has the role of resolving subjective
“interest” conlflicts according to the criterion of maximization of
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objective social benefit. In thistype of framework, cost-benefit analysis
represents a particular stage of analysis within a genceral framework of
objcctive analysis of moral problems.

Despite importantdifferences in the way advocates conceptualize the

possibilities and limits of cost-benefit analysis, governance via a cost-
benefit normis promised to elevate policymakingabove the inefficiency
and irrationality of politics. Moreover, advocates project acommon set
of conditions for the.optimal use of this technique. The social world is
generally approached as one in which problems occur or may be treated
as occurringrelatively independently of onc another and are bounded in
scope. In some versions, such as the Braybrooke-Schotch scheme, this
independence condition is extended to the moral dimensions of social
problems as well, with an expectation that rights, needs, and preferences
can be addressed scparately without distorting the nature of the
“problem.” To this independence condition about the nature of social
problems advocates add important conditions regarding the nature of
their solution. The sct of alternative solutions to a particular problem is
treated, where such a set exists, as an analytically finite and commensur-
able one. This mcans that if salutions exist, there is always a superior
one. Where no soluticns exist, no rational engagement of the problem is
available and no public action can be justificd. A third set of conditions
concerns the issuc of valuation. The costliness of a particular problem
and the implementation of its solution, as well as the worth of any
advantages that might result (beyond the elimination of the particular
social problem itsclf), are regarded by advocates as objectively know-
able. Of special importance, these values are thought to be available to
the analyst without recourse ta individuals or communitics who might
be alfected by the contemplated public action.

If these conditions can be met—and much of the debate surrounding
cost-benefit analysis is absorbed by this question—a distinct political
opportunity emerges. Insofar as social problems can be treated as
independent and bounded in scope, their solution regarded as a question
of optimizing nct benefit, and the availability of objcctive measures by
which to evaluate competing solutions confidently assumed, governinent
by right recason would scem to be within our grasp. Historic social
conflicts such as those concerning the distribution of wealth and the
public provision of basic rights and needs, as well as more recent oncs
such as the protection of the environment, worker and product safety,
and balanced economic growth, would all appear to reduce to discov-
ering and implementing the best alternative and therewith to be
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resolvable through procedures of rational calculation. This s because in
a world made safe for cost-benefit analysis, conflict is the result not of
irreconcilable substantive differences, as much of political theory has
traditionally argued, but of the use of faulty “decisional premises.”0
Correcting those premises that distort our understanding of lhe'true
costs of public services, or that encourage suboptimal supply (flther
over- or undersupply) of suchservices, should lead, ina wor.ld !ash.loncd
from the postulates of cost-benefit analysis, to the virtual climination of
social conflict. Indeed this is precisely what is envisioned by advocates of
the widespread use of cost-benefit analysis. .

Engaging the problems of society from the vantage point of cost-
benefit analysis is an exciting proposition for its advocatef. It heralds
the possibility of the triumph of reason over power and l!lc displacement
of politics with analysis. To some this triumph and displacement are
instrumental but not complete, as they cannot be. To others a
fundamental reordering of society and government is necessary. In both
cases, however, the basic aspirations are the same—only the expecta-
tions about the level of accomplishment differ. Perhaps because of the
attractiveness of such a triumph, and because only the level of
accomplishment is in dispute, advocates tend to be unpersuaded of the
tenuousness of the conditions necessary for cost-benefit analysis to be
fully effective. But regardless of whether the feasibility of these
conditions is conceded, the basic objections to a world made amenable

to cost-benefit analysis remain.

WHAT’S WRONG WITH
BEING REASONABLE?

