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14. Cost-Benefit Analysis

Much of this book has been concerned with the process thruu;,h which policies
are adopted and with the characteristics of policies adopted in the United States.
This chapter extends thase interests by discussing one principal method of pol-
icy analysis used when making policy choices: cost-benefit analysis. Because
governments operate with limited resources and limited ability 10 predict the
- future, they must employ some techniques to help them decide how to employ
thuse scarce resources, Cost-benefit analysis is the most commonly employed
technigque —other than the informal techniques arising from intuition and expe-
rience. The fundamental principle of cost-benefit analysis is that the project|
should produce a benefit for socicty greater than the cost of the project.! Sec-’
ond, when several projects promise to yield pasitive net benefits and all cannot
be undertaken because of limited resources, then the project that creates the
greatest net benefit to the society should be undertaken. This technique is per-

haps most applicable 1o capital projects, but it can also be applied to other

kinds of public programs. f
There is obviously a decided utilitarian bias underlying cost-henefit anal-.

ysis.2 The costs and benefits of 1 project are all collapsed onto the single mea-

suring rod of money, and those that create the greatest net benefit.are deemed

superior. This implies that the dominant value in society is economic wealth!

and, further, that more is always better. This is presumed to be true even if
rather perverse distributional consequences arise from the program, | discuss
the philosophical and practical issues that arise with cost-beneit analysis later
in the chapter. These implications may be sufliciently troubling, especially in
a demacratic political system, to argue for alternative means of evaluating poli-
cies. But cost-benefit analysis docs have the advantage of reducing all the costs
and henefits of public programs to that single dimension, whereas other furm-.
of analysis may produce apparent confusion by lacking such a dmu‘mmn

Principles of Cost-Benefit Analysis .
In the world of cost-bencfit analysis more is always better. Although it ducs
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PARY FOUR: 1OIICY ANAL YIS
have serious intellectual foundations, which we explore in 2 moment, the meth-
od is in many ways no more than a systematic framework within which to cal-
“lect data concerning the merits and demerits of a public program. And it is
not a new idea; The Army Corps of Engineers used the technique as early as
1900 ty evaluate the merits of propuscd improvements w rivers and harbors,
The basic idea is 1 coumerate the positive features of a program and anach

amonetary vatue to them, and at the same time to enumerae the negative fea-

tures and artach a monctary value to them, The net balance of costs and bene-

" fits will then determine if a program is economically feasible, although many
uthcr questions may still remain,

i One principal idea underlying cost-benefit analysis comes from the radi-

" tion in welfare'cconomics that has sought ro develop an acceptable social wel-

fare function, or a socially desirable means of making decisions.” One of the

first criteria of this sort wils the Pareto principle, which argued thar a policy

‘mave was optimal if no nuwc away from it could be made ro benehir someone

" without hurting someone c]sc 4 Seared another way, a Parcto optimal move is
B

“one that benefits someone without hurting anyone, Clearly, in the real world
of political decision making, moves of this kind are rare indeed, and politics
s frcquéntly about who gets what at the expense of whom. A substinne crite-
" rion was advanced by Kaldor and Hicks. They argued that a policy change
wad socially justified if the winners gained a sufficient amount 1o compensate

. the lobers and still had something left for themselves.$ This does not imply

that those winners necessarily will compensate the losers, or that they could

- even identify them, but the idea is that the society as 2 whole is berrer off be-

cause of the'overall increase'in benchits. This obviously, then, is a justification
of thé reliance of cost-henefit analysis on any benefits and on the production
of the greatest net benefit pussilslc '
A second fundamental idea underlying cost-benehit analysis is that of the
~ consumer’s surplus. Stated simply, this is the amount of money a consumer
“would be willing to pay for i given product, minus the amount be or she must
.ulu.llly pay. Consumers tend to value the Arst unit of product or service they
receive more highly than the second, and the second more than the third; the
first quart of mitk where there has been none is more valoable than the second.

" But these units are' nov priced marginally; they are sold ar an average price.

‘This-mhns that the utility of increased production will give consumers asurplus
value from the production. Thus, any investment that reduces the cost of the
" product or service produces a benefic in savings that increases the consumer
- surplus. The investmenit by goveroment in a new superhighway that redoces

the cost to consumers of driving-the same number of miles—in tinie, o pasoline,

and in’ porential loss of life and property—creares a comumer surplus. Avid

‘yalt
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 as the time, gasoline, and lives saved by the new highway may be used for other

increased production, the actual savings represent a minimum definition of the
improvement 1o society resulting from the construction of the new highway.

Also important in understanding cost-benefic analysis is the idea of oppor-
tunity costs: Any resource used in one project cannot be used in another. For
example, the concrete and labor used to build the superhighway cannot be
used to build a new dam. Consequently, all projects must be evaluated against
other possible projects to determine the most APPIUPTIALE Wiy [0 USE FESources.
Again, the basic idea of getting the most “bang for the buck” is important in
understanding cost-benefit analysis.

Finally, in evaluating costs and benefits, we must be concerned with the
role of time, . The costs and benefits of most projects do not oceur at a single
time, but accrue over a number of years, If our superhighway is built, it will
be serviceable for fifty years and will be financed over twenty years through
guvernment bonds. Policymakers must be certain that the long-term costs and
benefits as well as the short-term consequences are positive. This, of course,
requires some estimation of the shape of the future. We may estimare that our
new superhighway will be useful for fifty years, but oil shortages may so reduce
driving during that period that the real benefits will be much less than anticipat-
ed. Or, conversely, the value of gasoline may increase so much that the savings.
produced are more valuable than assumed at present. These kinds of assump-
tions must be built into the:mode! of valuaton for it tojaid a decision maker.

In part because of the uncertainty of future costs and benefits, and in part
because of the general principle that people prefer a dollar taday to a dollar
next year, the costs and benefits of projects must be converted 1o present values
before useful cost and benefir caleulations can be made, That is, the benefits
that accrue w the society in ihe future have their value discounted and are con-
sequently worth less than benefits produced in the first year of the projecr. Like-
wise, costs that oceur in future years are lower than costs that occur in the
first few years. Thus, cost-benefit analysis would appear 1o favor projects that
have a quick payoff rather than greater long-term benefirs; but perhaps higher
maintenance and operation costs. While there may be a good logical justifica-
tion for these biases in the method, they do certainly influence the kinds of
program that will be seleeted and that will have definite social implications,
pot least of all for future generations,

Doing Caost-Benefic Analysis _
To better understand the application of cost-benetit analysis we now work
through the steps required o justify the construction of i new dam on the No-
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where River, This project is being proposed by the Army Corps of Engineers,
and we have to determine whether or not the project should be undertaken,
We first have to decide if the project is feasible and acceptable and then if it
is preferable to other projects that could he funded with the sime resources.

