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-MAKING THE ENVIRONMENT COUNT

MONDAY, SEPTEMBER 16, 1991

CONGRESS OF THE UNITED STATES,
JOINT ECONOMIC COMMITTEE,

Washington, DC.

The Committee met, pursuant to notice, at 3:05 p.m., in room SD-628,
Dirksen Senate Office Building, Honorable Albert Gore, Jr. (member of
the Committee) presiding. :

: Present: Senator Gore.

Also present: Marc Chupka and Charla Warsham, professional staff

members. :

OPENING STATEMENT OF SENATOR GORE, MEMBER

SENATOR GoRE. The hearing will come to order. _

I would like to thank our witnesses and guests for attending today, an
also I would like to thank Senator Sarhanes for responding positively to
my suggestion that we have this series of hearings. '

T have been looking forward to them and, as this is the first of a series,
let me say that I am quite optimistic that we will be able to develop a
better understanding of the relationship between the environment and the
economy.

I think it is appropriate that we begin the series with this moming’s
hearing, "Making the Environment Count," to0 examine how we can most
effectively measure the environmental consequences of our economic
actions. Our goal is not only to establish a new set of environmental
benchmarks, but also to ensure that these environmental considerations
become a part of our economic decisionmaking,

Environmental concems simply must play a larger role in governing
national economic policy. A clean and healthy environment does more
- than contribute to our material and spiritual well-being; it is at the very
core of our way of life.

There is a growing awareness at every level of the critical need to
safeguard our environment. We see that awareness in our own neighbor-
hoods, at recycling centers, and we see it in intemnational efforts to protect
the global environment.There is a new sense of urgency to this awareness,
and a strong dedication to global environmental advocacy that is shaping
a vast array of policy decisions—both here and abroad—on everything
from energy and transportation to agriculture and intemnational trade.

n
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Congress and the Administration must take environmental effects into
account when economic policy decisions are being made. Crucial to this
task is information about natural resources, pollutants, exposures, and
ecological impacts. Today, there is a dangerous imbalance between the
abundance of economic data we collect and analyze and the relatively
sparse and inaccessible data collected about the environment. More envi-
ronmental data is certainly available today than two decades ago, but our
need for information has far outpaced our efforts to get that information
and to analyze it. We simply do not know enough about what our eco-
nomic decisions are doing to our environment.

This is, as I mentioned, the first in a set of hearings to address the
connection between the state of the economy and the state of the environ-
. ment in which it operates. Today’s hearing will focus on the natural

~_ resource base that sustains-our economy. Are we-incurring environmental

deficits that could undermine long-term prosperity? How do we measure
and account for the depletion and degradation of our natural resources?
What are the benefits of developing more and better information about the
environmental consequences of economic activity?

) The quality of natural resources information will determine how
. - accurately. environmental costs can be reflected in economic decisions.
- This information is a valuable public asset that should be maintained and
enhanced. Timely and accurate¢ information on the environment should
guide economic decisions for everyone; from homeowners to national
leaders; from small businesses to large corporations; from local, state, and
federal govemnments to international and global environmental oxgamza-

- tions and efforts.

For example, better information on the environment would allow the

' _‘ ‘United States and other nations to account for the depletion and degrada-

tion of natural assets- when calculating national measures, such as the
gross national product. Current national income accounting essentially
ignores these impacts, in part because there is not enough information
about the environmental consequences of economic activity. But economic
 policies based on the single-minded pursuit of higher GNP invites long-
. run ecological-disaster, which is sure to undermine our quality of life, not
to mention the strength of our economy.
In the words of economist Herman Daly, "There is somethlng funda-
- mentally wrong in treating the Earth as if it were-a business in liquida-
uon "
- Just two days ago, the Space Shuttle Discovery deployed the Upper
Atmosphere Research Satellite to monitor the depletion of the stratospher-

“ ic ozone layer, and to collect data about the impact of human activity on

_ the atmosphere. What will we do with the information that we gain? Are
- we ready to translate data into knowledge; and then knowledge into
‘action? -
- . Today, we are fommate to have an excellent group of witnesses to
- address these issues. These three individuals direct the three leading
- periodic assessments of the U.S. and the global environment.
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Our first witness is the Chairman of the Council for Environmental
Quality, Michael Deland. CEQ-is charged with reporting environmental
status and trends.

" Quoting from Section 204 of the National Environmental Policy Act,
CEQ shall: -
... conduct investigations, studies, surveys, research and analysis relating
1o ecological systems and environmental quality, and document and
: _ define changes in the natural environment.

The annual CEQ Volume, Environmental Quality, assesses the state of
the environment and progress made toward attaining the goals of environ-
ment policy.

Our second witness, Dr. Lester Brown, President of Worldwatch
- Institute, has given nature a voice in the policy arena. In many respects,

- he has acted as an ecological conscience. Through the annual State of the
- World volume, Mr. Brown and his colleagues describe the impact of
. human-activities on the earth’s environment. In addition to monitoring the
carth’s vital signs, the State of the World also offers prescriptions for
improving the health of the environment.