The worlds projected in formalist and informalist visions of cost-
benelit government would require a profound transformation in the
basis of governance. Fundamentally, these worlds call for the abandon-
ment of rule by consent in favor of the rule of reason. The replacement of
conscnt with reason as the foundation of governance is intended to
dispense with the inefficiency and irrationality of politics, butin !a_cl it
dispenses with democracy in favor of the administrative state. Tlfc issues
that normally give rise to questions of democratic participation and
consent are simply without salience in the transformed world of cost-
benelit analysis. Indeed, the ideals of democracy could not be lolcr:_llcd
in the new world, and only its veneer would survive the transformation.
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CONSUMER SOVERFIGNTY AND
THE DECLINE OF THE CITIZEN

Government by cost-bencfit analysis has no need of a participative
citizenry. The processes of public decision making depend in such a
model upon the identification of objective values. It is only with their
identification that rational solutions can be found. To involve the
citizenry in the process of identifying values could only result in
contamination of the process, for citizens can offer merely subjective
assessments of their idiosyncraltic circumstances. Tooperate effectively,
the world of cost-benefit analysis must be insulated from, and preemp-
tive of, the participation of its citizens.

The arguments in a recent U.S. Supreme Courl case covering the
1980 cotton dust standard sct by the Occupational Safety and Health
Administration (OSHA)?! illustrate the tension between cost-benefit
rule and democratic participation. At issuc in the case was whether the
OSHA standard could be challenged on the ground that it failed to pass
a cost-benefit test. The 1970 enabling legislation mandated the pro-
mulgation of astandard that “most adequatcly assures, ro the extent

Jeasible, on the basis of the best available evidence, that no employce
will suffer material impairment of health™ from contact with cotton
dust.22 The American Textile Manufacturers Institule and the National
Cotton Councilof America, representing industry, argued that the “to
the extent feasible™ requirement should be interpreted to include the
demonstration of nct benefit. Not to do so, it was claimed, would extend
to the Sccretary of Labor and OSHA extraordinary discretion to
interpret the requircment as mandating a workplace “utopia” free of
risks and hazards bascd upon the unrealistic and irresponsible ideal of
absolute safety.” Justice Rehnquist, in a minority opinion supporting
the industry position, was even more blunt: The cotton dust standard, he
asserted, represents a choice of the balance to be observed between the
statistical possibility of death or serious illncss and the economic costs of
avoiding death or illness; but Congress, by exacting the law without
conducting a cost-benelit analysis or defining some other objcctive
standard to dctermine this balance, abdicated its elected responsibility.2
A majority of five justices with one abstaining concluded that a cost-
benefit test of the cotton dust standard was not required because
Congress, in establishing the need for the standard, had chosen “to place
preeminent value on assuring employces a safe and healthful working
environment limited only by the feasibility of achicving such an
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environment.”? Any further analysis of the standard’s costs and
benefits beyond that implicitly performed by Congress when it passed
the 1970 Act would be, in the minds of the Court majority, an obstruc-
tion of legislative will.26

What this case illustrates is the constitutional upheaval implied by the
installment of cost-benefit rule. If accepted, the industry argument and
Rehnquist dissent would have required the substitution of purported
objective values?’ for democratic participation as the basis of legitimacy
for government policy. Under their vision of governance, a constraint
on policy choice based on apparent objective circumstances (in this
specific case, the medical, engincering, and economic facts surrounding
textile manufacture) is dictated in order to ensure responsible policy
selection. Without such a constraint, values could be introduced that
obscure a rational understanding of the facts of the situation (such as the
placing of preeminent value on a safe and healthful work environment)
and that may lcad to unjustifiable intrusions of political activity into
socicty's affairs. Participative government in this view should confine
itsclf to discovering the objcctive conditions of the issue at hand and

.affirming them.in public policy. This is to be contrasted with the Court

majority position, which denied the necessity of a cost-benefit constraint
on policy choice and thereby preserved the opportunity for political
participation in setting the boundaries of such choice, rather than
merely the opportunity to select among preselected alternatives. Under
cost-benefit rule such an opportunity would be denied.