Determining Costs and Benefits
One of the most important things to consider when performing a cost-beneliv
analysis, especially of a public project, is that all costs and benchits’should be
cnumerated. Thus, unlike projects that might be undertaken in the private sec-
tor, public projects require an explicit statement of the social or external costs
“and benefits. In the public sector, projects whose strictly economic potential

may outweigh their costs may not be adopted because of the pussibility of pol-
lution or the loss of external benefits such as natural beauty. In fact, one of
the principal logical justifications for the public sector is that it should take
into account these external factors and attempt to correct them in ways not
possible in the private sector.” :

Thus, for our dam project, we can thmk of two Iu.rs of attributes {see table
14.1). On one side are the costs of the project, the main one being, the cconomic
cost of constructing the dam, which should reflect the market valuation of the
opportunity costs of using the same resources for other purposes. Also, the
dam will impose an economic cust by flooding the houses and farmland of
present inhabitants of the area. But there arc also social, or human, costs in-
volved here, as these farms have been in the same families for generations, and
the farmers have resisted the project from the beginning. Finally, there are fur-
ther social costs in that the proposed dam will impound a river that currently.
has some recreational value for canoeists and is cssc.ntinlly an unspoiled natural
area.

TABLE 14.1
COSTS AND BENEFITS OF DAM PROJECT

Costs | Benehits

Construction costs Hydroelectric power

Flooded land Flood control

Relocation of familics Frrigation

Loss of recreation New recreational oppurtunities -

On the other side of the ledger are the benefits of the program. First, the
dam will provide hydroelectric power for the region. In so doing it will provide

a source of power thar does not consume scarce fossil fuels and does not create -

the pollution that would result from producing the same amount of electricity
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with fossil fuels. Also, the dam would help control the raging Nowhere River,

which every spring overflows its banks and fluods a number of cowns and cities
downstream from the proposed dam. Also, the |mpuum|ed water behind the
dam will prnvulc irrigation water for the remaining farmers, coabling them
tor grow more crops, Finally, although canoeists will lose some recreational ben-
etits as a result of the building of the dam, those who enjoy boating and water-
skiing will beriefit from the large lake behind the dam. Thus, although this
dam does impose a number of costs on the society, it also provides a number
of benehits in return, and we must now begin o attach some Fgures to these
costs and benefits in order to be able to make a decision as to the feasibility
and desirability of the project. : ’ o
Assigning Value )

Assigning a real monctary value to all the costs and benefits of this mythical

project would be difficult, For some costs and benefies the market directly pro-

vides a value, For example, we kinow or cin estimate the costs of building the
dam and the vialue of the hydroclectric power it will produce. Although such
costs are generally measurable through the market, the market may not fully
measure the costs and benefits, For example, if our danyis o be built in a re-
mote aren with little more than subsistence agriculture, bringing in « large bum-
ber of highly skilled and highly paid workers may distort prices and i increase
the costs of building the dam. Likewise, not only is the hydroclectric pnwcr
salalle but it may produce substantial secondary benefits (or perhaps cn!-;ts)
by stimulating industrialization in this raral and remote arca. The experience
ol the Tennessee Valley Authority and its impact on the Tenoessee Valley as
a result of the development of cheap electric power illustrates this point rather
nicely. We cannot fully predict these secondary benelits, nor can we rely on
them to make the project feasible, but they do frquently occur. '
Some other costs and benefits of the project. although not dircetly measur-
ahle through the market, can be estimated in other ways. For example, we have
to estimate the dam’s recreational value to the people who will use the lake

to water ski and its cost to those who will ne longer be able to use the river'

for canoeing. We can do this by estimating the people’s willingness to pay for
their recreation.® Just how much time and moncy are they willing to invest 10
cnjoy their recreation? This will provide some measure of the economic \r.llue
of the lake, or the free-Aowing stream, to the population,

This means of valuation returns to the idea of the consumer’s suplus. The
first unit of a particular commaodity is valued more highly than any s‘uhquucnt
units, so that as production is increased each wnit is margin: iy less valuable
to the consumer. In our dam example, if there have alredy been n number

10
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PART FOUR: POLICY ANALYSIS

of impoundments in the area, as there have been in the Tennessee Valley, then
i, a new lake would have less value 1o consumers, and they would be less willing
- tu pay than if this were the ﬁrst lake in an area with a large number of free-
flowing streams. Likewise, one more hydroelectric power stiation in an area that

 already has cheap clectrical power is less valuable than it would be in ah eco-

‘nomically backward area, and consequently citizens would be less wnllm;, to
pay for that new power plant.

‘ l‘mally, on some aspects; of the project, the market provides little or no

. guidance about valuation. For the farmers who are displaced by the project,

“we can'place an economic cost on their land, their houses, and their moving

. costs. Hlowever, we cannot seadily assign an economic value to those houses

that are the ancestral homes of certain Gamilies and that are therefore more

_.valuable than ordinary houses. Likewise, there is some value in not disturbing

{

@ natural SCILINg, snnply because it is natural, and this is a difficult thing to .

"which to assign an economic value. As a result, at rimes absolute prohibirions
.m-|bu:1t into legislation to prevent certain actions, so planners cannot depend

‘entirely on net benehit ratios, The Environmental Protection Agency’s guideline
for preserving the habitats of cnd.m;.,crc.d species, which resulted in the now |

‘fiotorious case of the snail darter in the Little Tennessee River, is an obvious
- example of the application of regulations to prevent some actions rcb.nrdlcss

' of the relative costs and benlefits.