Our third -witness, Daniel Tunstall, has analyzed environmental data
and trends for more than 15 years. His work on the Council on Environ-

-mental Quality, and now as Senior Associate and previously an author of
the biannual World Resources Report at the World Resources Institute,
gives Mr: Tunstall a unique perspective on the task of collecting, analyz-
ing, and. developing useful environmental indicators.

I want to welcome all of our witnesses to today’s hearing and thank
“them for sharing their insight and experience with us.

At this point in the record, without objection, I would like to insert the
written opening statement of Congressman Dick Ammey, who is Ranking
Republican of the Joint Economic Committee.

-[The written opening statement of Representative Amey follows:]
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WRITTEN OPENING STATEMENT OF REPRESENTATIVE ARMEY

Good afternoon. 1 am pleased to welcome our panel of witnesses today to the
first in a series of hearings on the "Environmental Impact of Economic Activity.”

Environmental awareness is ever increasing as a we further realize how precious
and irreplaceable our natural resources are. We all believe it is extremely important
to protect our resources, yet, few find merit in finding effective ways of doing that.

We must seek to find new market-based approaches that work to mitigate the
negative impact of industrial progress on our environment. We all want our children
and grandchildren to be able to enjoy the beauty of a natural environment without
having to go to a museum to expsrience it. :

However, we must continue to promote the economic growth that makes
possible careful stewardship of our precious environment. The latest cutting edge
effect to protect our resources must be structure so that it will not undercut the
economic prosperity -that makes that stewardship possible. Natural resource
accounting, or environmental accounting, needs to be integrated into the current
System of National Accounts, so as not to introduce dramatic price distortions into
the market economy. : , S

. - New and .innovative market-based solutions to encourage socially responsible
~_and cost-effective environmental policies need to be expanded. .
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SenaTor Gore. I very much look forward to the statement of our first -
witness.

Mr. Deland, welcome. We are certainly glad to hear from you, and
please proceed.

PREPARED STATEMENT OF MICHAEL DELAND, CHAIRMAN
COUNCIL ON ENVIRONMENTAL QUALITY; ACCOMPANIED
BY COLONEL FRANK SKIDMORE, DIRECTOR, ENVIRONMENTAL
TRENDS AND STATISTICS, COUNCIL ON ENVIRONMENTAL
QUALITY; SCOTT FARROW, SENIOR ECONOMIST, CEQ; AND
LARRY FLICK, DIRECTOR, LEGISLATIVE AFFAIRS, CEQ,

MR. DerLanp. Thank you, Senator.

It is a pleasure to see you and to be before you and the Committee
today.

At the outset, I would like to commend you and the Joint Economic
Committee for its inquiry into these important emerging environmental
issues; for clearly, economxc and environmental issues are becoming
inextricably intertwined.

Before proceeding, I would like to introduce three colleagues who are
here with me.

Colonel Frank Skidmore, who is directly behind me, is the Director of
CEQ’s Environmental Trends Initiatives. Scott Famw is our Senior
Economist and was the author of the chapter in this year’s Annual Report
entitled "Making the Environment Count,” and I am delighted to see that
he has been helpful in setting the title for this hearing. And on his right
is Larry Flick, the Director of Legislative Affairs for CEQ.

In the words of President Bush: "To those who suggest we are only
trying to balance economic growth and environmental protection, I say
.they’re missing the point. We are calling for an enmely new way of
- thinking to achieve both, while compromising neither.”

All 100 often-in the past, business interests have believed that environ-
- ~mental regulations were a drain on their productivity. But since the
- enactment of our first environmental statutes in the early 1970s, we have
demonstrated -that environmental cleanup and a growing economy can
indeed go hand-in-hand.

For example, since 1970 and the advent of our current environmental,
legal, and regulatory structure, we have made both substantial environ-
mental and economic progress. During that period, SO, emissions in the
United States declined by 26 percent; particulates are down over 60
percent, and lead is down by 90-plus percent; all while the U.S. gross
national product grew by more than 50 percent in real terms.
~ But the environmental challenges that lie ahead are vastly more com-
plex than the gross pollution we faced 20-plus years ago. We now under-
stand that we must prevent pollution before it occurs, and we recognize
that we live in an increasingly diminishing-in-size global environment.

I strongly believe that for the United States to meet our future environ-
mental challenges, we need first to do a better job of compiling and
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interpreting environmental statistics and trends. And second, we need to
do a better job integrating our economic interests with our environmental
1interests.

ENVIRONMENTAL STATISTICS AND DATA

The National Environmental Policy Act of 1969 is a constitution-like
document—the "Magna Charta," if you will—of U.S. environmental stat-
utes. When drafting this bill in 1969, the Congress had the foresight to
understand the need to establish the means to measure our environmental
quality and trends. NEPA requires the President’s Council on Environ-
mental Quality to "gather timely and authoritative information concerning
the conditions and trends in the quality of the environment." _

Since CEQ was established in 1970, it has studied and reported on
trends in air and water quality, natural resources, and on many other
environmental topics. However, I am the first to admit that more, much
more, needs to be done in this area.

