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INTRODUCTIONINTRODUCTION 

SomeSome membersmembers ofof thethe industrialindustrial marketingmarketing 
professionprofession maymay notnot realiserealise thatthat theirtheir effortsefforts inin 
creatingcreating newnew marketsmarkets andand facilitatingfacilitating com-com­
municationmunication betweenbetween producersproducers andand consumersconsumers 
areare gristgrist toto thethe millmill ofof economiceconomic theory.theory. OneOne 
exampleexample isis thatthat observedobserved marketmarket pricesprices areare 
veryvery oftenoften takentaken asas measuresmeasures ofof socialsocial valuevalue inin 
benefit/costbenefit/cost analysesanalyses whichwhich purportpurport toto balan­
cece economiceconomic andand socialsocial benefitsbenefits againstagainst eco­eco-
nomicnomic andand socialsocial disbenefits.disbenefits. 

balan-

Furthennore benefit/costbenefit/cost analysisanalysis isis oftenoften 
usedused whenwhen aa decisiondecision isis toto bebe mademade onon thethe 

Furthermore 

internalisationinternalisation ofof socialsocial costcost withinwithin anan enter­
prise.prise. ForFor example,example, shouldshould aa manufacturermanufacturer bebe 
askedasked toto paypay forfor thethe costcost ofof pollutionpollution toto hishis 
neighbourhoodneighbourhood -- eveneven thoughthough hehe isis aa providerprovider 

enter-

NearlyNearly halfhalf aa centurycentury hashas passedpassed sincesince 
PigouPigou (1924)(1924) demonstrateddemonstrated thethe possibilitypossibility ofof 
aa divergencedivergence betweenbetween privateprivate andand socialsocial costscosts 
andand benefits.benefits. TheThe extentextent toto whichwhich socialsocial costscosts 
cancan actuallyactually pervadepervade aa competitivecompetitive marketmarket 
economyeconomy waswas firstfirst examinedexamined inin aa comprehen­
sivesive butbut much-neglectedmuch-neglected studystudy writtenwritten byby 

comprehen-

KappKapp (1950).(1950). NeverthelessNevertheless untiluntil quitequite recent­
lyly thethe onlyonly apparentapparent reactionreaction waswas anan attemptattempt 
inin thethe literatureliterature toto developdevelop thethe conceptconcept ofof 
externalityexternality asas anan adjunctadjunct toto economiceconomic theory;theory; 
eveneven today,today, thosethose applyingapplying economiceconomic analysisanalysis 
toto actualactual decision-makingdecision-making havehave shownshown littlelittle 
signsign ofof appreciatingappreciating thethe enormityenormity ofof distor-distor­

recent-

ofof neededneeded employmentemployment forfor hishis neighbours?neighbours? 
InIn thisthis articlearticle DavidDavid ConnConn outlines,outlines, inin anan 

easilyeasily digestibledigestible form,form, con-somesome ofof thethe basicbasic con­
siderationssiderations andand tenetstenets usedused inin thethe evaluationevaluation 
ofof socialsocial costscosts andand benefits.benefits. WeWe hopehope ourour 
readersreaders willwill findfind timetime toto readread hishis article,article, eveneven 
thoughthough itit maymay appearappear thatthat thethe subjectsubject isis notnot 

relevantrelevant toto “hard”"hard" industrialindustrial mar-directlydirectly mar­
keting,keting, becausebecause thethe futurefuture repercussionrepercussion ofof 

U.S.A.‘senvironmentalenvironmental laws,laws, likelike thethe U.S.A.'s NationalNational 
EnvironmentalEnvironmental PolicyPolicy ActAct (NEPA)(NEPA) ofof 1969,1969, 
onon industrialindustrial processesprocesses (including(including marketing)marketing) 
isis likelylikely toto bebe considerable.considerable. 

TheThe seriousserious professionalprofessional marketmarket analystanalyst willwill 
atat leastleast learnlearn somethingsomething ofof thethe unfamilarunfamilar 
nomenclaturenomenclature inin whichwhich thethe argumentsarguments forfor andand 
againstagainst certaincertain industrialindustrial processesprocesses areare likelylikely 
toto bebe wagedwaged inin thethe future.future. 

tiontion whichwhich couldcouZE’ possiblypossibly resultresult fromfrom thethe 
failurefailure ofof marketmarket forcesforces toto encompassencompass allall costscosts 
andand allall benefits.benefits. 

WhereWhere distortiondistortion doesdoes argu-aa occuroccur itit is,is, argu­
ably,ably, thethe rolerole ofof thethe governmentgovernment inin aa mixedmixed 

govern-economyeconomy toto correctcorrect it;it; moreovermoreover thethe govern­
assess-mentment shouldshould basebase itsits decisionsdecisions onon aa fullfull assess­

mentment ofof thethe consequencesconsequences forfor allall ofof thosethose 
devel-affected.affected. TheThe techniquetechnique whichwhich isis beingbeing devel­

opedoped forfor thisthis purposepurpose isis cost-benefitcost-benefit analysis;analysis; 
thethe intentionintention isis toto weighweigh thethe valuesvalues ofof allall thethe 
benefitsbenefits ofof anan actionaction againstagainst allall itsits costs.costs. 

InIn applyingapplying thisthis techniquetechnique thethe normalnormal 
procedureprocedure isis toto useuse observedobserved marketmarket pricesprices 
wherewhere possiblepossible asas measuresmeasures ofof socialsocial valuevalue 



and,and, _where marketsmarkets areare eithereither "grossly dis­where “grossly dis-
torted" oror non-existentnon-existent (as(as inin thethe casecase ofoftorted” 
"intangibles" suchsuch asas amenityamenity andand health),health), toto 
attemptattempt toto derivederive shadowshadow pricesprices ~- thesethese areare 
pricesprices whichwhich equalequal marginalmarginal costcost andand thusthus 
correspondcorrespond toto thosethose inin thethe “ideal”"ideal" competi-competi­
tivetive solution.solution. SuchSuch aa solutionsolution conformsconforms toto thethe 
criterioncriterion ofof ParetoPareto optimalityoptimality (meaning(meaning thatthat 
oneone personperson cannotcannot bebe mademade betterbetter offoff withoutwithout 
someonesomeone elseelse beingbeing mademade worseworse off).off). 

ThisThis essayessay reviewsreviews aa numbernumber ofof criticismscriticisms 
~- conceptualconceptual andand practicalpractical -- ofof thisthis methodmethod 
ofof evaluation.evaluation. First,First, itit isis pointedpointed outout thatthat thethe 

criterioncriterion isis nono moremore “inherently"inherently cor-

“intangibles” 

ParetoPareto cor­
rect” thanthan anyany otherother objectiveobjective function,function, andandrect" 
thatthat itsits useuse inin practicepractice hashas certaincertain far-reachingfar-reaching 
implicationsimplications withwith regardregard toto equityequity andand tht; dis­
tributiontribution ofof wealth.wealth. Second,Second, eveneven ifif thethe 
ParetoPareto criterioncriterion isis accepted,accepted, itit isis likelylikely thatthat 
marketmarket pricesprices areare seriouslyseriously distorteddistorted measuresmeasures 
ofof socialsocial valuevalue owingowing pervasivcncss 

the dis-

toto thethe pervasiveness ofof 
externalities;externalities; furthermore,furthermore, thethe overalloverall effecteffect 

ofof aa hosthost ofof "small" decisionsdecisions mademade byby individ­
ualsuals inin aa marketmarket isis likelylikely toto differdiffer fromfrom thatthat 

“small” individ-

whichwhich wouldwould bebe preferredpreferred byby thethe samesame individ­
ualsuals ifif givengiven thethe chancechance toto votevote explicitlyexplicitly onon 

individ-

thethe largerlarger result.result. Third,Third, thethe problemproblem ofof intro­
ducingducing timetime perspectiveperspective isis outlined,outlined, andand itit isis 
pointedpointed outout thatthat thethe choicechoice ofof discountdiscount raterate 
inin practicepractice remainsremains arbitrary,arbitrary, althoughalthough itit isis 

intro-

oftenoften aa criticalcritical factor.factor. Fourth,Fourth, even ifif allall thethe 
previousprevious criticismscriticisms cancan bebe disregarded,disregarded, therethere isis 

even 

thethe questionquestion ofof whetherwhether socialsocial valuevalue isis at­at-
tachedtached toto thethe provisionprovision ofof thethe means ofof con­
sumptionsumption (i.e.(i.e. toto thethe exchangeexchange process)process) ratherrather 
thanthan toto thethe processprocess ofof consumptionconsumption itself,itself, 
duringduring whichwhich needsneeds areare actuallyactually satisfied.satisfied. 