It is fortunate that cthe dam we are building does not require any direer -

© decisions about loss of life or injury to human beings. For projects that do—
for example, building the superhighway as a means of saving lives —we come
" to perhips the most difficult problem of valuation: estimating the value of a
" human life.?- Although it is ¢onvenient to say that life is priceless, in practice
dtusmns are made that dmy some pcnplc their lives when that loss of life is
prcvcm.ahlc. If this is the case, then some subjective, if not objective, evalua-
" tion is being made of the worth of lives. One standard method of making such
a judgment involves’ discounted furure earnings. In this method the life of the
mdwndual is worth whltever the individual could have earned in the course
of his or her working life, discounted o present value. Therefore, a highly paid
corporate exccutive’s life is worth more than thar of o housewite or a college

~ professor. This mechanism for evaluating lives clearly conforms to the basic

market valuation, although it can be clearly disputed on humane grounds, An-
other means of assessing the viatue of lives in performing a cost-benehit anal-

I ysis uses the size of the awards to plaintiffs in legal cuses of negligence or mal-

practice that resulted in toss of kife. This constitutes snother version of the
markdt, albeit one in which considerations of human sulfering and “loss o

companionship™ have a greater (some would say too pren} inpact on values,
I

Cost-Benefit Analysis
¥

Another means of assessing the value of a human life is somewhat similar
to the “willingness to pay” criterion. Presumably mdmduals would be willing
to pay almost anything to preserve their own lives and thc lives of their loved
ones. However, individuals engage in risky behavior and mky accupations all
the time, and when they do so, they make a subjective statement about the

value of their life)® Because we know how much more likely it is for a coal
miner o be killed at work than it is for a construction worker— either in the
mines or as a result of black lung—we can estimate from any differences in

wages how much the individual would appear o value hu. life. This method
does, of course, imply a certain level of knowledge that, |rnd|v1du¢1ls may not
have, and it assiemes that the collective barg.umn[., Process, lhruu;.h which wages
of coal miners are determined, accurately reflects both individual preferences
and the market values of lives. It does, however, uffer .muther feasible means
of estimating the value of life, one that uses the .messmem ‘of individuals them-
selves rather than that of the market or the courts.
Discounting |
We now return to the problem of time, The costs and bc:ncﬁts of a project do
not all magically appear the year the project s unmplete,d but typically are
spread over a number of years. Table 14.2 shows the stream of benefits coming
from the dami on the Nowhere River over a twenty-year period. This is the pro-
jected feasible lifetime of the project, as the Nowhere. chr carries a great deal
of silt and the Jake behind the dam is expected to fill with silt after that period.
How do we assess these benefits and come up with a single number that we
can compare with costs to determine the economic feasibility of the project?

TABLE 14.2
HYDOTHETICAL COSTS AND BENEFITS OF DAM PROJECT FOR TWENTY YEARS
' (8 millions)

Year
I 2 3 45 67 8 91011 121314151617 181920
Costs $ 87 201 110 bttt
Benetity 0003 455585 S S5 555844432

o cnlculntelsuch a figure, we must computt the present value of the future.
benclits. We have already decided on the time span of, the project; the only
sk that remains is to determine the discount rate that should be applied
i public invesunent, And, as with the vialuarion of costs and benclits, disagree-
ments may arise about what that rate should be.'! One method is o use the
apportunity costs of the use of these funds. Presumably any money used in
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a project in the public sector will be extracted from the private sector by some
means such as taxation or borrowing, and consequently the rate of return these
resources could carn if they were invested in private-sector projects is the ap-
propriate rate of discount for public-sector prajects. This is not always a prac-
tical solution, however, as rates of return differ for different kinds of invest-
ments, and investors apparently choose to put some money into each kind of

Cinvestment. Is building a dam more like building a stéel mill ur more like in-
vesting in a savings account? And which of the many possible rates of return
should be sclected? _

Several other issues arise with respect to the selection of a discount rate.
First, in discussing projects for which most benefits are to accrue in the future,
‘there is an element of uncertainty. In our example we have assumed that the
probable life span of the dam will be twenty years, but in reality the lake may
fill up with silt in fifteen years. Consequently, it may be more prudent to select
a discount rate higher than that in the market because we cannot be sure of
the real occurrence or real value of the benefits, And hecause rhese benefits
are expected to be further away in time, they are less certain; therefore, even
higher rates of discount should be applied. Also, with inflation and the uncer-
tainties about the increase of vil supplics, we may need to be more conserva-
tive about discount rates.

Second, some argue that there should be a “social rate of discount™ lower
than that set by the market!2 Such an arbitrarily set discount rate would be
justified on the basis of the need for greater public investment and the need
1o provide a capital infrastructure for futdre generations. Further, as the size
of the public sector is to some degree determined by the rate of discount, that
rate should be set not by the market but by more conscious political choices
concerning the level of public activity. But the economic argument is that in
the long term the society will be better off if resources are :illocated on the

basis of their opportunity costs, If a public project is deemed unfeasible be- -

cause of the selection of a market-determined discount rate, then the resources
that would have been used in that project will produce greater social benefit

in a project that is feasible under that rate of discount, regardless of whether

the project is public or private,

Finally, a question arises about intergenerational equity. What do we awe
our posterity or, put the other way around, what has posterity ever done for
us? If the discount rate is set lower than that determined by the market, then
we will tend to undertake projects that have an extended time value and will
benefit future generations. But we will also deprive our generation of oppor-
tunities for consumption by using those resources as investment capital. This
is as much a philosophical as a practical issue, but it is important for our un-
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derstanding of alternative consequences arising from alternative chuoices ()fL\
rate of discount for public projects.

Using several discount rates, let us now work throuph the example of levels
ol beneht from the dam. At this writing, the prime interest rate in the United
States is approximately 10 percent. If we use this market-determined interest
rate, the 3100 in benefits produced after one year is worth o

Ve = 100/1.10 = $90.91
And $100 in benefits produced after two years would be worth
Ve = 100/(1.10)* = $82.64 _ f

And $100 in benefits produced in the twentieth year of the project would be -
worth only $14.87 in present.value. Thus, if we use this rate of discount in
evaluating a project, the net benefit of that project at present value is positive.
This project has a rather high cost during its early years, with the bepefits oc-
curring pradually over the twenty years. With a higher discount rate such a
project is not feasible. If we use a discount rate of 18 percent, which would
hitve seemed very reasonable in the late 1970s, then the net benefit of the dam.
at present value would be negative and the project is economically infeasible.
Discounting is a means of reducing all costs and benefits of a project to
their present value, based on the assumption that benefits created in the future
are worth less than those created immediately. Philosophically or ideolopical- -
ly one might want a low discount rate to encourage public investment, but ob-
ject to the entire process of discounting. Should we stmply not look to see if |
the stream of bencfits created is greater than the total costs, no matter how
they occur? This would, of course, be equivalent to a discount rate of zero.
This point might be valid philosophically, but— until the argument is accepted
by economists, financiers, and government decision makers— public investment
decisions will be made on the basis of present value and on the basis of inlter‘I
est rates that approximate the real value of the rate of return in the privite
i |
sector, _ L

Choosing among Projects '