But if participation is precluded, what is left of the idea of citizen?
Little more than a glorified notion of consumer. In a world of cost-
benefit analysis, governance is a consumption good. Citizens decide
whether and to what degree they are satisfied with the products of
governance, but they have no responsibility for the production of
governance or even overseeing its production. Indeed, the expectation is
that citizens have no substantial interest in such matters beyond the
desire for objective government. The problem of political sovereignty,
so hotly debated in Western political theory, is discovered to havelittle
more meaning, rationally speaking, than economic utility won or lost, as
measured by triangles of benefit under demand curves.

FREEDOM = OBJECTIVITY; JUSTICE = EFFICIENCY

Without an active citizenry, and with an objectively grounded
intolcrance of democratic participation, can such a world be demo-
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cratic? The notion of democratic cost-bencfit rule would require, to say
the least, a novel use of the term. Consider, for example, the classic
association of democracy and {reedom. “Free” in the new world refers
neither to the absence of constraints on choice or action nor positively to
the pursuit of collective goals such as the elevation of the intellectual and
moral character of society, the promotion of social equality, and the
like. Such definitions presuppose the cost-effectiveness (at least) of
freedom, a judgment that must necessarily be questioned. Instead,
freedom under cost-benefit rule refers to the appreciation of objective
existence. Itis the knowledge that decisions about one's future are based
upon and limited to “the facts” that make one free in this world. This is
not to say that the worlds projected by the advocates of cost-benefit
government would not be populated by those sensitive to democratic
ideals of freedom. Rather, it is to argue that a world fashioned from the
postulates of cost-benefit analysis is indifferent to concerns with
democratic ficcdom.

If cost-benefit rule is unconcerned with democratic freedoms, it
likewise shows little regard for the need to ground governance in
principles of justice.8 As with ideals of freedom, those of justice do not
find a central place in the administrative state, not because of an
aversion within the mechanics of cost-benefit analysis to matters of
justice but, rathcr, as the result of an indifferent regard to them. What is
fair, moral, respectful can be incidental only to what is of maximum net
benefit. Cannot such qualities cither be monctized and included in
rational calculations or, as Braybrooke and Schotch suggest, treated as
peremptory considerations? In onc sense they can be, and many writers
have attempted to explain such a possibility.?? But their suggestions
appear to be negatively rather than positively motivated as a response to
the charge by critics that such matters cannot be adequately incor-
porated. Little attention seems to have been givento the question of the
desirability of doings0. Most important, the issuc only begins with the
qucstion of whether these dimensions can be incarporated in the cost-
benefit calculus. It must also be ascertained: with what confidence can
they be included, especially in comparison with what are considered the
nonnormative dimensions of policy issues; and at what cost to our
understanding of the role and importance of these considerations would
this be done?

Again, considcration of a recent U.S. Supreme Court decision?! is
useful. In a 1981 case concerning the constitutionality of warrantless
inspection of mincs, the Court with one dissent held that
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a warrant may not be constitutionally required when Congress has
reasonably determined that warrantless searches are necessary to further
a regulatory scheme, and the federal regulatory presence is sufficiently
comprehensive and defined that the owner of commercial property
cannot help but be aware that his property will be subject to periodic
inspections undertaken for specific purposes.?

The legal arguments underlying the decision are complex and
concern differences historically made by the courts between privacy
rights pertaining to the home and those pertaining to commercial
property under the Fourth Amendment. But suppose that such
differences were not decisive in the case. Would it be appropriate to
substitute a cost-benefit test as the condition for authorizing a
warrantless search? That is, could the surprise inspection be justified if
the expected benefits in terms of deterred harmful activity outweighed
the costs to mining owners' privacy and other expenses? Clearly the
Supreme Court’s concern with privacy rights would be of incidental
importance under a cost-benefit test. Indeed, the act of violation itself
would be secondary to the extent of harm. If the mine violations that
might be found were expected to be petty and the deterrent effect slight,
a cost-benefit rule would not only fail to support the inspection, but
would furnish grounds as to why a search would be unjustifiable. That
is, used as a rationale of law, the cost-benefit test could sanction a
finding that enforcement of the law would be unjust. This result is not
peculiar, of course, if the legitimacy and purpose of law are located in an
equation of justice with the optimization of net benefit. However, itdoes
raise the interesting paradox of law violation as just, due to questions
not of conscience but of prudence. In this regard Ronald H. Coase’s
essay on social cost) takes cost-benefit reasoning to its logical
conclusion by conceiving social harm as “necessarily reciprocal.” Under
this framework harm is not exclusively a condition of victims because,
insofar as laws are enforced to protect or compensate victims, an
additional harm is created in the form of the reduced utility/ wealth of
prosccuted violators. A truly novel idea of justice!