TheThe reviewreview makesmakes oneone uneasyuneasy aboutabout thethe useuse 
ofof marketmarket pricesprices forfor evaluatingevaluating socialsocial costscosts 
andand benefits,benefits, particularlyparticularly whenwhen thethe possiblepossible 
environmentalenvironmental consequencesconsequences ofof anan incompleteincomplete 
oror distorteddistorted analysisanalysis areare considered.considered. ThereThere 

rneall,s con-

wouldwould appearappear toto be aa case forfor attemptingattempting toto 
devisedevise anan entirelyentirely newnew systemsystem ofof evaluationevaluation 

bc cast‘ 

basedbased on explicitlyexplicitly defineddefined socialsocial objectives;objectives;on 

an interestinginteresting exampleexample ofof suchsuch anan approach,approach, 
adoptedadopted byby thethe UnitedUnited NationsNations InstituteInstitute forfor 
SocialSocial Development,Development, isis describeddescribed inin thethe con-con-

an 

cluding section.section.eluding 

THETHE OBJECTIVEOBJECTIVE FUNCTIONFUNCTION ANDAND CON­
SIDERATIONSSIDERATIONS OFOF EQUITYEQUITY 

CON-

AsAs MaassMaass (( 1966)1966) hashas poin ted ou t, thethe termsterms 
“benefits” “costs”"costs" areare meaningfulmeaningful onlyonly 

pointed out, 
"benefits" andand 
withwith respectrespect toto aa practicalpractical objectiveobjective function.function. 
InIn aa marketmarket economyeconomy thethe criterioncriterion isis thatthat ofof 



Pareto optimality; but it must be understood 
that this criterion is no more "inherently cor­
rect" than any other objective function. As 
McKean (1968a) puts it: "There is nothing 
illogical about my not wanting individual X to 
maximise his utility as he sees it." The attrac­
tiveness of the Pareto criterion lies in its 
seemingly widespread acceptibility and its 
apparent simplicity of application, particular­
ly if the view is taken that gainers have only 
to be ableable toto compensatecompensate thethe loserslosers inin aa 
change,change, withwith therethere beingbeing nono necessitynecessity forfor 
actualactual paymentpayment ofof compensation.compensation. 

PracticalPractical implementationimplementation ofof thethe ParetoPareto 
criterioncriterion requiresrequires separationseparation ofof thethe twintwin goalsgoals 
ofof efficiencyefficiency andand equity.equity. PrimePrime considerationconsideration 
isis invariablyinvariably givengiven toto thethe former,former, butbut therethere isis 
reallyreally nono justificationjustification forfor doingdoing this:this: ques-ques­
tionstions ofof equityequity andand distributiondistribution undoubtedlyundoubtedly 
dodo concernconcern people;people; distributionaldistributional considera­considera-

root trans-tionstions areare frequentlyfrequently not negligible;negligible; andand trans­
ferfer paymentspayments (the(the "correction"“correction” usuallyusually 

lootadvocated)advocated) areare not costlesscostless toto administer.administer. InIn 
casecase isis nono “inherently correct"correct”anyany therethere "inherently 

distributiondistribution ofof wealthwealth derivablederivable fromfrom thethe 
ParetoPareto criterioncriterion itself,itself, butbut inin employingemploying thisthis 
particularparticular objectiveobjective functionfunction oneone inin practicepractice 
implicitlyimplicitly takestakes thethe existingexisting distributiondistribution asas 
acceptable.acceptable. ThisThis isis quitequite definitelydefinitely aa valuevalue 
judgementjudgement andand mustmust bebe recognisedrecognised asas such,SUCh, 
togethertogether withwith allall itsits implications:implications: 

(a)(a) ComparingComparing eacheach poundpound toto aa moneymoney 
"vote,"“vote,” itit isis evidentevident thatthat thosethose withwith moremore 
moneymoney havehave moremore votesvotes andand thereforetherefore havehave aa 
greatergreater influenceinfluence onon thethe structurestructure ofof relativerelative 
pricesprices (unless(unless costscosts areare constant).constant). ItIt maymay bebe 
notednoted thatthat inin orderorder toto exertexert aa positivepositive effecteffect 
onon pricesprices oneone mustmust havehave notnot onlyonly thethe willing­
mm butbut alsoalso thethe abilityability (i.e.(i.e. enoughenough money)money) 

wilhzg-
ness 
toto bidbid inin thethe market.market. 

(b)(b) ManyMany peoplepeople wouldwould claimclaim thatthat moneymoney 
hashas decreasingdecreasing marginalmarginal utility,utility, i.e.i.e. aa poundpound 
meansmeans lessless toto aa richrich manman thanthan toto aa poorpoor man.man. 
IfIf willingnesswilhgrzess (though(though herehere notnot necessarilynecessarily 
ability)abilit.),) toto paypay inin monetarymonetary termstenns isis usedused toto 
measuremeasure valuevalue inin termsterms ofof utility,utility, thenthen aa richrich 
man’s valuationvaluation willwill alwaysalways bebe (relatively)(relatively)man's 

overestimated.overestimated. 
(c)(c) EconomistsEconomists taketake revealedrevealed preferencespreferences asas 

datum,datum, butbut thethe claimclaim thatthat pricesprices paidpaid inin thethe 
marketmarket cancan bebe usedused asas directdirect measuresmeasures ofof 
socialsocial valuesvalues impliesimplies thatthat thethe satisfactionsatisfaction ofof allall 
kindskinds ofof humanhuman needsneeds shouldshould bebe givengiven equalequal 
priority.priority. TheThe casecase forfor adoptingadopting thisthis valuevalue 
judgementjudgement isis weakenedweakened byby thethe nownow wide-wide­
spreadspread recognitionrecognition thatthat needsneeds areare fre-quitequite fre­
quentlyquently influencedinfluenced byby whatwhat isis alreadyalready possess­
ed:ed: indeed,indeed, existingexisting possessionspossessions maymay givegive riserise 
toto entirelyentirely newnew needs.needs. ForFor example,example, aa womanwoman 

possess-

dresseddressed inin ragsrags isis likelylikely toto expressexpress lessless "need" 
forfor aa minkmink coatcoat thanthan oneone whowho isis elegantlyelegantly 
dressed,dressed, whilewhile aa car-ownercar-owner maymay wellwell expressexpress aa 

“need” 

“need”"need" forfor autoauto accessoriesaccessories whichwhich wouldwould bebe 
ofof littlelittle useuse toto someonesomeone whowho cannotcannot affordafford 
anyany kindkind ofof vehicle.vehicle. However,However, eveneven dif-ifif aa dif­
ferentferent valuevalue judgementjudgement onon prioritiespriorities isis pre-pre­
ferred,ferred, therethere isis atat thisthis timetime weigh-nono wayway ofof weigh­
tingting needsneeds ofof "high" oror "low" order.order.“high” “low” 

OfOf thesethese implicationsimplications perhapsperhaps thethe firstfirst 
springssprings toto mindmind mostmost readily,readily, butbut itit isis vitalvital 
thatthat thethe othersothers areare alsoalso recognisedrecognised whenwhen thethe 
decisiondecision isis mademade toto acceptaccept thethe presentpresent wealthwealth 
distribution.distribution. AllAll threethree tendtend toto biasbias anan analysisanalysis 
inin favourfavour ofof thethe goodsgoods andand servicesservices preferredpreferred 
byby thethe rich.rich. SomeSome attentionattention hashas beenbeen givengiven toto 
thisthis problemproblem inin thethe literature,literature, althoughalthough inin 

cost-benefit virtu-mostmost practicalpractical cost~benefit studiesstudies itit isis virtu­
others. Wcisbrodallyally ignored.ignored. AmongAmong others, Weisbrod (1968)(1968) 

hashas proposedproposed thatthat anan analysisanalysis bebe mademade ofof 
thosethose whowho standstand toto gaingain oror loselose byby anan actionaction 
accordingaccording toto theirtheir race,race, incomeincome group,group, etc.,etc., 
andand thatthat thisthis bebe prescntcd toto thethe decision­decision-presented 
makersmakers soso thatthat theythey maymay introduceintroduce theirtheir ownown 

conclu-valuevalue judgementsjudgements inin modifyingmodifying theirtheir conclu­
MUSS ( 1966) politi-sions.sions. Maass (1966) considersconsiders thatthat thethe politi­