We have determined that our dam on the Nowhere River is feasible, given that
a benevolent deity has provided us a discount rate of 10 percent for this proj-
ect. But |t is not yet time to break ground for the dam, We must firse comparé
our project with the alternative projects for funding. Thus, the opportunity-
cost guestion arises not only with respect to the single praject being, considered
and the option of allowing the money to remain in private hands but also with|
regard to choices made among possible prajects in the public sector. |

oS
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T i !
We have said that the fundamental rule applied is to select the project that
will produce the greatist toral benefit to society, If we apply the Kaldor-Hicks
criterion, we see (hat;t'his project is justified simply because it will create more

_ benefits 1o spread around in the society and presumably compensate those who
' lost something because the project was built. Thus, in the simplest case, if we
. ‘were to choose 1o undertake only a single project this year—perhaps because
of limited manpower for supervision—we would choose Project I from table
| 14.3 simply because it creates the largest level of net benefic. By investing less

money in Projects A and B we could have produced slightly more net benetit

| i . .l . . . . .
- fof sociery, but we are administratively constrained from making that decision.

TABLE 14.3 ,
) COSTS AND Bl‘.Nl‘.HTS OF ALTERNATIVE PROJECTS
‘ o ‘ ‘ {$ mitllions)

Net Benefit

Projects o Costs Benehis
A R R 130 60
B | 90 140 50
C : 200 270 70
D l5l) 250 100

Morc commonly, however, a particular resource — usually money—is limit- -

ed and with that limitation in mind, we have to choose one or more projects

t
that will result in maximum: benefits. Let us say that the ten projects listed in

table 144 are all cconomically feasible and that we have been given a budget

. of $5o.ooo for capitat pru|cctt. Which projects should we v.ILLt for funding?

|

TARLE 14.4 .
| CHOOSING A l'A.CKAGt'. OF PROJECTS BY NET BEMEFET RATIO
(3 millions) '

v ‘ Cumunlative Ner Benefit

Project Costs Costs Benehits Nur Benehis Ratio
A 2 Co2 12 0 5.0

B 4 Lo 20 16 4.0
| C 1 T 40 30 R K}
b 10 C26 35 28 2.5
E SR P34 28 20 2.5
¥ 16 11| 51 15 2.2
|G 2 52 6 4 20
H. 15 Y] ' 42 37 1.4
b 10 77 26 16 1.6

_| 14 935 43 X7 1.2

Coslf-hcmrﬁt Analysis
I

In such a situation, we should rank the projects .lccordmg to the ratio of net
benefits to initial costs {the costs that will be reflected i in. .our capital budget),
and then we should begin with the best projects, in terms uf the ratio of benefits
to initial costs, until the budget is exhausted. In this way, we will get the great-
est benekit for the expenditure of our limited funds. And projects that we mighe
have selected if we were choosing only a single project would not be selected
under these conditions: of resource constriint. .

This problem of selecting among projects demonstrates the first of several
problems that arise from the application of the basic rule of cost-benefit analysis.
Given the budgetary process and the allocation of funds among agencies, we
mity produce a case of “multiorganizational :.ubupnmlz.ltmn ? This is a fancy
wiy of saying that if our agency has been given $50 million, we will spend
it, even if our agency has a project that will produce a grc.lrcr benefit to society
but that exceeds -our budget. Thus, if | had the moncy,al -would cantinue 1o
fund the projects listed in table 14.4 even though several of them have relatively
low cost-benefit ratios and even lhOULh there were better projects elsewhere
in the government. Of course, | will have been asked what benehts my pro-
posed projects would produce when the capital budger § was being considered,
but because of political considerations my budget is excessive for the benefits -
that could be prodiced from alternative uses of the money. This is not, of
course, a flaw in the method; it is a flaw in the appln..mun of the method in ‘
complex government settlnbs

A not unrelated problem is that cost-benefit -ll'l.ll)(&lsipl.lu:b relatively little
importance on efficiency or cost effectiveness. It looks primarily at total benefits
rather thani at the ratio of costs produced. It could be argued that this tends
to favor the ax over the scalpel as a cutting ool In other wards, the method
tends to favor large projécts over small projects. This miy be an-ineflicient use
of resources and may also lock government into costly projects, whereas small-
er projects might provide greater flexibility and greater future opportunities
for innovation. Capital projects are inherently lumpy, so that only. projects of
a certain size are feasible, but the concentration on total net benefits in cost-
beneht analysis may exaggerate the problems of size m":d intlexibiliey.

W have now worked our way from the initial step of deciding what costs
and benefits our project provides 1o deciding if it is the best project to under-
ke, piven our limited resources. At each stage we had to use a number of
assumptions and approximations to-eeach a decision. The cost-henefit analysis
does provide a *hard” answer us to whether o not we should undertake a proj-
ect, but that answer should not go unquestioned. We now discuss some crjti-
cisms of cost-benefit analysis and some possible-ways of building greater polit-
ieal and cconomic sophistication into the use of the muhud
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Criticism and Modification

We have discussed somie critical problems regarding cost-benelit analysis. Such
things as the difficulty of assipgning monctary values o nonmaonetary outcomes,
the chuice of time ranges and discount rates, and the reliance on wtal ner ben-
elit as the criterion all introduce uncertainties about the uselulness of the out-
come. We now discuss more basic problems thac arise concerning the method
itself and its relationship to the political process. Perhups the most important
is that some naive politicians and analysts might lee the method make deci-
sions for them, instead of using the information coming from the analysis as
one element in their decision-making process. If the method is used naively
and uncritically, its application can result in decisions that many people would
deem sacially undesirable. For examplé, all costs and benefits are counted as
equal in the model, and, even if they could be calculated accurmely, some in-
dividuals would argue that the cost of death might be more important than
other costs. Thus, we might wish to reduce deaths to the lowest possibie level
and then perhaps apply a cost-benefic analysis to other aspects of the project.
We might use this “lexicographic preference” as a means of initially sorting
projects, when a single dominant value such as life or the preservation of en-
dangered species is involved,

Perhaps the most socially questionable aspect of the cost-benefit analysis
is that it gives little attention to the distributive questions involved in policies!?
All benefits and costs are counted equally in the method, regardless of who
receives or bears them. A project that increased the wealth of a wealthy man
by several million dollars and was financed by regressive taxation of $100,000
would be preferred in cost-benefit caleulations to a project that produced a
benefit of $900,006 for unemployed workers and was financed by progressive
taxation of $200,000. This is an extreme example, bt it does point to the
distributional blindness of the method. OFf course, advocates of the method
justify it by saying that the society as a whole will be better off with the great-
est increase in benefits, and presumably winners can later compensate losers,
In reality, however, winners rarely if ever do so, and usually losers cannot be

directly identified anyway, Redistributional goals may be included directly in .

the analysis by attaching some weight to positive changes in the salaries of low-
income persons, or redistributional objectives may be imposed on the analysis
after the fact. However, because government exists in part-to attempt to redress
some of the tnequities produced in the marketplace, some attention must be
given 1o redistributional goals when evaluating public projects.
Furthermore, the utilitzrian and “econocratic”™ foundations of cost-benefit
analysis may not be entirely suitable for a functioning political democracy!
In cost-benefit analysis, moncy is the measure of all things, and decisions made
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according o the method can be expected 1w be based on the coonomic rather
than the political values involved. {1 discuss in chapter 1§ some possible ulm.ll
alternatives that may be more suitable in o democracy.)’