CEQ first published an environmental statistical report in 1975. This
was the first attempt to compile the federal environmental statistics in 6ne
place. A second report was filed in 1978. In 1981, a major departure was
achieved in the third CEQ Statistical Report, which used numerous maps
and graphs to predict the conditions and trends in the environment. And
the 1989 Environmental Trends Report is the latest in this series.

The indicators displayed in these reports were chosen for several
reasons:

To reflect some meaningful condition or variation in env1ronmental
quahty,

- To allow for aggregation of data up to the national level; and

- To show conditions at a point in tlme, or a time series of sufficient

length to reveal trends.

In addition to these occasional reports, CEQ has published the latest
environmental statistics and. indicators in its Annual Repons to the Con-
gress since 1975. Our most recent Annual Report, released in April of this
year, includes some 84 tables and 50 figures portraying the status of the
environment. A recent survey of users of the Annual Report revealed that
the data and trends section is among the most useful.

Environmental data can and should be defined broadly, including the
chemical, the physical, or ecologlcal conditions of our Earth, as well as
human health, energy, economic, and social parameters.

It is not surprising, given this broad definition, that data is collected
across federal, state, and local agencies. To prov:de you with some sense
of the extent of environmental data programs, usmg OMB'’s fiscal 1991
Statistical Programs document, one can roughly estimate that funding for
Statistical Programs by the resource agencies is approximately a half a
bllhon dollars.
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These ongoing efforts within the various departments and agencies are
important. However, they are usually conducted in suppornt of specific
missions and may not necessarily capture the bigger picture.

In the President’s view, we need an overall framework, a cooperative
interagency approach that integrates data in ways that avoid gaps and
paints a clear picture for policymakers. In this regard, CEQ has convened
an interagency committee to improve the collection and coordination of
environmental data and trends within a cross-cutting framework.

This group, which meets for the second time on Thursday of this
week, will focus on several issues; including the identification of more
meaningful environmental quality indicators and improved conceptual
frameworks, better integration of social and economic data with environ-
mental indicators, and a network for the exchange of environmental data
among all of the various agencies.

INTEGRATING ECONOMICS INTO ENVIRONMENTAL POLICY

The principle of integrating economics with environmental quality is
a comerstone of the President’s environmental strategy. Our most recent
CEQ Annual Report devoted, as I mentioned, an entire chapter to this
entitled "Making the Environment Count.”

In CEQ's Annual Report of this year, we stated that environmental
accounting is still in its early stages at all levels. We concluded that a
vision of comprehensive national environmental accounting far exceeds
our measurement capabilities. But we also indicated that this Administra-
tion is committed to a better integration of environmental and economic
accounting. : '

In the macro sense, environmental accounting seeks to link environ-
mental changes in terms of assets and our accounting of monetary wealth.

As the United States joins the world community in adopting an inter-
national system of environmental accounts for reporting GNP and other
data, the accounting for assets is likely to be extended in supplemental
accounts to environmental assets. '

Initial efforts in natural resources accounting focuses on the depletion
of the effect of using resources, such as energy or timber. In part, this is
because markets exist for these resources. The accounting problems,
however, become far more complex when environmental resources are not
exchanged in a marketplace. ' '

Individuals in both the National Bureau of Economic Research and in
the Bureau of Economic Analysis within the Department of Commerce
have initiated work on natural resource accounting, as have several other
organizations. '

At the international level, natural resources accounting is a major topic
as we prepare for the 1992 UN. Conference on the Environment and
Development. In preparation for that conference, the U.S. Government has
stated that' we "suppont efforts now underway in the United Nations,
OECD, and other fora to augment standard economic accounts with
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satellite accounts that provide information on environmental and natural
resources.” This position implements the direction of Congress as ex-
pressed in the Supplemental Appropriations Act of 1989. .

To shift from the grand scheme of national accounting to the program-
matic level for a moment, if I may, there are a number of important
federal efforts underway to integrate scientific and economic information
for decisionmaking.

Agency-specific programs include the OCS’ Environmental Studies
Program in the Department of the Interior; Natural Resource Damage
Assessment Program in NOAA; the Ecosystem Valuation Forum spon-
sored by EPA; work by the Bureau of Economic Analysis and the Center
for Economic Studies in the Department of Commerce; and such inter-
agency programs as the Global Climate: Change Research Program, and
the National Acid Precipitation and Assessment Program.

As for consumers, business, and the environmental community, the
President has asked that I bring together private-sector innovators to find
ways 1o integrate economics and the environment. Toward that end, we
have formed a new President’s Commission on Environmental Quality
that has convened and is developing an action agenda to promote the best
environmental practices throughout the private sector to reap long-lasting
economic and environmental retums.