“trade-calcal processprocess shouldshould bebe usedused toto establishestablish "trade­
offoff ratios”ratios" betweenbetween thethe twotwo objectivesobjectives ofof 
efficiencyefficiency andand equitableequitable distribution,distribution, priorprior toto 
thethe analysis.analysis. AsAs anan alternative,alternative, somesome sortsort ofof 

examin-weightingweighting schemescheme mightmight bebe derivedderived byby examin­
inging pastpast decisionsdecisions wherewhere projectsprojects havehave beenbeen 
selectedselected onon straight-despitedespite theirtheir inferiorityinferiority straight­
forwardforward efficiencyefficiency grounds,grounds, assumingassuming thatthat thisthis 
resultedresulted solelysolely fromfrom inclusioninclusion ofof distribu-distribu­



InIn aa "cowboy" economyeconomy havinghaving unlimitedunlimited 
reservesreserves ofof rawraw materialsmaterials andand unlimitedunlimited 
capacitycapacity toto absorbabsorb pollution,pollution, itit isis perhapsperhaps notnot 

“cowboy” 

unreasonableunreasonable ifif "the successsuccess ofof thethe economyeconomy 
isis measuredmeasured byby thethe amountamount ofof thethe throughputthroughput 

“the 

fromfrom thethe 'factors ofof production,' aa partpart ofof‘factors production,’ 
which,which, atat anyany rate,rate, isis extractedextracted fromfrom thethe reser­
voirsvoirs ofof rawraw ob-

reser-
materialsmaterials andand non-economicnon-economic ob­

jects,jects, andand anotheranother partpart ofof whichwhich isis outputoutput intointo 
thethe reservoirsreservoirs ofof pollution.”pollution." TheThe earthearth doesdoes 
not,not, however,however, havehave unlimitedunlimited reservoirsreservoirs ofof 
anythinganything andand inin thethe "spaceman economy" byby 
whichwhich itit isis moremore aptlyaptly described,described, itit cancan bebe 
arguedargued thatthat throughputthroughput shouldshould bebe minimisedminimised 
ratherrather thanthan maximised.maximised. SuccessSuccess shouldshould 

“spaceman economy” 

perhapsperhaps bebe measuredmeasured byby thethe "nature, extent,extent, 
qualityquality andand complexitycomplexity ofof thethe totaltotal capitalcapital 
stock,stock, includingincluding inin thisthis thethe statestate ofof thethe humanhuman 

“nature. 

bodiesbodies andand mindsminds includedincluded inin thethe system;" forforsystem:” 
itit isis thethe capitalcapital stockstock fromfrom which, itit maymay bebewhich. 
said,said, wewe derivederive satisfactionssatisfactions (Boulding, 1966).1966). 

InIn consideringconsidering whetherwhether humanhuman welfarewelfare isis 
relatedrelated toto aa stockstock oror toto aa flow,flow, BouldingBoulding feelsfeels 
thatthat bothboth elementselements areare involved,involved, asas forfor cx-

(Boulding. 

ex­
ample,ample, eatingeating andand beingbeing well-fed.well-fed. HeHe isis 

inclinedinclined ... toto regardregard thethe stockstock conceptconcept asas funda-mostmost funda­
thatthat is. toto thinkthink ofof beingbeing well-fedwell-fed asas moremore im-mental,mental, is, im­

wcalled wrvicesportantportant thanthan eating,eating, andand toto thinkthink ofof so-called services asas 
essentiallyessentially involvinginvolving thethe restorationrestoration ofof aa depletingdepleting physicphysic 

Thu\capital.capital. Th us ... wewe gogo toto aa concertconcert inin orderorder toto restorerestore aa 
“‘justpsychicpsychic conditioncondition whichwhich mightmight bebe calledcalled "just havinghaving gonegone 

concert” established,established, tendstends toto depre­toto aa concert" which,which, onceonce dcpre-
ciatc.ciate. WhenWhen itit depreciatesdepreciates beyondbeyond aa certaincertain pointpoint wewe gogo toto 

1966).anotheranother concertconcert inin orderorder toto restorerestore itit (Boulding,(Boulding, [966). 

OnOn thethe otherother handhand therethere isis undoubtedlyundoubtedly aa 
demanddemand forfor varietyvariety ratherrather thanthan justjust aa constantconstant 
state,state, satisfactionsatisfaction beingbeing derivedderived alsoalso fromfrom thethe 
flowflow processprocess itself.itself. 

If,If, however,however, itit isis indeedindeed mainlymainly "the capitalcapital 
stockstock fromfrom whichwhich wewe derivederive satisfactions,satisfactions, andand 
notnot fromfrom thethe additionsadditions toto itit (production)(production) oror 

(consumption),” thenthen 

“the 

thethe subtractionssubtractions fromfrom itit (consumption)," 
"consumption, farfar fromfrom beingbeing aa desideratum,desideratum, 
isis aa deplorabledeplorable propertyproperty ofof thethe capitalcapital stockstock 
whichwhich necessitatesnecessitates thethe equallyequally deplorabledeplorable 
activitiesactivities production” (Boulding,(Boulding, 

“consumption, 

ofof production" 
1949/50).1949/50). WeWe shouldshould aimaim toto maintainmaintain oror in­
creasecrease ourour capitalcapital stockstock withwith asas littlelittle produc-produc­

in-

tiontion andand consumptionconsumption asas possible.possible. 

THETHE SITUATIONSITUATION REVIEWEDREVIEWED 

ItIt mustmust nownow bebe clearclear thatthat thethe casecase againstagainst 
usingusing marketmarket pricesprices forfor evaluationevaluation inin cost­
benefitbenefit analysisanalysis isis strong.strong. TheThe issueissue mostmost vitalvital 
toto consider,consider, however,however, isis thethe magnitudemagnitude ofof thethe 
divergencedivergence ofof valuesvalues basedbased onon marketmarket pricesprices 

cost& 

fromfrom thethe "best possible" socialsocial valuationsvaluations forfor 
thethe purposepurpose required.required. MostMost economistseconomists andand 
cost-bcncfitcost-benefit rccognising 

“best possible” 

practitioners,practitioners, whilewhile recognising 
thethe shortcomingsshortcomings ofof thethe marketmarket approach,approach, 
evidentlyevidently considerconsider thatthat onlyonly distor-aa minorminor distor­
tiontion willwill resultresult fromfrom usingusing it:it: theythey continuecontinue toto 
basebase theirtheir evaluationsevaluations onon observedobserved oror shadowshadow 
marketmarket pricesprices inin thethe hopehope thatthat theirtheir conclu­
sionssions ~- althoughalthough admittedlyadmittedly notnot optimal ~ 

conclu-
optimal­

willwill atat leastleast representrepresent "second best."“second best.” 
However, thethe situation herehere couldcould possiblypossibly 

bebe analogousanalogous toto thatthat inin welfarewelfare economicseconomics 
wherewhere itit hashas beenbeen shownshown thatthat thethe piece-mealpiece-meal 
applicationapplication ofof welfarewelfare criteriacriteria willwill notnot inin 
generalgeneral leadlead toto thethe bestbest sub-optimalsub-optimal solutionsolution 

However. si&ation 

(Lipsey andand Lancaster,Lancaster, 1956/57).1956/57). PerhapsPerhaps thethe 
useuse inin cost-benefitcost-benefit analysisanalysis ofof marketmarket pricesprices 
-- imperfectimperfect measuresmeasures ofof socialsocial valuesvalues asas theythey 
areare --~ couldcould leadlead toto solutionssolutions whichwhich areare veryvery 

“second best.” 