Finally, cost-benchie analysis has been referred 1o as “nonsense on stiles Y
This weans that there are so many assumptions involved in the calculations,
and so many imponderables about the effects of future projects, that ﬁ)s:l-hunuﬁt
analysis is the functional equivalent of witcheraft in the public secior, Although

these criticisms have been phrased in exaggerated language, 1o some llt'l.',rl.‘l.'!‘

they are well taken. It is difficult if not impassible to know the value of elimin-
ating an externality, just as it is difficult to know just haw much life, health,
and snail darters are worth, Cost-benefit analysis can be used to avoid difficult

-political decisions and to abdicate responsibility to expents who can supply

the “correet”™ answer, Of course, this fundamental abdication of political re-
sponsibility is indeed an “insidious poison in the body politick.”™ Only when
the results of analysis are integrated with other forms of analysis, such as cth-
ical analysis, and are combined with sound political-judgment can the “cor-
rect decisions” ever be made.
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15. Ethical Analysis of Public Policy
‘ ’
Al the mathematical and economic capabilities in the world and all the sub-
stantive knowledge of policy, areas are of little consequente if we have no moral
or cthical foundation on which 1o base our evaluation of policies. Most of the -
important questions concerning policy analysis have asimuich to do with the
“should™ questions as with the *can” questions. That is, most important policy
decisions involve an assessment of what should be done by government as much -
as they involve the feasibility question of what governmént can do. The range

-of technical possibilities is frequently broader for policymakers than the range

of ethically justifiable possibilities. But, unfortunarely, mii'ny values that should
affect policy degisions in the public sector coriflict with one another. Analysts
frequently face choices among competing values rather than clear-cut decisions
about options that are either all right or all wrong, In making almost ail alloca-
tive decisions, policymakers must choose among worthy énds; they do not have
the luxury of picking the only acceptable policy. This ch-."lpter presents several
of the important ethical premises that influence policy decisions and some of
the dificulties of implementing those values in real public-sector decisions.
' ! N

Fundamental Value Premises ' H
Any number of premises have been used to justify policy decisions. These range
from vague concepts such as “Americanism,” "Aryan purity," or the principles
of Marxism-Leninism to well-articulated philosophical or religious principles.

" Thé main difficulty in ethical analysis of policy decisions is finding principles

that can be consistently applied to a number of situations and that produce ac-
ceptable decisions in those situations! Words like “justice; “equity;’ and “good”
are thrown about in debates over public policies in a rather cavalier fashion.
The analyst must attempt to systematize his or her values and learn o apply
them consistently to all types of issues. The.analyst mﬁ?st be a moral actor as
well as a technician, or else remain what Meltsner refer_s;tu as o “haby analyst”
throughout his or her career.? As we pointed out in discussing the application
of cost-benehit analysis (see chapter 14), values are embedded throughout the
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policy process. In order to understand what one wanrs, one must explicate and
examine those values. In this chapter | discuss four important value premises
for making policy decisions: preservation of life, preservation of individual au-
tonomy, truthfulness, and fairness. These values would probably be widely ac-
cepted by the public as important standards for assessing policies, and they
have a rather wide range of applicability. As [ point out, huwever, they cannor
be applied unambiguously, and conflicts are embedded in exch issue as well
as across the several issues.

The Preservation of Life

The preservation of human life is one of the most fundamental vialues that we
could expect to see manifested in the policy process. The sanctity of life is,
after all, a fundamental value of Judeo-Christian ethics and is embodied in
all professional codes of ethics.? Despite the importance of human life as an
ethical criterion, a number of conflicts arise over its application.

One obvious conflict exists between identifiable lives and statistical lives.
Here we are faced with the tendency of individuals to allocate resources differ-
ently if known lives are at stake from how they would evaluate them if some
unspecified persons would be saved some time in the future. If we know that
certain individuals will die in the near future, we tend to give them the resources
they need, even though the same resotirces could save many more — unidentifi-
able—lives if we allocated them differently. In medical care this is manifested
in the conflict between acute and preventive medicine. Preventive medicine is
almost certainly the most cost-effective means of saving lives that could be lost
as a result of cancer, circulatory diseases, or accidents, but it is difficult to iden-
tify the direct beneficiaries, However, the victims of the disease are clearly identi-
fiable, have identifiable families, and consequently are more difficult to refuse
care than the unknown statistical beneficiaries of preventive medicine. This pat-
tern was referred to earlier as the “mountain-climber syndrome,” in which we
may spend thousands of dollars to save a stranded mountain climber, even
though we could save many more lives by spending the same amount of money
on highway accident prevention.* It is virtuaily impossible to say no to moun-
tain climbers and their families, although if the appropriate ethical criterion
is to save as many lives as possible, that is what we should do.

But even if all the lives at stake in a’ decision are identifiable, in some in-
stances allocative decisions must be made, Table 15.1, although it concentrates
on a relatively small number of individuals who are potential users of a kidney
machine, points out the broader problem of being forced to choose among lives.
Each individual in table 15.1 is worthy of receiving the lifesaving treatment sim-
ply because he or she is a human being. But because kidney machines are scarce
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Philanthropist with very high
net worth; rumors of un-

faithfuiness
smoker: very popular profes-

Retarded —mental age, 10
Excessive eater, drinker. and
sor: other medical conditions

From out of stare; excellent
vears; ward of the state

violinist in community

orchestra
member of Rotary Club

Civic Activities and
Other Considerations

Union boss
. Criminal record (extortion}

- Deacon of local church,

which would allow perfection
of new surgical technique

Good

Bad long-term prognosis,
Fair prognosis, but odd case

Medical Stabiliry
. maybe 2 years

Good
Good

TABLE 15.1
WHO SHALL LIVE AND WHO SHALL DIE?

children, ages 8
Divorced, custodian
"of one son, age 3.
ex-husband alive
Happily married,
three sons, ages 1§
to 25

_children, ages 4, 8,
o 14

adult children
and 13

Home Life
Married, two
Widow, three
Married, six
Widower

Single

Cardiac surgeon on
the verge of a major
new technique
successful designer

shop

Ex-state senator;
now retired
Vice-president of
jocal bank

historian, college

Assembly-line
professor; Ph.D.