~ In CEQ’s recent Annual Report, numerous examples are presented of
innovative ways that the environment and economics are increasingly
being integrated. Examples range from changes in consumer preferences
for environmentally sound products to waste accounting at various compa-
nies, such as Polaroid and DuPont, to new ways of measuring productivi-
ty in electric utilities. : L

I will conclude by observing that policymakers, and most particularly
the Congress, need more than ever before to understand environmental
trends and make informed policy decisions. People in this country and.
around-the world want economic development that does not jeopardize the
environment for future generations. That, I submit, is our common agen- -
da. ' -

Again, I appreciate your personal, and this Committee’s leadership in
this area. - -

~Thank-you, Senator.

[The prepared statement of Mr. Deland follows:]
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PREPARED STATEMENT OF MICHAEL R. DELAND

our nation's efforts at keeping track of our wealth -- of
our econotiic well-being -- date back to colonial times. Our
analytical tools have become more sophisticated, but the
tradition -- indeed, the necessity -- of being able to identifty,
interpret, and forecast economic trends has been cne of the
bedrock functions of our federal government.

That effort included the legendary expeditions into the
interior -- the exploration of Lewis and Clark, of John Charles
Fremont and John Wesley Powell -- to determine what resources
were there: minerals, waterways} land. So even back then we see
efforts to assess the guality and value of the nation's
environmental resources.

Over time, bureaucracies were formed here in Wagshington and
elsewhere to collect’ statistics of these natural resources:
hectares of forest, quantities of minerals, tons of fish caught.
It was important to know, as a nation, not only what we had, but
trends in how they were being used. The link between our vast
natural rescurces and the nation's economic growth was obvious.

Yet as recently as a guarter century ago, little thouqht wvas
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given -- or, one might arqgue, was needed -- about trends in
environmental quality. It was obvious to human senses that
tﬁings were getting worse. Something needed to be done, and a
national effort was launched to reverse a trend of declining
environmental quality. )

It was a pioneering effort of sorts in the early 1970s when
I and other new lawyers at the fledgling EPA literally launched
rowboats into polluted waters to collect "evidence" for some of
the first federal pollution lawsuits. The United States has come
a long way since then. Rivers that were once little more than
open sewers are now, for the most part, fishable and swimmable
due to the success of the Clean Water Act. Cities where air
quality was approaching hazardous to human health have
significantly impfoved.

And just as our ability to understand the world's largest
and most complex natiohal economy has improved over time, so too
has our understanding of our environmental resources. The
environment is increasingly being recognized as a living,
breathing system which provides goods and services of economic
value. The nation's economic wealth and environmental health are
merging as never before.

Today we can no longer track trends in environmental quality
from rowboats any more than we can assess the nation's resources
from a birchbark canoe or the back of a horse. The kinds of
environmental challenges that lay ahead are vastly different and

more complex than the kinds of gross pollution we faced 25 years
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ago. We now understand that environmental protection means much
more than just cleaning up discharges at the end of a pipe or
smokestack: We must prevent pollution before it occurs. We must
use our resources wisely and efficiently. And we must recognize
that we live in a global environment.

I strongly believe that for the U.S. to meet our future
environmental challenges, we need first to do a more
comprehensive, more sophisticated job of understanding current
and future environmental risks, including the costs and benefits
of reducing them. To do that we need to improve our capabilitjes
to compile and interpret environmental statistics and trends,.

And second, we need to do a much better job integrating our
economic interests with our environmental interests.

I would like to commend this Committee, the Joint Economic
Committee, for its insight into these important emerging
environmental issues. All too often in the past, when couched in
economic terms, businesses have believed that environmental
regulations were a drain on their productivity, and certainly in
some cases they may have been. But, since enactment of our first
environmental statutes in the early seventieg, we have .
demonstrated that environmental cleanup and a healthy, growing
ecoﬁomy can go hand-in-hand.

For example, since 1970 and the advent of our current
environmental legal and regulatory system, the U.S. CNP grew by
more  than 50 percent in real terms. The positive link between

econonic development and environmental trends is-still a new way
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of thinking.for many. But in fact, strong environmental laws can
be turned to our competitive advantage.

For example, Professor Michael Porter of Harvard Business
School, in his recent book The Competitive Advantage of Nations
asserted that countries with the most rigorous requirements often
lead in exports of affected products. For example, in the mid-
1980s while both Germany and Japan implemented strict air
pollution laws, they surpassed the U.S. in the growth of GNP and
productivity, and they gained in exports of air pollution
equipment. Right here in the U.S. several industries that face
strict environmental laws, such as the chemical industry, have
improved their trading performance. Of course, using
environmental policies to boost competitiveness requires that we
establish the right kind of policies.. As I stated earlier, they
must stress efficiency and pollution prevention in every sector,
rather than spending billions on cleanups at the discharge end of
the pipe. They should emphasize performance standards and market
incentives, and encourage innovation -- not just compliance -- by
the private sector.

Clearly, it's time for Americans and American businesses to
stop viewing environmental. quality and economic growth as always
being muﬁually exclusive. In the words of President Bush, "To
those who suggest we're only trying to balance economic growth
and environmental protection, I say they're missing the point.