(Lipscy 

farfar fromfrom "second best." 
TheThe controversycontroversy waswas airedaired atat aa BrookingsBrookings 

conference.conference. EvenEven ifif “there areInstitutionInstitution "there arc 
enoughenough thingsthings wrongwrong withwith observedobserved pricesprices toto 
makemake one's hairhair standstand onon end," saidsaid McKean,McKean, 
(1968b), “markets enormousenormous 

one’s end.” 
( 1968b), thethe "markets provideprovide anan 
amountamount ofof informationinformation atat aa relativelyrelatively lowlow 
cost"cost” andand marketmarket “arepricesprices "are usuallyusually betterbetter 

alternatives” ~ thethe costscosts ofof derivingderivingthanthan thethe alternatives". ­
betterbetter valuesvalues wouldwould frequently outweighoutweigh thethe 
benefits.benefits. (One(One mightmight ask,ask, incidentally,incidentally, onon 
whatwhat asscsscs thesethese costscosts andand 

f;equently 

basisbasis McKeanMcKean assesses 
benefits.)benefits.) InIn reply,reply, MargolisMargolis (1968)(1968) com­
mentedmented thatthat "there“there isis littlelittle meritmerit toto marketmarket 
prices. eveneven ifif 'the‘the systemsystem ofof marketsmarkets isis aa 

com-

prices, 
information-generating device,’ ififfantasticfantastic infonnation-generating device,' 

thethe marketmarket pricesprices areare incorrect.incorrect. IfIf marketsmarkets telltell 
usus nothingnothing aboutabout externalitiesexternalities andand tootoo littlelittle 
aboutabout thethe future,future, thenthen wewe wouldwould havehave littlelittle 
confidenceconfidence inin thethe pricesprices theythey generated."generated.” 



attentionattention inin thethe literatureliterature (e.g.(e.g. Baumol,Baumol, 
1968) butbut remainsremains neverthelessnevertheless aa largelylargely1968), itit 
unresolvedunresolved andand formidableformidable problem.problem. OnOn thethe 
assumptionassumption thatthat peoplepeople dodo discountdiscount futurefuture 
values,values, twotwo possiblepossible ratesrates areare commonlycommonly 
discussed:discussed: thethe socialsocial timetime preferencepreference raterate 
(STP)(STP) whichwhich isis intendedintended toto measuremeasure directlydirectly 
thethe premiumpremium whichwhich thethe communitycommunity isis willingwilling 
toto paypay inin orderorder toto enjoyenjoy benefitsbenefits nownow ratherrather 
thanthan later;later; andand thethe socialsocial opportunityopportunity costcost 
(SOC)(SOC) whichwhich reflectsreflects thethe streamstream ofof socialsocial 
costscosts andand benefitsbenefits stemmingstemming fromfrom thethe bestbest 
alternativealternative investmentinvestment projectsprojects inin thethe privateprivate 
sector.sector. EconomicEconomic efficiencyefficiency requiresrequires equalityequality 
ofof thethe STPSTP andand SOC,SOC, implyingimplying thatthat con-con­
sumers' marginalmarginal ratesrates ofof substitutionsubstitution coin­
cidecide withwith opportunityopportunity costs;costs; butbut inin thethe realreal 
worldworld theythey cancan nevernever bebe equalequal owingowing toto thethe 
existenceexistence ofof institutionalinstitutional constraints,constraints, taxestaxes onon 
businessbusiness income,income, riskrisk premia,premia, etc.etc. ThereThere isis 

sumers’ coin-

littlelittle agreementagreement eveneven inin principleprinciple amongamong eco­
nomistsnomists asas toto whichwhich raterate shouldshould bebe usedused inin 
cost-benefit analysis,analysis, andand somesome argueargue thatthat 

eco-

cost- benefit 
bothboth areare relevantrelevant underunder differentdifferent circum-circum­
stances:stances: thethe STPSTP inin connectionconnection withwith deter­
miningmining thethe optimumoptimum totaltotal levellevel ofof investmentinvestment 
throughout economy,economy, and. thethe inin 

deter-

throughout thethe and SOCSOC 
determiningdetermining thethe distributiondistribution ofof thisthis optimumoptimum 
levellevel betweenbetween thethe privateprivate andand publicpublic sectors.sectors. 
AtAt anyany rate,rate, thethe divergencedivergence betweenbetween thethe STPSTP 
andand SOCSOC impliesimplies thethe necessitynecessity ofof somesome typetype 
ofof "second-best" solution.solution. 

WhicheverWhichever typetype ofof raterate isis agreedagreed upon,upon, 
therethere remainsremains thethe problemproblem ofof puttingputting aa figurefigure 
toto it.it. ItIt isis widelywidely recognisedrecognised that,that, owingowing toto 
thethe divergencedivergence ofof privateprivate andand socialsocial costscosts andand 
benefits,benefits, thethe SOCSOC isis unlikelyunlikely toto equal,equal, andand 
cannotcannot thereforetherefore bebe derivedderived from,from, thethe privateprivate 
opportunityopportunity costcost eveneven ifif thisthis isis known;known; 
similarly,similarly, thethe STPSTP isis unlikelyunlikely toto equalequal thethe 

“second-best” 

risk- free privateprivate raterate ofof timetime preference,preference, eveneven 
averagedaveraged overover allall individuals,individuals, becausebecause thethe 
futurefuture benefitsbenefits fromfrom aa publicpublic investmentinvestment areare 
likelylikely toto havehave collective-goodcollective-good characteristics.characteristics. 
FurthermoreFurthermore itit cancan bebe arguedargued thatthat therethere isis nono 
oneone figurefigure forfor thethe STP,STP, asas peoplepeople viewview thethe 
futurefuture differentlydifferently whenwhen consideringconsidering differentdifferent 
items:items: forfor example,example, theirtheir materialmaterial possessionspossessions 

risk-free 

andand theirtheir health.health. 
InIn practicepractice manymany economistseconomists areare preparedprepared 

toto admitadmit thatthat theirtheir choicechoice ofof discountdiscount raterate isis 
arbitraryarbitrary despitedespite thethe factfact thatthat itit maymay proveprove aa 
criticalcritical factorfactor inin thethe analysis.analysis. ProjectsProjects 
(particularly(particularly thosethose withwith aa relativelyrelatively longlong timetime 
horizon)horizon) maymay havehave aa veryvery attractiveattractive benefit­
costcost ratioratio ifif thethe raterate ofof discountdiscount isis 2%,2%, butbut 
theythey maymay bebe clearlyclearly undesirableundesirable atat aa discountdiscount 
raterate ofof 10%.10%. InIn thethe U.K.U.K. mostmost analystsanalysts areare 

benefit-

guidedguided byby thethe figurefigure ofof 1070 currentlycurrently recom­
mendedmended byby thethe TreasuryTreasury andand basedbased onon thethe 
SOCSOC concept,concept, althoughalthough amongamong others,others, 
WilliamsWilliams (1969)(1969) considersconsiders thatthat thethe raterate cannotcannot 
justifiablyjustifiably bebe derivedderived fromfrom thethe market.market. InIn hishis 
viewview thethe STPSTP isis thethe appropriateappropriate raterate forfor useuse inin 

1% recom-

cost-benefitcost-benefit analysisanalysis andand "the determinationdetermination“the 
ofof thethe community's timetime preferencepreference raterate isis aa 
mattermatter forfor thethe country'scountry’s electedelected representa­representa-

determine.” 

community’s 

tivestives toto determine." 

CONSUMPTIONCONSUMPTION ANDAND THETHE SATISFACTIONSATISFACTION 
OFOF NEEDSNEEDS 

AlreadyAlready therethere areare goodgood groundsgrounds forfor feelingfeeling 
uneasyuneasy aboutabout thethe useuse ofof marketmarket pricesprices inin 
cost-benefitcost-benefit analysis,analysis, andand yetyet thethe mostmost 
fundamentalfundamental objectionobjection isis perhapsperhaps stillstill toto 
come.come. SoSo farfar thethe notionnotion hashas beenbeen leftleft unques­
tionedtioned thatthat marketmarket pricesprices willwill reflectreflect thethe 

unques-

valuesvalues whichwhich peoplepeople plac~ onon goodsgoods andand ser­
vicesvices becausebecause theythey satisfysatisfy theirtheir needs.needs. OnOn thisthis 
assumptionassumption itit followsfollows thatthat thethe greatergreater thethe 
valuevalue ofof goodsgoods andand servicesservices exchangedexchanged (i.e.(i.e. thethe 
moremore goodsgoods andand servicesservices purchased,purchased, oror thethe 
higherhigher thethe priceprice paidpaid forfor them),them), thethe greatergreater 
thethe satisfactionsatisfaction derived;derived; thusthus economiceconomic 
growthgrowth measuredmeasured inin termsterms ofof thethe increasedincreased 
marketmarket valuevalue ofof outputoutput representsrepresents somethingsomething 
desirable.desirable. BouldingBoulding (1966)(1966) andand othersothers havehave 
pointedpointed out,out, however,however, thatthat whilewhile marketmarket 

place ser-

pricesprices referrefer toto provisionprovision ofof thethe means ofof con­
sumption,sumption, thethe actualactual satisfactionsatisfaction ofof needsneeds 
(with(with whichwhich wewe areare primarilyprimarily concerned)concerned) isis 
moremore likelylikely toto taketake placeplace duringduring consumptionconsumption 
itself,itself, oftenoften somesome considerableconsiderable timetime afterafter 
exchangeexchange andand frequentlyfrequently overover anan extendedextended 
period.period. 

mea~l.s con-



aa "cowboy" economyeconomy havinghaving unlimitedunlimited 
reservesreserves ofof rawraw materialsmaterials andand unlimitedunlimited 
capacitycapacity toto absorbabsorb pollution,pollution, itit isis perhapsperhaps notnot 