Medical
technician
worker
Weli-known

QOwner of

SEX
and Age Occupation

M
55
38
M
44
M
9
F
38

M

60

M

45

-

Patient

SOURCE: Waskington Post, 12 March 1981
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.
and because the demand for them exceeds the supply, decisions must be made
that will allow some people to live and force others to die. What criteria can
be applied in making such a choice? One might be a utilitasian criterion; The
individuals who will contribute the most to the community will be allowed
1o Jive. Another criterion might be longevity: The youngest persons should be
allowed to reccive the treatment, thus saving the greatest number of person-
years of life, Another criterion might be autonomy: Individuals who have the
greatest probability of returning to active and usefu! lives after trestment should
receive the treatment. Certain other criteria could also justify one choice over
another. But additional allocative questions arise from this example: How many
kidney machines should be purchased to treat any number of patients who might
need this care, regardless of the cost and the undermilization of the machines
maost of the time? Or should only enough be purchased o meer average de-
" mands?
Even though the preservation of life may be an timportant value for public
. ]‘Klll(.yl“.lklnl.,, in many situations the definition of life itself is in guestion. The
use of therapeutic abortion as a means of birth control preseots une problem
of this sort: determining when human life begins.® Issues concerning artificial
means of prolonging life even when a persoi would be considered dead by many
clinical criteria illustrate the problem of defining life at the other end of the
life cycle.€ Thus, while all policymakers and all citizens may agree on the im-
portance of preserving human life, serious disagreements arise over just what
constitutes a human life.

Finally, in some situations the government sanctions and encourages the
taking of human lives. The most obvious example is war; others are capital
punishment and, in some instances, the management of police response to
threats. The question here then is what criteria we oan use to justify the taking
of some tives while we prohibit the taking of others?? Obvious criteria that
we might apply are self-preservation and the protection of socicty against cle-
ments thit could undermine it or take other lives. But 1o some degree there
is 2 definite inconsistency in the arguments here, and we must justify placing
higher values on sume lives than on uthers. Again, the fundamental poine here
is that although there may be broad agreement in society on the importance
of preserving human lives as a goal of all public pulicies, this crierion is not
obviously and unambiguously enforceable in all situations. We must have a
detailed analysis of all situations and some understanding of the particular ap-
plication of the criterion in each of those varied situations,

The Prescrvation of Individual Autonomy
Another criterion that should be applied to poticy choices, espe cially in demo-
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cratic political systems, is the preservation or enhancement of the autonomy
of individual citizens, That is, policy choices should be made that enhance the
ability of individuals to determine their own fates and the fate of their society.
One of the most basic principles underlying democratic political thought is
thar the individual should be allowed to make his or her own choices in an
informed and intelligent manner. | :

This principle also underlies a considerable bmly of conservative polirical
thought which assumes that the interests of the individual are more important
than those of the society as a whole. Thus, child labor, sweatshops, and ex-
tremely long working hours with low wages were all justified at one time be-
cause they preserved the right of the individual to choose his or her own work-
ing conditions.® With such an extreme definition of individual autonomy the
public sector would be excluded from almost all forms of social and economic
activity, Bur even with this extreme version of autonomy the stare did intervene
to proect individoals against fraud and breach of contract, and it did to some
depree protect children and other less competent individuals more than it did
adults, who presumably were able to make their own decisions.

Several interesting guestions arise tn the public sector in regard to individ-
ual autanomy. One involves an extension of the above comments. What groups
in society should the state attempt to protect, either against themselves or against
those who would defraud them or otherwise infringe on their rights? Children
have traditionally been protected —even against their own parents — because they

_have been assumed to be incapable of exercising full, autonomous choice. The

state has been empowered to operate in loco parentis 1o try to preserve the rights
of children, Likewise, the state has protected mentally incompetent adults who
cannot make rational, autonomous choices. Less justifiably by most criteria,
the state has operated to limit the choices of welfare recipients, unwed mothers,
and individuals who, although they may have full mental capabilities, are
stipmatized in some fashion. Again, what criteria should be used o decide
which groups the stare should reat as its children?

The state may also intervene to prorect the life of an individual who has
made an autonomous decision to end his or her life. Legislation that makes
suicide a crime and attempts to prevent individuals from purposely ending cheir
lives indicates the apparent belief that the value of preserving life supersedes

-the value of preserving individual autonomy. In this hierarchy of values, the

decision to end one's own life is taken by definition to indicate that the individ-
uil needs the protection of the state. The samé principle is apparently applied
to individuals who have made it clear that they do not wish to be kept "alive”
by artificial means when all hope of their recovery to a fully conscious and
autonomous life is lost. In such an instance there are several conflicting values:
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What actually constitutes a human life? The problems of preserving life and
preserving autonomy hecome even mure confused here because an individual
who once made an autonomous choice about how he or she would like 1o be
treated may at some point be no longer able to decide anything asutonomously
and may, in fact, never be able o do so again,

In less extreme instances, the state may also remove the autonomy of an
individua! for the sake of protecting him or her. Consumer protection is an
vbvious example; government may disregard caveat emiptor and simply pro-
hibit the sale of potentially harmful products in order to protect the citizen,
On the one hand, the conservative, or any other person interested in presery-
ing individual choice, would argue thist such protections are lrmdal inasmuch
as the paternalistic actions of government prevent citizens from being truly free
actors. On the other hand, the complexity of the markerplace, the number of
products offered for sale, and the absence of full information may prevent indi-
viduals from making meaningful judgments, As 1 consequence, government
is justified in intervening, especially as many of the products banned would
affect those incapable of making their own informed choices—for example,
children.

Professional licensing and laws that control the licensing of drugs have
been criticized on the same grounds. It is argued that individuals should have
the right to select the form of treatment they would like, even if the medical
establishment deems it quackery. So, for example, the prohibition of laetrile
in most states is said to deny individuals the right to exercise choice in the treat-
ment of cancer. Of course, the counterargument is that this restriction is justi-
fied because it increases the probability that the individual will receive treat-
ment that is more likley to contribute to the cure of the disease.