If in the administrative state the achievements of governance are not
judged by the extent to which the governed are free and public actions
just, then what is to be the measure? The success of government, if we are
being reasonable, is to be measured by whether it works efficiently. In a
socicty governed by right reason, government is held accountable for the
delivery of policies of maximum yicld relative to the amount of
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resources used—that is, policies that satisfy the optimality Grundnorm.
Government has little to do with the goal of cnsuring that public actions
are moral, normatively preferred, or fair. Althaugh such qualitics may
perhaps be decmced desirable, their “intuitive™*—or, more exactly, nor-
mative—foundations preclude them from being central commitments in
the constitution of Pareto-optimal society.

HYPOTHETICAL DEMOCRACY

If such a foundation of governance is to be called democratic, it is
dcmocracy without the attributes that have traditionally been thought
to be fundamental to the idea. Cost-benefit rule imputes little value to
democratic processes ol decision making, preferring calculation to
consent as the basis of public choice. It ascribes no special importance to
the ideals of democratic frcedom and justice, reserving ideal status
instead for the purportedly objective and cfficient decision. Ultimately it
is right reason, not democratic participation or values, that is cherished
and nourished under cost-benefit government.

But might it not be argued in defense of cost-benefit tests of
governmenl policy that democratic attributes can be gralted onto the
decision-making process; that the above criticisms prove only the non-
esscntialness of democracy for cost-benefit rule, not its incompatibility;
and that the real issue avoided by such criticisms is the prosperity of
citizens under such rule? That s, arc we not overlooking the fundamental
importance of the results of government—whether the greatest happi-
ness is provided for the greatest number? That, at the end of the day, is
what cost-benefit rule supposedly delivers, and what democracy may
not.

First, caution should be observed in conceding the compatibility of
the democratic graft. As Mishan has pointed out, accommodating
democracy may be more costly than avoiding it:

Decision-making through the political process, especially in a liberal
democracy, is time-consuming. Even if the democratic process, alone and
unaided, were somehow able to offer to each person the same oppor-
tunities and the same combination of goods that he already receives
through the market, economists would have no difficulty in convincing
people that the substitution of voting mechaaisms for the pricing
mechahism would take up an unconscionable amount of time and
effort.3

e
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Furthermore, where political decisions are unavoidable, a strong case
based on the yardstick of results can be made for using the market rather
than the vote as the model for decision making:

And yet, prodigal though it would be in the use of time and efforl, it is
hardly conceivable that the political process will bring about an allocation
of goods and resources as satisfactory as that brought about through the
market. Whatever the outcome of the political process, it is highly
unlikely . .. that such an outcome could not be materially improved by
introducing pricing mechanisms. And, if some improvements can be
effected by the introduction of such pricing mechanisms, they can also be
effected by simple allocation rules (such as net or proportionate benefit
rule) which “stimulate”™ the workings of the price mechanisms.

Thus democratic compromises may be too expensive and inferior in
deliverable results compared to those achievable by “econocracy,™” as
one writer has termed cost-benefit government. Cost-benefit advocates
do not want to get too carricd away with democratic ideas.