InIn “cowboy” 

unreasonableunreasonable ifif "the successsuccess ofof thethe economyeconomy 
isis measuredmeasured byby thethe amountamount ofof thethe throughputthroughput 

thethe ‘factors production,’ partpart ofof 

“the 

fromfrom 'factors ofof production,' aa 
which,which, atat anyany rate,rate, isis extractedextracted fromfrom thethe reser­
voirsvoirs ofof rawraw ob-

reser-
materialsmaterials andand non-economicnon-economic ob­

jects,jects, andand anotheranother partpart ofof whichwhich isis outputoutput intointo 
thethe reservoirsreservoirs ofof pollution." TheThe earthearth doesdoes 
not,not, however,however, havehave unlimitedunlimited reservoirsreservoirs ofof 

pollution.” 

anythinganything andand inin thethe "spaceman economy" byby 
whichwhich itit isis moremore aptlyaptly described,described, itit cancan bebe 
arguedargued thatthat throughputthroughput shouldshould bebe minimisedminimised 
ratherrather thanthan maximised.maximised. SuccessSuccess shouldshould 

“spaceman economy” 

perhapsperhaps bebe measuredmeasured byby thethe "nature, extent,extent, 
qualityquality andand complexitycomplexity ofof thethe totaltotal capitalcapital 
stock,stock, includingincluding inin thisthis thethe statestate ofof thethe humanhuman 

“nature, 

bodiesbodies andand mindsminds includedincluded inin thethe system;" forfor 
itit isis thethe capitalcapital stockstock fromfrom which,which, itit maymay bebe 
said,said, wewe derivederive satisfactionssatisfactions (Boulding,(Boulding, 1966).1966). 

InIn consideringconsidering whetherwhether humanhuman welfarewelfare isis 
relatedrelated toto aa stockstock oror toto aa flow,flow, BouldingBoulding feelsfeels 

bothboth elementselements are involved,involved, asas forfor c‘x-

system;” 

thatthat arc ex­
ample,ample, eatingeating andand beingbeing well-fed.well-fed. HeHe isis 

Inclined asas mostmost funda­funda-inclined ... toto regardregard thethe stockstock conceptconcept 
mental,mental, thatthat is,is, toto thinkthink ofof beingbeing well-fedwell-fed asas moremore irn-im­
portantportant thanthan eating,eating, andand toto thinkthink ofof so-calledso-called servicesservices asas 

involvmgessentiallyessentially involving thethe restorationrestoration ofof aa depletingdepleting physicphysic 
Thus.capital.capital. Thus ... wewe gogo toto aa concertconcert inin orderorder toto restorerestore aa 

bc “justpsychicpsychic conditioncondition whichwhich mightmight be calledcalled "just havinghaving gonegone 
concert” toto depre­toto aa concert" which,which, onceonce established,established, tendstends depre-

ciate.ciate. WhenWhen itit depreciatesdepreciates beyondbeyond aa certaincertain pointpoint wewe gogo toto 
anotheranother concertconcert inin orderorder toto restorerestore itit (Boulding,(Boulding, 1966).1966). 

OnOn thethe otherother handhand therethere isis undoubtedlyundoubtedly aa 
demanddemand forfor varietyvariety ratherrather thanthan justjust aa constantconstant 
state,state, satisfactionsatisfaction beingbeing derivedderived alsoalso fromfrom thethe 
flowflow processprocess itself.itself. 

If,If, however,however, itit isis indeedindeed mainlymainly "the capitalcapital 
stockstock fromfrom whichwhich wewe derivederive satisfactions,satisfactions, andand 
notnot fromfrom thethe additionsadditions toto itit (production)(production) oror 

“the 

thethe subtractionssubtractions fromfrom itit (consumption)," thenthen(consumption),” 
"consumption, farfar fromfrom beingbeing aa desideratum,desideratum, 
isis aa deplorabledeplorable propertyproperty ofof thethe capitalcapital stockstock 
whichwhich necessitatesnecessitates thethe equallyequally deplorabledeplorable 
activitiesactivities production” (Boulding,(Boulding, 

“consumption. 

ofof production" 
1949/50).1949/50). WeWe shouldshould aimaim toto maintainmaintain in-oror in­
creasecrease ourour capitalcapital stockstock withwith asas littlelittle produc-produc­

tiontion andand consumptionconsumption asas possible.possible. 

THETHE SITUATIONSITUATION REVIEWEDREVIEWED 

ItIt mustmust nownow bebe clearclear thatthat thethe casecase againstagainst 
usingusing marketmarket pricesprices forfor evaluationevaluation inin cost­
benefitbenefit analysisanalysis isis strong.strong. TheThe issueissue mostmost vitalvital 
toto consider,consider, however,however, isis thethe magnitudemagnitude ofof thethe 

cost& 

divergencedivergence ofof values basedbased onon marketmarket pricespricesvalues 

fromfrom thethe "best possible" socialsocial valuationsvaluations forfor 
thethe purposepurpose required.required. MostMost economistseconomists andand 
cost-benefitcost-benefit practitioners,practitioners, whilewhile recognisingrecognising 
thethe shortcomingsshortcomings ofof thethe marketmarket approach, 

“best possible” 

approach. 
considerconsider thatthat onlyonly a distor-evidentlyevidently a minorminor distor­

tiontion willwill resultresult fromfrom usingusing it;it; theythey continuecontinue toto 
basebase theirtheir evaluationsevaluations onon observedobserved oror shadowshadow 
marketmarket pricesprices inin thethe hopehope thatthat theirtheir conclu­
sionssions -~ althoughalthough admittedlyadmittedly notnot optimal ~ 

conclu-
optimal­

willwill atat leastleast representrepresent "second best."“second best.” 
However. thethe sit'uation herehere couldcould possiblypossibly 

bebe analogousanalogous toto thatthat inin welfarewelfare economieseconomies 
wherewhere itit hashas beenbeen shownshown thatthat thethe piece-mealpiece-meal 
applicationapplication ofof welfarewelfare criteriacriteria willwill notnot inin 
generalgeneral leadlead toto thethe bestbest sub-optimalsub-optimal solutionsolution 
(Lipsey(Lipsey andand Lancaster,Lancaster, 1956/57).1956/57). PerhapsPerhaps thethe 
useuse cost&benefit 

However, si&ation 

inin cost-benefit analysisanalysis ofof marketmarket pricesprices 
-- imperfectimperfect measuresmeasures ofof socialsocial valuesvalues asas theythey 
areare -~~ couldcould leadlead toto solutionssolutions whichwhich areare veryvery 

“second best.”farfar fromfrom "second best." 
TheThe controversycontroversy waswas airedaired atat aa BrookingsBrookings 

InstitutionInstitution confercncc.conference. EvenEven ifif “there"there arcarc 
enoughenough thingsthings wrongwrong withwith observedobserved pricesprices toto 
makemake one's hairhair standstand onon end," saidsaid McKean, 
(( 1968b).1968b), thethe “markets"markets provideprovide anan enonnous 

one’s end.” McKcan, 
enormous 

amountamount ofof informationinformation atat aa relativelyrelatively lowlow 
cost”cost" andand marketmarket “arepricesprices "are usuallyusually betterbetter 

alternatives” ~ thethe costscosts ofof derivingderivingthanthan thethe alternatives". ­
betterbetter valuesvalues wouldwould frequently outweighoutweigh thethe 
benefits.benefits. (One(One mightmight ask, 

f;equently 
ask. incidentally,incidentally, onon 

whatwhat assessesassesses rhcscbasisbasis McKeanMcKean these costscosts andand 
benefits.)benefits.) InIn reply,reply, MargolisMargolis (1968) com­
mentedmented thatthat “there"there isis littlelittle meritmerit toto marketmarket 
prices,prices, eveneven ifif ‘the'the systemsystem ofof marketsmarkets isis aa 

information-generating device,’ 

( 1968) com-

fantasticfantastic infonnation-generating device,' ifif 
thethe marketmarket pricesprices areare incorrect.incorrect. IfIf marketsmarkets telltell 
usus nothingnothing aboutabout externalitiesexternalities andand tootoo littlelittle 
aboutabout thethe future.future. thenthen WCwe wouldwould havehave littlelittle 
confidenceconfidence inin thethe pricesprices theythey generated."generated.” 



ENVIRONMENTALENVIRONMENTAL CONSIDERATIONSCONSIDERATIONS 

ItIt isis importantimportant toto considerconsider somesome ofof thethe con­con-
sequencessequences ofof failingfailing toto achie;eachie;e "second best." 

“spaceship” naturenature ofof thethe planetplanet andand itsits 
“second best.” 