We are calling for a. new way of thinking to achieve both while

compromising neither.”
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ENVIRONMENTAL TRENDS AND STATISTICS

I have often referred to the National Envircnmental Policy
Act of 1969 (NEPA} as the "magna carta" of U.S. environmental
statutes. Wwhen drafting this bill back in 1969, the Congress had
the foresight to understand. the need to establish the means to
measure ocur environmental quality and trends. NEPA requires the
President's Council on Environmental Quality (CEQ) to "gather
timely and authoritative information concerning the conditions
and trends in the quality of the environment both current and
prospective, to analyze and interpret such information...and to
report at least once each year to the President on the state and
condition of the environment.®

Since the Council on Environmental Quality (CEQ) was
established in 1970, we have studied and’ reported on trends in.
air and water quality, on natural resources, and on many other
environmental topics. However, I am the first to admit that more
needs to be done in this area, and I believe more of it needs to
be done with an eye toward the policymaker -- federal, state and
local -~ as the ultimate user of this environmental information.
Bast Efforts --

CEQ efforts to enlist the cooperation of the data producing
agencies, and to form a synthesis .of environmental informatijon, ‘
date back to 13975 when we sponsored and published the National

Environmental Statistical Report. This was the first attempt to .

capture the many federal environmental statistics in one place.
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. A second report, Environmental Statistics, followed in 1978.

) In 1981, a major departure was achieved in the third CEQ
:-environmeptal statistics report, Environmental Trends, which used
numerous maps and graphs to depict the conditions and trends in

the environment. The supporting data for that document was
‘published by the U.S. Geological Survey in 1983.
L -EThe 1989 Environmental Trends report is the latest document

in this series. It comprises nine chapters containing maps,

fqrébhics and text, pulling together information published

-éégarately by the Federal agencies in the areas of: Minerals &

ﬂfgnefﬁy;\Water:‘CIimate & Air Quality; Land Resources; Wetlands &
L ;ﬁi}qlife: Protected Areas; Population; Transportation; and
‘:FQYi;onmental Risks & Hazards.
{-- :The indicators displayed in these reports were chosen for
severél purposes:

. - to reflect some meaningful condition or variation in .

. environmental quality;

;u‘ . to allow for aggregation of data up to the national level;
and
<+ - to show conditions at-a point in time, or a time series of

:'sufficient_length to reveal trends.
These indicators are good summaries of environmental conditions:
and trends as now measurable. -

) In addition to this series of occasional reports, CEQ has
pﬁﬁlished the latest environmental statistics and indicators in

its annual reports to Congress. For example, environmental
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conditions and trends first appeared in ocur Annual Report in
1975. 1In 1980, we published the results of our Interagency Task
Force on Environmental Data and Monitoring, which proposed a
comprehensive approach to improving data throughout the
environmental: community. The 1985 Annual Report contains the
results of our study of environmental indicators, and tables of
environmental data and trends have appeared in each report since
1986. CEQ's twentieth Annual Report released in 1290 contains a
forty page chapter titled "Environmental Data and Trends" that
summarizes progress in environmental data collection and trends
assessment gince 1970. And our most recent Annual report
released in April of this year includes 84 tables and 50 figures
portraying the status of the environment.

A recent survey of users of the Annual Report, conducted by
CEQ, demonstrated that the environmental data and trends section
was considered the.m?st useful.

St s i forts --

Compiling and maintaining a comprehensive set of
environmental data and statistics is an immense and complex
Proposition. Measurements of pollutants or the resource base
immediately come to mind when one raises the topic of the
environment. However, environmental data includes much more. It
includes the chemical, physical or .ecological conditions of our
earth, as well as data on human health, anergy, economic, and
social parameters. These are all interlinked and crucial when

developing environmental policies. It is not surprising, given
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the very broad and all-encompassing nature  of this subject area,

that .relevant data is collected across federal, state and local

- . . -agencies.

To provide you with some sense of the extent of
environmental data programs, I would refer you to a compilation
of 75 key environmental data programs in 20 different federal
agencies prepared by World Resources Institute with financial

support from Department of Interior and the Environmental

Protection Agency. And using OMB's FY 1991 Statistical Programs

of the United States Government document, one can roughly
estimate that federal funding for statistical programs for the
re;oufce»agencies was in the neighborhood of one-half billion
dollars.

These on-going efforts within the various agencies are

important. However, they usually are conducted in support of

their specific miss;ons and may not necessarily capture the big

,‘picture and interconnections among environmental trends needed -

for many policy decisions. 1In my view we need to develop an
oéérall, coordinated federal framework under which all of the

fedéral agencies involved in environmental data and statistics

-~ can work. In short, we need a cooperative, interagency approach

which better integrates existing data in technically reliable and
coqgistent ways, avoiding gaps, and in ways that paint a clear
picture for, and will be helpful to, policymakers.