Democracy’s advocates should be equally uneager to accept its
compatibility with cost-benefit rule. Even if the value of certain
democratic mechanisms could somehow be warranted as positive and
sizable, their function in this form of government would likely not be
very encouraging. For example, representational voting might remain
in the world of cost-benefit analysis, but the rationale for its retention
would be quite different from that of traditional democratic theory. As
noted earlier, cost-benefit analysis is predicated on the assumption that
if normative dilemmas exist, they exist as attributes of the problems
engaged and not as attributes of social analysis itself. This being the
case, how are the problems for analysis (o be selected without bias under
cost-benefit rule? Clearly any selection must be normative, for it
necessarily will favor consideration of one normative dilemma over
another. To have some technical apparatus of analysis determine which
problems are investigated and which are not would obviously undermine
the very basis of authority on which rational society operates. But
“democratic” voting removes at least the appearance of such a problem
by transferring blame to the citizenry and its subjective proclivities. The
insidious result is that a democratic mechanism is used to relieve the
administrative state of democratic responsibility.

The fundamental problem with cost-benefit reasoning on this score,
however, is that it misrepresents the issue. By challenging democracy to
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yicld utilitarian results, advocates presume the normative legitimacy of
the criterion of nct benefit while completely devaluing democratic
results. It is as though the choice of democracy were inherently
utilitarian. The possibility that decisions arrived at through democratic
participation and consent could be valued in themselves indcpendently
of their economic implications is simply not recognizable from a cost-
benefit perspective; such a notion makes no sense because it ignores the
constitutional status accorded to efficiency. Thercis a fallacy, of course,
in this line of rcasoning which Weinrib has dubbed the “fallacy of
results™ and which he illustrates with the following analogy:

Assume that Jones loves playing golf and plays cighteen holes every
Sunday morning. Onc particular Sunday Jones realizes that he cannot
spare the time to play his usual gamc. Instead he goes out into his back
yard, digs a holc, and drops the ball into it eighteen times. When
questioned about his peculiar behavior, he explains, ‘Well, since it was
impossibleto play golf, I decided to mimic what happens when | actually
play goll. Golf, as you know, is a game which results in a ball being
repeatedly deposited into a hole in the ground. Of course, this is not the
whole game, which includes the process by which this result is to be
attained. But surely the result is the most significant part of the game, so
that is the element which I reproduced. After all, what I was playing was
not actual goll (that was impossible in the circamstances), but only
hypothetical golf.” It is unlikely that this explanation will persuade many
golfers to try hypothetical golf when circumstances prevent the playing of
actual golf....[And]a claim by Jones that his commitment to actual golf
led him to try hypothetical golf would be regarded as incoherent, since the
challenge which is integral to the former is completely lacking in the
latter. 3

| L

To reap the promiscd benefits of cost-benefit rule, it will be necessary to
forego democracy of the actualkind for a hypothetical varicty, a bargain
not without its costs.

The intolerance of the administrative state to participation and
debate on questions of values is traccable ditectly to the distinctive
attribute of this system of governance—its lodging of authority in
technocratic reason rather than political consent. There is no placc in
the workings of this system for majority votes and minority objections
1o interfere in, much less withhold legitimacy from, public actions
dictated by rational analysis. Cost-benefit analysis and the technocratic
system of governance it implies depend upon right reason to convince us
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of the scnsibleness of policies sclected by its use. In this respect the
achicvement of a world in which the contributions of cost-benefit
analysis to policy are optimized is the achievement of irresistibility for
the decisions and actions of government. It is a world in which we must
abandon political choice, participation, and dissent to gain efficient and
unassailable social order. '

CLASS AND COST-BENEFIT ANALYSIS

Perhaps the most embarrassing problem with being reasonablc in the
cost-benefit sense is that it can provide no escape from the world of
power and politics. The conditions necessary for the effective use of
cost-benefit analysis in matters of public policy are normative and
ideological. They favor certain conclusions about the social order over
others and certain actions in that world over others. These conditions
are neither morally modest nor trivial. They cannot be represented as
mere analytic devices to focus attention on certain relevant attributes of
social problems because they introduce systematic bias that can be
removed only by violating the requisite conditions for the use of this
technique. Indeed, the technique is imbued with values that strongly
favor the status quo.