TheThe "spaceship"
 
implicationsimplications forfor resourceresource utilisationutilisation havehave
 
alreadyalready beenbeen mentioned.mentioned. CoddingtonCoddington (1970) 
hashas usedused aa illus-

( 1970) 
simplesimple conceptualconceptual modelmodel toto illus­

tratetrate thethe interactionsinteractions whichwhich existexist betweenbetween 
firms,firms, householdshouseholds andand thethe environment,environment, andand 
toto pointpoint outout thethe shortcomingsshortcomings ofof conventionalconventional 
economiceconomic accountingaccounting whichwhich involvesinvolves onlyonly 
flowsflows betweenbetween firmsfirms andand households.households. TheThe LawLaw 
ofof ConservationConservation ofof MatterMatter (nuclear(nuclear transfor­
mationsmations apart)apart) dictatesdictates thatthat mattermatter whichwhich 
entersenters oror leavesleaves thethe economyeconomy inin thethe coursecourse ofof 
productionproduction oror consumptionconsumption cannotcannot enterenter oror 
leaveleave thethe totaltotal environment:environment: itit flowsflows intointo thethe 
economyeconomy asas naturalnatural resourcesresources andand outout asas 
wastewaste oror debris,debris, givinggiving riserise toto whatwhat wewe callcall 
pollution.pollution. ItIt maymay wellwell bebe thatthat depletiondepletion ofof 
irreplaceableirreplaceable resourcesresources andand pollutionpollution mustmust 
inevitablyinevitably continuecontinue asas thethe consequencesconsequences ofof 
man’s veryvery existenceexistence or,or, asas BouldingBoulding 

transfor-

man's 
(1949/50) expressesexpresses it,it, thatthat "civilisations arc 
maintainedmaintained onlyonly byby thethe expenditureexpenditure ofof 
( 1949/50) “civilisations are 

irreplaceableirreplaceable capital." IfIf thisthis isis thethe casecase andand ifif 
pollutionpollution (for(for example)example) cannotcannot bebe stoppedstopped 
completely,completely, thenthen itit isis absolutelyabsolutely essentialessential toto 
balancebalance veryvery carefullycarefully thethe valuevalue ofof benefitsbenefits 
from,from, say,say, materialmaterial goodsgoods againstagainst thethe (nega­(nega-
tive)tive) valuevalue ofof thethe pollutionpollution whichwhich results.results. 

capital.” 

This,This, inin effect, isis thethe purposepurpose ofof thethe "materi ­effect. “materi-
alsals balance" approachapproach adoptedadopted byby KneeseKneese etet al.al.balance” 
(1970) mentionedmentioned earlier.earlier. However,However, ifif evalua­
tiontion isis basedbased onon marketmarket pricesprices itit seemsseems moremore 
likely,likely, atat leastleast underunder presentpresent marketmarket con-

( 1970) evalua-

con­
straints,straints, thatthat thethe costscosts ofof pollutionpollution willwill bebe 
understatedunderstated ratherrather thanthan overstatedoverstated relativerelative toto 
thethe benefitsbenefits ofof materialmaterial goods,goods, sincesince thethe short­
comingscomings ofof thethe marketmarket approachapproach alreadyalready 
describeddescribed willwill bebe aggravatedaggravated byby thethe factfact thatthat 
thethe effectseffects ofof pollutionpoilu tion areare usuallyusually poorlypoorly 
defined,defined, oftenoften cumulativecumulative andand long-acting,long-acting, 
andand havehave charac-

short-

frequentlyfrequently collectivecollective goodgood charac­
teristics;teristics; thisthis makesmakes itit particularlyparticularly difficultdifficult toto 
assignassign shadowshadow prices.prices. 

UntilUntil fairlyfairly recentlyrecently itit maymay notnot havehave beenbeen 

tootoo importantimportant ifif thethe balancebalance atat anyany particularparticular 
timetime waswas distorted,distorted, forfor eveneven thethe maximummaximum 
damagedamage toto thethe ecologicalecological systemsystem resultingresulting 
fromfrom man’s actionaction waswas (with,(with, admittedly,admittedly,man's 
somesome notablenotable exceptions)exceptions) smallsmall andand oftenoften 
reversible.reversible. OptionsOptions remainedremained open.open. TheThe recentrecent 
tremendoustremendous developments technology,technology,rlevelopments inin 
coupledcoupled withwith thethe populationpopulation increase,increase, havehave 
nownow changedchanged thethe situation.situation. WeWe areare capablecapable ofof 
makingmaking wide-scalewide-scale andand frequentlyfrequently irreversibleirreversible 

changeschanges inin ourour environment,environment, effectivelyeffectively 
closingclosing optionsoptions forfor thethe future.future. InIn thethe extreme,extreme, 
ifif we areare inin effecteffect usingusing upup irreplaceableirreplaceable 
capital,capital, oneone ofof thethe optionsoptions whichwhich wewe maymay 
removeremove altogetheraltogether isis thatthat ofof survivalsurvival itself.itself. 
TheThe environmentenvironment maymay deterioratedeteriorate toto thethe pointpoint 
atat whichwhich itit willwill nono longerlonger supportsupport life.life. TheThe 
importanceimportance ofof achievingachieving aa near-correctnear-correct 

WC 

balancebalance isis thusthus apparent,apparent, andand itit cancan bebe strong­
lyly arguedargued thatthat wewe shouldshould atat leastleast ensureensure thatthat 
anyany distortiondistortion isis inin favourfavour ofof preservingpreserving thethe 
environment;environment: itit seemsseems thatthat byby basingbasing ourour 
analysisanalysis onon thethe marketmarket system,system, anyany biasbias wouldwould 
gogo thethe otherother way.way. 

strong-

ANAN ALTERNATIVEALTERNATIVE APPROACHAPPROACH 

IfIf marketmarket pricesprices areare unsatisfactory,unsatisfactory, thenthen anan 
alternativealternative meansmeans ofof evaluatingevaluating socialsocial costscosts 
andand benefitsbenefits mustmust bebe developeddeveloped inin orderorder toto 
assessassess projectsprojects inin practice.practice. OneOne approachapproach 
whichwhich wouldwould appearappear toto paypay moremore directdirect atten­
tiontion toto thethe satisfactionsatisfaction ofof needsneeds hashas beenbeen 
developeddeveloped byby DrewilOwskiDrewhowski (1966(1966 a,a,b)b) andand 
othersothers atat Insti-

atten-

thethe UnitedUnited NationsNations ResearchResearch Insti­
tutetute forfor SocialSocial DevelopmentDevelopment (1966), primarilyprimarily 

useuse thethe so-calledso-called “developing” coun­coun-
( 1966), 

forfor inin "developing" 
tries.tries. 

ConventionalConventional economiceconomic growthgrowth isis seen,seen, 
reasonably,reasonably, asas solelysolely thethe meansmeans toto anan endend ­-
namelynamely anan increaseincrease inin socialsocial welfare.welfare. "Every“Every 
actionaction thatthat isis undertakenundertaken toto achieveachieve somesome 
socialsocial and/orand/or economiceconomic resultsresults mustmust bebe judgedjudged 
byby thethe criterioncriterion ofof itsits contributioncontribution toto thethe in­
creasecrease well-being.” TwinTwin conceptsconcepts areare 

in-
ofof well-being." 

defined:defined: “thethethe LevelLevel ofof Welfare,Welfare, whichwhich isis "the 
statestate ofof well-beingwell-being ofof thethe populationpopulation existingexisting 
atat aa momentmoment ofof time" andand isis aa stockstock conceptconcepttime” 



whosewhose economiceconomic counterpartcounterpart isis wealth;wealth; andand 
thethe LevelLevel ofof Living,Living, whichwhich isis "the satisfactionsatisfaction 
ofof needsneeds obtainedobtained throughthrough goodsgoods andand servicesservices 

“the 

enjoyedenjoyed inin a unit ofof time" andand isis aa flow.con­

ceptcept whosewhose economiceconomic counterpartcounterpart isis nationalnational 
income.income. 