Lying
Most systems of ethics and morality pmh1h|t lying.? People generally regard
Iymg as wrong simply “because it is wrong." It can also be deemed wrong be-
cause it allows one individual to deprive another of his or her autonomy. When
one person lies to another, the liar deprives the other person of the ability o
make rational and informed decisions. In some instances, telling “little white
lies” may prevent awkward social situations. But perhaps special criteria should
be applied to justify lies told in government.

Lying to the public by public officials has been justified primarily as being
‘in the public’s own good. Those who use this paternalistic justification assume
that public officials have more information and are unwilling to divulge it either

for security reasons or because they believe that the information will only “con-

fuse” citizens. They may therefore lie to the public to get average citizens to
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behave in ways that they—the public officials — prefer, believing thar the citizens
wold behave in the same way if they had adequate information. Even if citi-
zens would not behave as public officials want them to, officials think that they
should behave in that manner, and the lie is therefore justificd as a means of
protecting the public from iself,

Such lying obviously limits the autonomy of the average citizen when mak-
ing policy choices or evaluating the performance of those in office. Even white
lies are questionable; the importance of autonomy in democratic political sys-
tems may demand much closer attention to honesty, even though the short-

‘term consequences of telling the truth may not benelit the incumbents in office,

Ohher white lies told by officials to the public involve withholding infor-
mation that might cause p.lnn ur ather responses that are potentially very dan-
gerous. TFor example, a public official may learn that a nuclear power plaht
has had a minor and apparently controllable accident that is not believed to
endanger anyone. The official may withhold this information from the public
in the helief that doing so will prevent a panic; a mass Aight from the scene

could cause more harm thanrthe accident, But, as with other ethical sitvations,

the decision to lie about one thing and not about others makes it difficult o
behave consistently. Perhaps the only standard that can be applied with any
consistency in this case is the utilitarian criterion: The harm prevented by the
lie must outweigh the ill effects caused by the lie. Determining this is relatively
easy when we are balancing deaths and property damage from a minor nuclear
accident against a widespread and violent panic. Continued lying, however,
will eventually cause a public loss of trust in government and its officials, and
the cost of such skepticism is difficult to calculate.

A special category of lying is the withholding of information by public
officials to protect their own careers, This is a problem for the “whistle blow-
ers™ as well as for the liars, and it happens in the private as well as the public
sector!® placing many individuals in difficult situations. For example, the man
who blew the whistle on government cost overruns on the Lockheed CsA lost
his job, as have many other conscientious officials in less dramatic circumstances.
The problem caused when someone blows the whistle on a lie is especially
difficult to analyze when the individual at fault dves not lie directly but simply
does nothing. The whistle blower must go 1o some lengths in order to make
the infum')ation about the lie known to the public. And as a consequence
policymakers may want to devise ways to encourage whistle blowers and to
protect them against reprisals. In the absencé of mechanisms for encouraging
officials to divulge information, legislation such as the Freedom of Informa-
tion Act can at least make it more difficult for government to suppress infor-
mation.

mi.‘
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Thus, in addition to the general moral prohibition, lying carries a partic-
ular onus in the public sector because it can destroy an individual’s ability ro
make appropriate and informed choices. Although a lie may be wold for good
reasons, it must be questioned unless it has extremely positive benehits and is
not told just for the convenience of the individual, The long-term consequences
for government of even “justifiable” lying may be negative. Citizens who learn
that government fies to them for good reasons may soon wonder if it will not

lie to them for less noble reasons.
' If strictures against Jying are to some degree dependent on a desire to
preserve the political community and a sense of trust within it, then somewhat
different rules may apply in international politics. Although there is a concepr
of the international community of nations, the bonds among them are weaker
than the bonds that exist within a single nation. Further, a political leader's
paramount responsibilities are to his or her own citizens. Therefore, lying in
international politics may be more acceptable; political leaders have the prob-
lem of “dirty hands,” which seems 1o be part of the job of being a political
leader in an imperfect world."! '
Faitness _ '
Finally, fairness is a value to which citizens expect government to give maxi-
mlm importance. One standard justification for the existence of government
is that it protects and enforces the rights of individuals. Further, it is argued
that governments can redress any inequities in the distribution of goods and
services that result from the operations of the marketplace? Government, then,
is charged with making sure that citizens are treated fairly in the sociery.

But just what is “fair treatrment of citizens™ In different schools of social
and political thought the word “fair™ has had diffesent meanings. To a conser-
vative, for example, fairness means allowing individuals maximum opporwni-
ties to exercise their abilities and allowing them o keep what they carn in the

marketplace with those abilities. Some conservatives consider it fair that peo-
ple who cannot provide for themselves should suffer, along with their families.
The doctrine “from each according ro his abilities to each according 10 his
needs” implies a very different standard of fairness!? In other words, all mem-
bers of the society, provided they are willing to contribute their abilities, are
entitled to have their material needs satisfied. According o this standard of
fairness, those with lower earning capacities need not suffer, although the doc-
trine does not imply a standard of absolute equality.

The standard of fairness applied in most contemporary welfare states is
something of a mixture of the two standards, although it lacks the intellecrual
underpinnings of cither extreme. The mixed-cconomy welfare state that operates
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in noncommunist, industrialized societies usually allows productive citizens to
keep most of their earnings and ac the same time asks them to help build a
floor of benefits under the less fortunate so that they can maintain at least a
minimal standard of living. Unlike the situation in the Marxist state, this re-
distribution of goods and services to the less fortunate from the more success-
ful is conducted in the context of free and open politics.

Can these operating principles of the contemporary welfare state —princi-
ples that arise largely from political accidents and pragmatic evolution - be sys-
tematized and developed on a more intellectual plane? One promising approach
can be found in philosopher John Rawls's concept of justice in a society. In
his essay “Justice as Fairness,"'* Rawis develops two principles of justice for
asacicty. The first is that “each person participating in a practice, or affected
by it, has an equal right to the most extensive liberty compatible with like liber-
ty of ali” This is a restatemnent of the basic right of individuals to be involved
in povernmental decisions thar affect them, a principle not incompatible with
the cry “No taxation without representation!™ This first principle of justice
would place the burden of proof on anyone who would seek to limit participa-
tion in political life; it can therefore be seen as a safeguard for procedural de-
mocracy in contemporary societies. Thus, Rawls places a strong emphasis on
the decision-making procedures employed when evaluating the Fairness of those
decisions and the fairness of the institutions of society.