Three analytic conditions, as noted in an earlier section, are assumed
in cost-benefit analysis: that social problems are independent and
bounded in scope; that alternative solutions for problems are commen-
surable and [inite; and that objective values exist for measuringthe cost
of problems and benefits of solutions. The independence condition
provides closure to the calculation of costs and benefits and is therefore
an essential requirement for the performance of cost-benefit analysis. If
social problems are largely interdependent, then the costs and benefits
of ceriain actions to resolve these problems cannot be assumed to
aggregate mainly in the first fcw orders of effect. It also means that what
might at first appear, in terms of direct costs and benefits, to be the
superior solution may not be so superior after indirect effects are
accounted for.

The obvious license taken in characterizing social problems as
independent and bounded in scope should be fully recognized. But its
unreality is not the primary problem. Rather, it is the implication that
elfective government requires that social problems be engaged in
“manageable” units; that a policy perspective that divides social
problems into their component parts is not only adequate but preferable
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on rational grounds. Such an understanding presumes that basic change
is always lessdesirable than a scrics of marginal oncs and that no change
is less costly than significant change, if for no other reason than that the
“sunk costs”of the status quo are always sizable. [t encourages the view
that social problems nced not be engaged from the vantage point of the
collectivity, that issucs of governance do not concern the whole of
society but only the individuals and communitics affected under a
piccemeal definition of the problem. Policy, constrained in this manner,
poses no threat to the existing order and thereby implicitly, if not
explicitly, confers approval upon its persistence.

The condition imposed by the cost-benefit framework on the nature
of solutions to social problems is equally necessary from the standpoint
of the validity of cost-bencfit analysis, yet highly normative in the
context of public policy. The condition that alternative solutions, when
such exist, be finite in number and commensurable is cssential if any
calculation is to take place. Indeed, a singular advantage of cost-benefit
analysis—the precise comparison of rival solutions—hinges on the
commensurability and finiteness of alternatives. There can be no
assurance of a supcrior alternalive without this condition.

Commensurability and finitencss among alternatives presume, how-
ever, that any conflict that may exist among them is reconcilable. Such
an assumption might be reasonable in purcly economic contexts where
individuals select among alternatives all of which are desirable to them
and for which intcractive effects upon others (cxternalitics in the
language of economics) do not exist to any significant degree. But
implanted in the world of political choice and conflict, this condition is
far from innocuous. It promotes the view that the exercise of state power
is indced largely an administrative issuc, having to do with organizing
public action in such a way that it cfficiently services nominally
contending interests. But on what grounds is onc to suppose that
political conflict is not real? Certainly such a question is not empirical
but normative. The reasons for accepting this understanding of
collective conflict must derive from certain desired attributes of
decisions bastd upon it. What might these be?

If conflicting political solutions arc ultimately commensurable, then
there is no necd to depend upon subjective individuals to discover the
right solution, with all the ineflicicncy that would involve in terms of
both time and resources. Indeed, relying on contending partics to
develop solutions (o their problems is a clearly inferior course to follow
when a commensurable calculus is available to ferret out the inevitable
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exaggerations of each side. Thus onc stands to gain efficiency and
precision by the commensurability condition. Such gains, however, can
be looked at just as easily as enormous costs. To say the least, this view
of political solutionis extraordinarily antagonistic toward the possibility
that radical changes are needed to solve social problems. Ruled out by
the commensurability condition are solutions in which the status quo
suffers losses that cannot be “nctted out” by gains elsewhere because the
conflicts involved are irreconcilable (e.g., expropriation and divestment
policies). Additionally, commensurability implies that where proposed
solutions cannot be compared, public action cannot be defended. This
suggests that from the perspective of cost-benefit analysis, the focus of
governance is not and should not be the intraclable problems of
civilization. If such a view is intended to act as a proscriptive limit on
public action, what an extraordinary limit it is. To employ this method
effectively, the most consequential problems must be forsaken for the
most manageable. If instead it is intended only as a restriction on the use
of cost-benefit analysis, the silence of this technique on the fundamental
questions of governance belies claims of its significant value in grappling
with social problems. Under either interpretation, the dilemma with
accepting this condition is that it puts a substantial premium on public
inaction, on doing nothing or at least little, and discourages significant
concern for the most difficult social problems. How else is such a
posture to be understood if not as a massive endorsement of the status
quo?