ProjectsProjects areare assessedassessed onon thethe basisbasis ofof 
maximisingmaximising thethe impactimpact ofof aa unitunit ofof resourcesresources 

a’unit time” &w.con-

usedused onon thethe LevelLevel or" Living which,which, itit isis pro­
posed,posed, shouldshould bebe measuredmeasured inin termsterms ofof aa 
“generally acceptableacceptable well-establishedwell-established 

of.Living pro-

"generally andand 
unitaryunitary index."index.” ThisThis index,index, asas itit currentlycurrently 
exists,exists, isis divideddivided intointo basicbasic needsneeds andand higherhigher 
needs:needs: thethe basicbasic needsneeds areare sub-dividedsub-divided intointo 
physicalphysical needsneeds -- ofof whichwhich thethe componentscomponents 
areare nutrition,nutrition, sheltershelter andand health,health, andand culturalcultural 
needsneeds -- ofof whichwhich componentscomponents areare education,education, 

com-leisureleisure withwith recreationrecreation andand security.security. TheThe com­
ponentsponents ofof basicbasic needsneeds areare in-measuredmeasured byby in­
dicatorsdicators expressedexpressed inin physicalphysical units;units; thethe 
higherhigher needs,needs, whichwhich areare sub-notnot atat presentpresent sub­
divided,divided, areare measuredmeasured byby incomeincome remainingremaining atat 
thethe disposaldisposal ofof individualsindividuals onceonce basicbasic needsneeds 
havehave beenbeen met.met. 

TheThe indicatorsindicators areare givengiven indicesindices "according 
toto aa formulaformula whichwhich providesprovides forfor aa ceilingceiling (full(full 
satisfactionsatisfaction level)level) andand aa floorfloor (survival(survival level)level) 

indicator;” toto 

“according 

forfor eacheach indicator;" thethe ceilingceiling isis relatedrelated 
thethe satisfactionsatisfaction ofof biologicalbiological needsneeds oror thethe levellevel 
achievedachieved inin advancedadvanced countriescountries (notably(notably thethe 
U.S.A.)U.S.A.) andand "generally“generally acceptedaccepted asas satis-satis­
factory.” com-factory." TheThe indicesindices areare aggregatedaggregated intointo com­

“shouldponentponent indicesindices usingusing weightsweights whichwhich "should 
‘general consensus’representrepresent thethe 'general consensus' ofof experts,experts, 

basedbased whereverwherever possiblepossible onon thethe technicaltechnical 
characteristicscharacteristics ofof thethe indicatorsindicators themselves,themselves, 
butbut sometimessometimes alsoalso onon thethe generallygenerally acceptedaccepted 

experts.”judgementsjudgements ofof thethe experts." TheseThese componentcomponent 
indicesindices areare furtherfurther aggregatedaggregated intointo anan overalloverall 
LevelLevel ofof LivingLiving IndexIndex usingusing weightsweights whichwhich 
mustmust inevitablyinevitably derivederive fromfrom valuevalue judgementsjudgements 
-- possiblypossibly reflectingreflecting prioritiespriorities establishedestablished atat 
thethe nationalnational levellevel -- “noforfor therethere isis ofof coursecourse "no 

rela-technicaltechnical relationrelation toto bebe discovereddiscovered inin thethe rela­
tivetive significance,significance, of,of, say,say, healthhealth andand educationeducation 

welfare.”forfor humanhuman welfare." 
IevelledAA numbernumber ofof criticismscriticisms cancan bebe levelled atat 

thisthis technique.technique. Firstly,Firstly, owingowing toto thethe diver-diver­

gencegence betweenbetween economiceconomic andand socialsocial welfare,welfare, 
oneone mightmight disputedispute thethe assumptionassumption thatthat thethe 
so-calledso-called "advanced countries" havehave thethe 
highesthighest levellevel ofof socialsocial welfarewelfare andand thatthat theythey 
shouldshould representrepresent “targets”"targets" forfor developingdeveloping 
countries.countries. Secondly,Secondly, oneone mightmight questionquestion thethe 
relevancerelevance andand potentialpotential ofof aa methodmethod whichwhich 
doesdoes dif-

“advanced countries” 

notnot atat presentpresent distinguishdistinguish betweenbetween dif­
ferentferent "higher needs," forfor itit isis thesethese whichwhich 
maymay wellwell proveprove thethe mostmost difficultdifficult toto assess.assess. 

“higher needs,” 

Thirdly,Thirdly, oneone mightmight objectobject toto thethe overtlyovertly sub­
jectivejective naturenature ofof muchmuch ofof thethe assessmentassessment andand 

sub-

toto thethe importantimportant rolerole ofof so-calledso-called "experts;" 
asas waswas pointedpointed outout earlier,earlier, thethe marketmarket processprocess 
isis farfar fromfrom value-freevalue-free (value(value judgementsjudgements areare 
inin factfact beingbeing mademade allall inin thethe time),time), andand itit 
mightmight bebe claimedclaimed asas anan advantageadvantage thatthat thesethese 
judgementsjudgements areare leastleast mademade explicitexplicit inin thisthis 
approach.approach. Indeed,Indeed, ifif oneone isis concernedconcerned atat thethe 

“experts;” 

individual's possiblepossible lossloss ofof influence,influence, therethere isis 
nono ,his notnot stillstill bebe 
individual’s 

reasonreason whywhy his viewsviews shouldshould 
givengiven weight,weight, perhapsperhaps byby usingusing anan acceptableacceptable 
politicalpolitical processprocess bothboth toto establishestablish thethe needsneeds 
andand prioritiespriorities andand toto guideguide thethe valuevalue judge­judge-

ments.ments. TheThe notionnotion ofof consumerconsumer sovereigntysovereignty 
inin aa modernmodern industrialindustrial statestate hashas inin anyany casecase 
beenbeen seriouslyseriously questionedquestioned (e.g.(e.g. Galbraith,Galbraith, 
1967),1967), soso thatthat therethere wouldwould seemseem toto bebe nono aa 

prioripriori reasonreason whywhy thethe individual’sindividual's effectiveeffective 
powerpower inin guidingguiding resourceresource allocationallocation shouldshould 
necessarilynecessarily bebe diminished.diminished. 

ItIt isis notnot claimedclaimed thatthat thethe UNRISDUNRISD 
cost-approachapproach willwill solvesolve allall thethe problemsproblems ofof cost­

benefitbenefit analysis;analysis; itsits mainmain purposepurpose isis toto enableenable 
differ-comparisoncomparison ofof thethe socialsocial benefitsbenefits fromfrom differ­

entent projects.projects. ResourceResource costs,costs, however,however, areare stillstill 
toto bebe evaluatedevaluated inin termsterms ofof marketmarket pricesprices 
-- despitedespite theirtheir shortcomingsshortcomings -- onon thethe basisbasis 
thatthat thesethese provideprovide somesome measuremeasure atat leastleast ofof 
thethe scalescale ofof allocationallocation ofof resourcesresources toto thethe 
satisfactionsatisfaction ofof variousvarious needs.needs. Ultimately,Ultimately, 
perhaps,perhaps, oneone cancan envisageenvisage thethe measurementmeasurement ofof 
costscosts inin “negative benefits” sub-termsterms ofof "negative benefits" oror sub­
tractionstractions fromfrom thethe LevelLevel ofof LivingLiving Index.Index. 

Boulding’sFromFrom Boulding's commentscomments quotedquoted earlierearlier itit 
might,might, incidentally,incidentally, appearappear moremore appropriateappropriate 
toto basebase thethe IndexIndex onon thethe stockstock ratherrather thanthan thethe 
flowflow concept,concept, andand itit isis ofof interestinterest toto notenote thatthat 



aa LevelLevel ofof WelfareWelfare IndexIndex hashas nownow beenbeen 
proposedproposed (U.N.(U.N. ResearchResearch InstituteInstitute forfor SocialSocial 
Development,Development, 1969).1969). 