In this regard, the Council on Environmental Quality has

" convened an interagency committee to address environmental data
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and trends on an interagency basis and to provide such a cross-

cutting framework. This committee -- the Interagency Committee

on Environmental Trends (ICET) -- is still in its formative

stages. I see its focus in the direction of helping to define

the big picture needs for policymakers, both domestically and in

an international context, through:

. the identification of more meaningful environmental quality
indicators, including improved conceptual frameworks; -

*  better integration of social and economic data with
environmental indicators; and

. a network for the exchange of environmental data among all
of the various agencies.

This interagency group is comprised of experts in the field of

environmental data and trends from all of the interested federal

agencies. They will be having their sacond meeting on September

19 to undertake a workshop to identify their goals and

cbjectives.

The management of our nation's environmental data prograns
is decentralized among the many agencies I have described by
necessity -- each has its own missions to fulfill. That said,
CEQ under NEPA serves as an interagency coordinator and
facilitator among all of the various agencies and departments.
With the fofmation of this interagency committee, we believe we
are on the correct road to advancing our nation's environmental

statistics capabilities.
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INTEGRATING ECONOMICS AND THE -ENVIROMMENT
- The principal of integrating economics with environmental

; _quality is a cornerstone of this administration's environmental
»sﬁ;ategy. Our most recent CEQ Annual Report devoted an entire
special report chapter called "Making the Environment Count" to
this very topic.

~ An economy with fully integrated environmental concerns must
start with the microeconomic behavior of consumers and industries

for whom the environment is accurately reflected in the prices

‘and costs of goods and services, and end with the macroeconomic

behayior of consumption, investment, government, and trade that
}eflects changes:in the quality and quantity of envifonmental
resources.

In CEQ's 1990 annual report we stated that such accounting
for the environment is still in its early stages at all levels
but that getting such accounting correct is akin to getting
‘modern software as an aid for making business and government
decisions. But we concluded that VA vision of comprehensive

v national environmental accounting far exceeds current measurement
capabilities."

What I will try to convey, and which our Annual Report gbes-

) into some detail on, isvthe importance of integrating the economy
and the environﬁent, the difficulties that lie before us in
achieving that integration, and some of -the steps that we are

- taking to achieve that vision.

) omjcs t esource ount i -
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Fundamentally, our environmental data such as ambjent air
concentrations, measures of water quality, numbers of species,
and resources of trees and minerals are attempts to inventory the
environment in both quantity and quality. We hope to identify
changes in the environment and their causes. Environmental or
natural resource accounting seeks to link these changes in
environmental assets with our accounting of monetary wealth.

As the United States joins the world community in adeopting
an international System of National Accounts for reporting GNP
and cther data, the accounting for assets becomes nore important
than it is in our current framework. This increased concern for
everyday. assets like buildings and equipment, is likely to be
extended in supplemental accounts to environmental assets. But
as we have found in our decades of intense environmental focus,
environmental measurements contain new complexities and new
uncertainties. .

Initial efforts in natural resource accounting focus on the
depletion effects of using natural resources such as energy or .
timber. In part this is because markets exist for many of these
rescurces. Even so, there are still .theoretical jissues to be
addressed such as the appropriate method of incorporating
depletion .inte natural resource accounts. There are estimation
issues to be addressed--even as basic as the ‘amount of petroleunm-
resources available--because we are well aware that new
information on natural resources is itself costly. The

accounting problems become increasingly complex when
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.aenvironmental resources are not exchanged -in a marketplace.
The complexity of addressing these environmental issues
.;'brings to mind the early efforts at national income accounting.
" In the 1920's, a non-governmental group called the National
Bureau of Economic Research (NBER) began work on ‘natiocnal income
. ‘éccohnys. Over a decade later, the U.S. Senate asked for an
official government estimate of the national income and the
- ::f-.Department of Commerce asked the NBER for help. The NBER has
‘ r(:continued work on issues related to the national income accounts.
“© - ‘.-to the present day, though its primary focus on the topic lasted
"_ .sevé?al decades. v
‘ Individuals in both the NBER and in the Bureau of Economic
i "Analysis within the department of Commerce have. initiated work on
:~?1'~ ‘natural resource accounting as have several other organizations.
: o Of particular interest os the study and practice of natural
‘resource accounting is growing among many economists who have not
-l£ypica11y been associated with the issue. For example, my
--Cestéemed colleague Dr. Boskin, Chairman of the Council of
Economic Advisors, has made a significant contribution to
studying the value of natural resources owned by the federal
‘?:_ = 'ébvefnment. Nobel Prize winner Robert Solow has suggested that

- “one of the few ways to address sustainability in a concrete way

is to begin to compute the "pure profit" or economic rent from

natural resources.
"1‘ . - At the international level, natural resource accounting is a

iajog topic as we prepare for the 1992 UN Conference on the
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Environment and Development. In preparation for that conferencs
the U.S. asserted that "New approaches now being discussed for
integrated economic-environmental accounting can help us all
understand the interaction of environment and development...The
U.S. Government supports efforts now underway in the UN, OECD,
and other fora to augment standard national economic accounts
with satellite accounts that provide information on environmental
and natural resources.” This position is implementing the
direction of Congress as specified in the Supplemental
Appropriations Act of 1989. )
Hicroecopomics of Natural Resource Accounting --

I now want to shift from the grand scheme of national
accounting to the bread and butter issues of individual econormic
decisions and of federal programs.