The most significant and controversial claim is that objective values
exist to measurc problems and alternative solutions. It is on the basis of
this claim, more so than any other, that the image of cosi-benefit
analysis as nonnormative is based; it is what gives cost-benefit analysis
the aura of “hard” social science.?® The most prevalent measureof value
employed in cost-benefit calculations is market price. Whether it is the
cost of equipment and salaries of personnel necessitated by a new
environmental rule imposed on an industry, or the budget savings of
government programs eliminated by a change in the rule, cost-bencfit
calculations rely heavily on market prices to measure alternative
possibilitics. But are prices objective measurcs of collective value?
Certainly only in the rare circumstance of perfect competition would
conventional price theory suggest that this would be the case. And even
there assumptions regarding income distribution equity, economic
mobility, information cost and availability, and the like would be
required to assure at least approximate equality of starting positions.

——, oy P— S
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Such assumptions cannot be madc in this world without scrious distor-
tion. Morcover, as has been pointed out, “perfect competitionis. . . a
logical catcgory: it docs not describe any real world situation nor one
that is attainable and hence cannot serve as a norm or standard to be
achieved in the world in which we live.”® When the assumptions
undcrgirding perfect competition are dropped, the meaning of prices as
measurcs of valuc is greatly complicated. In a world where all are not
cqual, those morc equal than others have a greater opportunity to
influence prices.

Such diflerential influence can have profound consequences. For
example, if one considers the problem of condemnation to clear land for
a new highway, can existing housing prices be used as objective
measures of the costs of such condemnation? The all too predictable
consequence of their use, of course, is that slums become the optimal
places for building highways. Similarly, in monopolistic and oligopol-
istic markets in which firms can pass on incrcased costs to them in the
form of higher priccs, should such prices be used to determine costs and
benefits? Many examples could be cited with the same implication:
Prices in an uncqual world cannot readily be taken to represent
nonnormative and nonidcological mcasures of collective value.

In addition, the use of prices raises the problem of the individual
versus the collective as the unit of measure. The presumptionevenin the
ideal circumstance of perfect competition is that the sum of individual
valuations constitutcs a colleclive determination of value at a specified
level of production. Yet much of this century’s contribution to economic
theory suggests that this equality is often tenuous. The theorices cf public
goods and externalitics point to vast arcas of “social” production in
which aggregate and collective value nced not besynonymous.# Indeed
to represent them as such may, according to these arguments, yield
socially inefficient as well as incquitable results. The areas in which
apgregate-collective cquality cannot be preserved, of course, coincide
almost completely with the domain of governance. If, therefore, cost-
benefit analysis is to be employed in resolving such issucs, either its use
must be curtailed to the exception where aggregale expressions of value
can be taken to stand for collective value, or this theoretical dilemma
must be ignored. If the former, cost-bencefit analysis once again retreats
toanexcusefor publicinaction; if the latter, the purported objectivity of
its measure of social value is reduced to dogma.