CONCLUSIONCONCLUSION 

ToTo sumsum up:up: sincesince aa trulytruly optimumoptimum solutionsolution 
toto thethe problemproblem ofof evaluationevaluation forfor cost-benefitcost-benefit 
analysisanalysis cannotcannot bebe attained,attained, thethe keykey issueissue lieslies 
inin choosingchoosing thethe approachapproach whichwhich willwill givegive thethe 
nextnext bestbest solution.solution. TheThe probabilityprobability ofof aa cata­
strophicstrophic outcomeoutcome suchsuch asas totaltotal environmentalenvironmental 

cata-

destructiondestruction maymay bebe veryvery low,low, butbut thethe poten­
tialtial damagedamage isis soso greatgreat asas toto bebe incapableincapable ofof 
meaningfulmeaningful evaluationevaluation usingusing normalnormal analyticalanalytical 

poten-

techniques.techniques. OnOn thethe basisbasis ofof existingexisting know­
ledgeledge itit isis admittedlyadmittedly impossibleimpossible toto saysay howhow 
greatgreat short-

know-

aa distortiondistortion willwill resultresult fromfrom thethe short­
comingscomings ofof thethe marketmarket approach,approach, butbut therethere isis 
reasonreason toto fearfear thatthat thethe biasbias willwill bebe inin thethe 
“wrong"wrong direction” andand wewe simplysimplydirection" arguablyarguably 
cannot afford toto taketake thethe riskrisk thatthat thisthis signi­
fies.fies. InIn lookinglooking forfor anan alternativealternative methodmethod ofof 
evaluationevaluation whichwhich errserrs ratherrather onon thethe sideside ofof 
preservation,preservation, therethere isis conceptuallyconceptually muchmuch toto bebe 
saidsaid forfor anan approachapproach whichwhich seeksseeks fromfrom thethe 
outsetoutset toto examineexamine directlydirectly thethe satisfactionsatisfaction ofof 
needs.needs. 

canmt uf@d signi-

L'Evaluation desdes Couts etet Benefices SociauxSociauxL’Evaluation CoQts Bbnkfices 

CertainsCertains membresmembres dede lala professionprofession Market­
inging IndustrielIndustriel nene realisentrealisent paspas toujourstoujours aa quelquel 
pointpoint leursleurs effortsefforts enen vuevue dede creercreer dede nou-

Market-

nou­
veauxveaux communica-marchesmarches etet dede faciliterfaciliter lesles communica­
tionstions entreentre lesles producteursproducteurs etet lesles consomma­
teursteurs sontsont essentielsessentiels pourpour lala theorietheorie eco-

consomma-
eco­

nomique.nomique. CitonsCitons pourpour exempleexemple Iele faitfait queque lesles 
t&s utilisdsprixprix dudu marchemarche sontsont tres souventsouvent utilises 

commecomme moyenmoyen dede mesuremesure dede lala valeurvaleur socialesociale 
dansdans lesles analysesanalyses dede benefices/touts quiquibenefices/couts 
tendenttendent a equilibrer lesles beneficesbenefices eco­a Cquilibrer Cco-
nomiquesnomiques etet sociauxsociaux etet lesles couts economiqueseconomiques 
etet sociaux.sociaux. 

cotits 

DeDe plusplus onon utiliseutilise souventsouvent l'analyse desdesl’analyse 
.couts etet beneficesbenefices pourpour prendreprendre uneune decisiondecisioncouts 

sursur l'internationalisation desdes coutscouts sociauxsociaux 
dansdans uneune entreprise.entreprise. Ainsi,Ainsi, unun fabricantfabricant doit-ildoit-il 
verserverser aalala regionregion leIe coutcout dede lala pollutionpollution alorsalors 
qu’il lesles emploisemplois necessairesnecessaires aa cettecette 

l’internationalisation 

qu'il fournitfournit 
meme region?region? 

DavidDavid ConnConn metmet enen reliefrelief dansdans leIe presentpresent 
facon Claire con-

m&me 

articlearticle dede fayon claire quelquesquelques unesunes desdes con­
siderationssiderations etet desdes principesprincipes fondamentauxfondamentaux 
utilisesutilises pourpour l'evaluation desdes couts etet bene­
ficesfices sociaux.sociaux. NousNous esperonsesperons queque nosnos lecteurslecteurs 
trouveronttrouveront leIe tempstemps dede lirelire cetcet articlearticle bienbien queque 
le Cloigne 

l’evaluation cotits bene-

Ie sujetsujet puissepuisse leurleur paraitreparaitre unun peupeu eloigne dudu 
marketingmarketing industriel.industriel. NousNous l'esperons d'autant 
plusplus queque lesles loislois sursur l’environnement 

l’esperons d’autant 
l'environnement (aux(aux 

Etats-Unis,Etats-Unis, leIe NationalNational EnvironmentalEnvironmental PolicyPolicy 
reper-ActAct dede 1969)1969) amenerontameneront surementsurement desdes reper­

cussionscussions considerablesconsiderables sursur lesles procedesprocedes in­
dustriels,dustriels, leIe marketingmarketing yy compris.compris. 

a l’analyste 

in-

GraceGrace a cetcet article,article, l'analyste dede marchemarche sese 
familiariserafamiliarisera avecavec uneune nomenclaturenomenclature quiqui luilui estest 
parfoisparfois etrangere etet quiqui serasera pourtantpourtant utiliseeutilisee aCtrangere a 
l'avenir pourpour discuterdiscuter desdes avantagesavantages etet incon­
venientsvenients dede certainscertains procedesprocedes industriels.industriels. 
l’avenir incon-

ZurZur BestimmungBestimmung sozialensozialen SchadensSchadens undund 
NutzensNutzens 

EinigeEinige AngehorigeAngehorige desdes Industriemarketing­
BereichesBereiches mogenmogen nichtnicht erkennen,erkennen, dat3 

Industriemarketing-
daB ihreihre 

Bemtihungen,Bemtihungen, neueneue MarkteMarkte zuzu schaffenschaffen undund 
diedie KommunikationKommunikation zwischenzwischen ProduzentenProduzenten 
undund KonsumentenKonsumenten zuzu erleichtern,erleichtern, WasserWasser aufauf 
diedie MtihleMtihle derder okonomischenokonomischen TheorieTheorie bringt.bringt. 
EinEin BeispielBeispiel dafUr birgtbirgt diedie Tatsache,Tatsache, daB oftoft 
beobachtetebeobachtete MarktpreiseMarktpreise alsals MaBstabMaBstab sozialensozialen __ 

aur Schaden-/Nutzen-Analy-

dafiir da0 

WertesWertes inin BezugBezug aut Schaden-/Nutzen-Analy­
sensen betrachtetbetrachtet werden,werden, diedie okonomische undundbkonomische 
sozialesoziale VorteileVorteile undund okonomische undund sozialesoziale 
NachteileNachteile imim GleichgewichtGleichgewicht haltenhalten sollen.sollen. 

FernerFerner wirdwird diedie Schaden-/Nutzen-AnalyseSchaden-/Nutzen-Analyse 
oftmalsoftmals praktiziert,praktiziert, wennwenn eineeine EntscheidungEntscheidung 
tiber diedieiiber Nach-

ijkonomische 

InternationalisierungInternationalisierung sozialersozialer Nach­
teilsteils innerhalbinnerhalb eineseines UnternehmensUnternehmens getroffen,getroffen ( 

werdenwerden muB z.B.z.B. inin demdem Fall,Fall, obob einein Fabri­muI3 Fabri-
kantkant aufgefordertaufgefordert werdenwerden sollte,sollte, fUr diedie Um­
weltverschmutzungweltverschmutzung zuzu bezahlen,bezahlen, obwohlobwohl erer 

fiir Um-



fUr diedie notwendigenotwendige ArbeitArbeit selner NachbarnNachbarn 
sorgt.sorgt. 

InIn dieserdieser AbhandlungAbhandlung hebthebt DavidDavid ConnConn inin 

fiir 	 seiner 

leichtleicht verstiindlicher FormForm UberlegungenUberlegungen undundverst5ndlicher 
Grundsatze hervor,hervor, diedie fUr diedie BestimmungBestimmung 

sozialensozialen SchadensSchadens undund NutzensNutzens grundlegendgrundlegend 
sind.sind. WirWir hoffen,hoffen, daBda8 unsereunsere LeserLeser ZeitZeit 

lescn, 

Griindsatze 	 fiir 

finden,finden, diesediese AbhandlungAbhandlung zuzu lesen, obgleichobgleich eses 

denden AnscheinAnschein habenhaben mag,mag, daB derder Betrach­
tungsgegenstandtungsgegenstand nichtnicht direktdirekt fUrftir dasdas eigent­eigent-
lichlichtete lndustriemarketingIndustriemarketing relevantrelevant ist.ist. Den­

dafi Betrach-

Dcn-
dtirftenochnoch durfte derder WiderhallWiderhall derder Umweltgesetze,Umweltgesetze, 

wiewie dasdas NationaleNationale UmweltsgesetzUmweltsgesetz (NEPA)(NEPA) derder 
VereinigtenVereinigten StaatenStaaten ausaus demdem JahreJahre 1969,1969, inin 
BezugBezug aufauf industrielleindustrielle Verfahrcn einschlieBeinschliefiVerfahren 
lichlich MarketingMarketing betrachtlich sein.sein.betrtichtlich 

DerDer MarktanalytikerMarktanalytiker erfiihrt inin dieserdieser Ab­erfihrt Ab-
handlunghandlung einigeseiniges uber diedie unvertrauteunvertraute Nomen­iiber 	 Nomen-
klatur,klatur, aufauf welcherwelcher ArgumentArgument fUr undund widerwider 

gewissegewisse IndustrieverfahrenIndustrieverfahren inin derder ZukunftZukunft 
ftir 

basierenbasieren durften.diirften. 
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