*.At the programmatic level there are important efforts that
are working in an evolutionary way to integrate scientific and .
economic information for decision making. Agency specific
programs include the Outer Continental Shelf Environmental
Studies Program (DOI), the natural rescurce damage assessment -
pregram {NOAA), the ecosystem valuation forum sponsored by the
EPA, work by the Bureau of Economic Analysis and the Center for
Economic Studies in the Department of Commerce, and such
interagency programs as the Global Climate Change Research
program and the National Acid Precipitation and Assessment
Program.

As for consumers and business, the President has asked that
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I bring together the private sector innovators in ways.to
integrate economics and the environment. The resulting
President's Commission on Environmental Quality has already
convened and is developing its agenda of how the best practices
in the private sector can be sown throughout the economy.to reap
long lasting economic and environmental returns.

In CEQ's recent special report on this subject, numerous
examples are presented of the innovative ways that the
environment and economics could be and are being integrated--
examples that ranged from changes in consumer preferences for
environmentally sound products, to waste accounting at Polaroid
and DuPont, to new ways of measuring productivity in electric
utilities. I would be pleased to provide additional copies of
this report to the committee.

I will conclude by observing that environmental statistics,
trends and accounting is a really a balance between two well
known proverbs: One proverb states that those yho do not study
history are bound to repeat it." The second proverb tells us
that "trend is not destiny." If we are wise, we must look- back
over time and study our environmental history and trends. But
that history -- our past environmental trends -- need not define
our destiny with respect to the future of our environment.
Policymakers -- most particularly the Congress -- need now more
than ever to understand our environmental trends so that we can:
move forward with economic development which does not jeopardize

the environment for future generations.
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SENATOR GORE. Well, thank you very much, Mr. Deland.

I have a bunich of questions, and other members of the Committee may
submit questions in writing. If you and your staff would be willing to
respond to those, that would be helpful to us.

I'am going to do my best to resist the urge to debate you on the larger
question of what the Administration is doing and not doing. We have had
that debate on many occasions, and you know that I have very strongly
held views, and I really think it is a great tragedy that the Administration
is not following the kind of policics that they might perhaps follow if you
had your total say in what you might recommend. '

But I have debated with you enough times to know that you will
vigorously defend the President even when rcason and logic point in the
opposite direction. So, I-am going to resist more than that.

I do want to focus in this first hearing of this series on what we know
and need to know about the trends in the environment; how we relate the
information we do have to our economic decisions; and how we can do
a better job of integrating the two. : ‘

First of all, just a general question. How would you assess the overall
trends in the global environment? Favorable? Unfavorable? Positive?
Negative? Stable? How would you describe them?

MR. DELAND. I would describe the trend overall as favorable, but——

SENATOR GORE. You think the ‘global environment is getting better?

MR DeLAND. ——but very quickly couch that by saying that the
magnitude of the problems is increasing and increasing dramatically.

When I use the word "favorable,” I use it in the context of the United
States as but one example, ratcheting down dramatically on emissions
during a time when the economy is growing, :

SeNATOR GoRE. No, please. If you would let me interject, because I do
not want you to answer a question that I have not asked.

I am going to resist debating you about the Bush Administration’s
policies. I hope you will resist the urge to put forward a lot of laudatory
comments about what they are doing.

MR DeLAND. The figures I was using, Senator, or were to use, are
over the course of the last 20 years, speaking beyond any given Adminis-
tration.

SeNaTOR GoRE. I know, but I am not asking about U.S. policy. We
could have a vigorous debate about that, but I want to focus on the
subject of the hearing.

The initial question is about the global environment. Do you believe
that the trends are in a positive direction? I am not talking about policies.
I am talking about the quality of the global environment; the risks being
posed to the global environment; the overall trends with respect to the
atmosphere, the oceans, the topsoil, the diversity of species, the rain
forests, and the ecological system as a whole. Do you believe that the
overall trends are positive now, or negative now? :
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MR DELAND. Well, when. presented in those terms, Senator, I would
say that the risks posed to.the global environment are at a far greater level
now than heretofore in history. I think that is driven largely because the
world economies are developing. =

Not only do we in the "developed world" continue to develop, but we
see a whole host of other nations joining that developed group. Obviously,
as a China, or an India, or Eastern Europe, or Latin American economies
begin to burgeon and grow—as we would all like to see—the world’s re-
sources are ever increasingly strained.

SENATOR GORE. Do you think the trend is negative? You say that the
risks are greater today than they have ever been. I' would agree with that.
Would you also agree that the trends are toward risks that are greater
still? And tomorrow and the next day the risks that you describe as
presently greater than at any time in prior history, will be even greater
than they are today? '

MR. DELAND. I think there is a trend toward greater and greater risk to
the global environment. Quite frankly, I do not think anyone can predict
with any certainty when we might be able to stabilize and hopefully
reverse that trend. It is clearly going to take a concerted effort by the
community of world nations. :

SENATOR GORE. What are the markers of this negative trend that you
describe? What signals tell you that things are getting worse and not
better? What about soil erosion? Would that be one of them? - '

MR. DELAND. Soil erosion would be one. Continuing loss of species at
an ever-greater rate would be another. There are a number of indicators.