The second principle advanced by Rawls is more substantive and also more
problematic. Referred to as the “difference principle;” it states that “social and
economic inequalities are to be arranged so that they are both (a) 1o the grear-
est benefit of the least advantaged and (b) attached to offices and positions
open to alt under conditions of fair equality of opportunity.™* This principle
places the burden of proof on those who attempt to justify a system of inequal-
ities, Inequalities can be seen as just only if all other possible arrangements
would produce lowered expectations for the least-well-off group in society. To
help a society that is striving for equality, citizens are asked to think of their
own place in society as shrouded behind a “veil of ignorance,” so that it cannot
be known to them in advance Would they be willing to gamble on being in
the lowest segment of the society when they decide un a set of inequalities for
the society? If they are not, then they have good reason to understand the need
of the society to equalize the distribution of goods and services. Of course,
it 15 impossible ro apply the logic of the veil of ignorance in existing societies,
but it is useful in understanding rational accéptance of redistributive govern-
ment policies.

Several interesting questions. arise with respect to Rawls's difference prin-
ciple. One is the place of natural endowmems and individual differences in
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producing inequalities. Should those who have special natural abilities be ul-
lowed 1o benefit from them? One is reminded of a Kurt Vonnegut story in Player
Piano, in which individuals' particular talents are balinced by the “great handi-
capper.” Individuals who can run particularly fast, for instance, are required
to wear heavy weights to slow them down and those who have creative gifts
are required to wear earphones through which come loud and discordant noises
to distract them from thinking. Does Rawls regard such a homogencous and
ultimately dull socicty as desirable? One would think wot, but he does poine
out that natural endowments are desirable primarily because they can be used
to assist those in the lowest segment of socicty. Thus, woblesse oblige is ex-
pected of those who have natural alents.

Does the same hold true for those whose endowments are economic rather
than physical or intellectual? It would appear that in Rawls’s view equality is
a natural principle that can be justificd by the veil of ipnorance as well as by
the cooperative instincts that Rawls believes are inherent i bumans. Again,
in his view, these endowments should exist only to the extent that they can
be used for the betterment of the lowest segments in society!? Quite naturally,
critics point to the natural rights of individuals to retain their holdings and
to the potential incentives for work and investment that are built into a system
of inequalities. Inequalities are argued to be useful to society in that they sup-
ply a spur to ambition and an incentive to produce more, which in turn will
benehit the entire society!® These incentives should influence artistic as well
as economic production. Thus, to critics of Rawls’s philosophy, the tendency
toward equality may be inappropriate on ethical grounds because it would deny
individuals something they have received through cither genetics or through
education, and it may be wrong on utilitarian grounds because it reduces the
total production of the society along several dimensions.

Finally, the Rawlsian framework is discussed primarily within the con-
text of a single society, or a single institution in which cooperative principles
would at least be considered, if not always followed. Can these principles be
applied to a broader context; in particular, should they be applied to a global
community? In other words, should the riches accumulated in the industrial-
ized countries be used to benefit the citizens of the most impoverished coun-
tries of the world? Such a policy would, of course, be politically difficult at
best. However, the ethical underpinnings of foreign aid may be important, es-
pecially as the world moves into a era of increased scarcity.

While opinions may differ as to the applicability of Rawls’s ideas to the
real world, and the desirability of such application if it becomes possible, his

work does raise some interesting ethical questions for those attempting to design -

public policies. Many industrialized countries have been making redistributive
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policy decisions for years. These decisions have been justified on pragmatic
or political grounds. The work of Rawls provides intellectual underpinnings
for these policies, even though no government has gone as [ar in redistributing
income and wealth as Rawls’s difference principle would demand.

Ethics and Public Policy: Alternatives to Utilitarianism

The ethical systemn most often applied to public policy analysis s wtilitarian-
ism. As noted in chapter 14, this principle underlies such approaches as cost-
benefit analysis. In this chapter we have discussed several ethical questions thae
arise in making and implementing public policics, as well as some possible

answers to these questions. Ultimacely, no one can provide definitive answers

to these questions. Likewise, public officials m: vy lace ethical questions that
have no readily acceptable answers. Values and ethical principles are frequent-
ly in conflict, and the policymaker must frequently vialate one firmly held eth-
ical position in order to protect another.

Despite these practical difficulties, it is important fur citizens and pnlity-
makers to think about policy in ethical terms. Perhaps ton much policymak-
ing has been conducted without attention to anything but the political and
economic consequences. Of course, those consequences are important as criteria
on which to base an evaluation of a program, but they may not be the only
criteria. Both the policymaker and the citizen must be concerned also with
the criteria of justice and trust in society. It may be that ultimately justice and
trust make the best policies—and even the best politics.
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Glossary

ADMINISTRATIVE PROCEDURES ACT. Passed in 1946, specifying the details of
procedures to be followed by federal administrative agencies. Especially
imporrant in defining the process through which these agencies can issue
repulations,

ApviSORY COMMISSION ON INTERGOVERNMENTAL RELATIONS. An independent
commission composed of congressmen, senators, and representatives of
state and local governments advising the federal government in matters
of changes in the federal structure of the United States.

AGENDA. The set of issues to be considered when making a public decision.
Unless an issue is put on the agenda, it-cannot be acred on by govern-
ment. Agendas may be systemic, or the total range of issues under consid-
eration by the public sector, or institutional for a particular institution
such as Congress or the President,

A TO Famnies with DepeNpENT CHILDREN (AFDC). The major welfare pro-
gram in the United States. It provides benefits to families that Jack an in-
come earner. In general, this means that the family is headed by a woman
without any male in the household.

ANTITRUST POLICY. Beginning with the Sherman Anti-Trust Act (1890), a major
component of business policy in the United States. The basic idea is to
ensure competition in business and prevent the formation of monopolies.

Aurhority. The ability of political systems 10 have their decisions accepted
withaut opposition. This may be contrasted to power, or the ability to
have decisions accepted in spite of opposition.

AUTOMATIC FISCAL STABILIZERS. The effects of tax receipts and social expendi-
tures automatically regulating the economy. In an inflationary period tax
receipts increase and social expenditures tend to fall, while in a recession
the opposite would be true. This would put moaey into circulation dur-
ing a recession and take it out of circujation during inflation.

BACK-DOOR SPENDING. The practice of agencies gaining the authority to spend
maoncy through letting of contracts or borrowing of money withourt specific
congressional authorization.