The other principal measures employed in cost-benefit calculations
are taken from social and actuarial distributions. These include
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demographic distributions of age, race, sex, occupation; ¢pidemio-
logical distributions of discase, symptoms, and the like; economic
distribution of goods and services production, use, and cost; and so on.
They are used by the cost-benefit analyst to develop projective
information on likelihoods of certain outcomes. One of the central
problems with their use, however, is that they incorporate patterns of
social inequality into the cost-benefit calculation. For example, if the
problem were to which of two medical research programs should public
funds be allocated to yield maximum net benefit, and one program was
concerned with a disease found prominently among whites and the other
among blacks, likelihoods would suggest that, ceteris paribus, the first
program would prove of higher net benefit because whites tend to live
longer than blacks in this country. Yet such a determination would
amount to an endorsement of an economic and social system that was an
essential factor in determining this differential. Again, numerous
examples could be offered identifying normative issues associated with
the use of supposedly objective social and actuarial distributions. In
sum, the “objective” values employed in cost-benefit analyses cannot be
represented in the context of public policy formulation as neutral and
nonnormative,

Cost-benefit analysis as a tool for evaluating issues of governance
injects considerable and significant normative content. This content
largely favors incremental change and often no change at all. Significant
social problems of inequality and injustice are undervalued or not
valued at all by this procedure. And this mode of analysis projects values
arrived at mainly by individuals without regard to their collective
conscquences as social values or fails to provide any assessment
whatsocver. Certain of these attributes can be, and have been, used with
ingenuity to ebstruct policies defending the existing order. But taken
together, they make clear that the most likely beneficiaries of cost-
benefit analyses in the long run are those most interested in preserving
the social and economic system largely as it is.4?

CONCLUSION

‘

In sum, the advocacy of cost-benefit analysis as a modec of governance
is bascd on two flawed premises: first, that the basic dilcmma of modern
governance is how to arrive at rational definitions and ultimately
solutions of complex social problems; and, second, that cost-benefit
analysis provides one important method for achieving rationalization of
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our problems and that it can furnish nonnormalive solutions to our
normative social problems. Cost-benefit analysis isnot neutral, does not
offer nonnormative solutions, and cannot rationalize social problems
without considerable violence to our understanding of these problems.
The problems of modern governance, morcover, are not mainly
administrative and in need of technical definition. They are political, as
they have always been, and require the exercise of political will and
choice. Athough such solutions will necessarily be incfficicnt, temporary,
and confused by some measures, this is a small price to pay compared
with what has so far been offered as so-called nonpolitical alternatives.
The rational utopia projected by advocates of cost-benclit analysis
ultimatcly depends upon surrender to the irresistibility of right reason.
In this respect, the use of cosi-benefit analysis lo decide matters of
governance is by no means a modest proposal that we “enjoy the
advantages of the latest intellectual techniques.™!

If we are scrious about the cvaluation of state power and its use, a far
more rigorous approach is nceded than what is dclivered by cost-benefit
tests. The truths found by this mode of analysis consist mainly of “a
discovery of the meaning of the assumption originally madc”™;* in this
instance, the mcaning of the optimality Grundnorm. Self-sealing
analysis of this kind can only confirm the validity of “the cfficient
outcome.” There is no other conclusion available: “Once a policy has
been adopted or a decision has been made which lcads to . . . an ‘optimal’
result, further inquiry into the problem is precluded. The problem has
been solved when the analysis reaches the Grundnorm.™3 To achicve an
understanding of the costs and benefits of existingand alternative social
arrangements that is not sclf-sealing, we will have to go beyond Pareto
optimality (of cither the pragmatic or pure varicty). Instead, a theory is
nceded that integrates economic, political, and ideological factorsin the
analysis of systems of social valuation; a theory, in particular, that
accounts for the institutional nature of social valuc rather than a method
that simply manipulates the artifacts of social value. As Licbhafsky
noles, “a cost-benefit study is aguantitative statement of the qualitative
judgements of the economist making the study,” and “ought to be
recognized for what it is. . . a picce of evidence presented by one side or
the other.™é Such cvidence is not a substitute for an understanding of
political economy or its operation.
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