SENATOR GORE. What about loss of tropical rain forests?

- =MR. DELAND. The loss of tropical rain forests. The list, as you well
know, is long. : v : _

SeENATOR GORE. What about loss of temperate forests?

MR. DELAND. Yes. ’ :

SeENATOR GORE. What about increasing concentrations- of greenhouse
gases? '

. MR DELAND. That is another potential risk, as you and I have dis-
.cussed. I think the jury is.still out as to the rate and magnitude of global
- climate change, but that is clearly a subject that we need to be very
concemed about.

SENATOR GORE. Well, again, I am really going to resist making-that

‘ _ -topic also topic A as the subject of the hearing. But just to come back to

this point briefly, in describing an-overall negative trend and listing the
- markers that convince .you that that is the case, you would or would not
include among those markers the increasing concentration of greenhouse
gases? -

MR. DeLAND. I would include that as a marker, yes.

SeENATOR GORE. Would you “also include, in spite of the Montreal
Protocol, the continuing increase in the concentrations of ozone-destroying
compounds in the atmosphere?
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MR. DELAND. T would, but I would couch that response by saying that
numbers of nations around the world are making laudable and, I think,
productive efforts to cut back and indeed, as you know, phase out the use
of CFCs.

SENATOR Gore. Would you include rapid increases in population
among those measures?

MR. DrLAND. T would, just as increased economic development strains
the world’s environment, so too does increased population.

SenaTOR GoRE. Would you include the depletion of the world fisher-
ies?

MR DEeLanD. I would, yes. :

SENATOR GORE. Are there other measures that come to mind?

MR. DeLAND. T think you have given a fairly comprehensive list, Sena-
tor. There are clearly other indicators, and in almost any area of the
environment in which you choose to look.

SeNATOR GoRe. There are, indeed. A comprehensive list would be
much longer than the one you and I have cobbled together in this ex-
‘change.

With respect to the items we have listed, how do you measure the
trends that you believe are negative in each of the cases we have men-
tioned? Do you have a diverse set of sources for the information that you
base your analysis on? How would you describe the way you go about
monitoring these trends?

MR. DELAND. I obviously have a diverse set of sources, depending on
the particular issue that you allude to. I think that gets to the heart of a
concem that I believe you and I share; namely, to consolidate the data
banks upon which we all draw to come to the conclusion that we just
have together in the indicators that you have mentioned.

SENaTOR GORE. Well, gathering general information of the kind that
will support a general assertion that things are getting worse is one thing;
but gathering specific information that can be quantified in a reliable way,
tracked from year-to-ycar, and presented in a format that makes it useful
for economists and policy makers, that is something else again,

You and I agree that the kind of data we collect should move more
toward that second category and not remain in the first one,

When the information is related to economic decisionmaking, there are
really two challenges. One has to do with the quality of the information,
and the nature of the information. Then, the second challenge has to do
with the conceptual framework that is used to relate issues in the environ-
ment to issues in the economy. A lot of those will be discussed in further
detail at later hearings, although we will get into it a little bit today.

What progress have you made on the congressional directive to en-
courage natural resource accounting for the United Nations, OECD, and
the U.S. Development Agency? That is one specific directive that you
have been given to relate environmental information to economic deci-
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sion-making, and you referred to it a little bit in your statement, but if
you could briefly summarize that. '

MR. DELAND. I think the progress has been by consolidation or assimi-
lation of the various entities that are in the data collection business, first.
And then second, trying to come to grips—although we have by no
means met this challenge—with the concept of natural resource account-
ing. How do you indeed quantify, measure, and evaluate the various
components that are part of the risk areas that you and I have just dis-
cussed? That is an art or a science that is very much in its formative
stages.

SENATOR GORE. You mentioned that the Bush Administration has sup-
ported the construction of satellite accounts by the United Nations to
accompany the same old definition of gross national product. Why not
change the definition of "gross national product"?

MR. DELAND. Well, I think that is something that, in my judgment,
ought to be evaluated and seriously examined. I do not think we are at a
stage, at this point, when either this Administration or this Congress-is
prepared to implement that, but I think that that is a question that is a
valid one, and a serious one, and ought to be pursued.

SENATOR GORE. Well I have glven similar answers at times when I did
not want to give a "yes" or a "no.”

The fact is that it is not up to the Administration or the Congress to
change the way the United Nations constructs its accounts, but the posi-
tion of the United States Government within the United Nations is ex-
tremely important to what happens there.

When you say it ought to be evaluated, you know, of course, that the
United Nations has a regular procedure for evaluating changes in the
definition of "gross national product,” and it comes around every 20
years. We are in the midst of one such evaluation right now, and some
have argued that gross national product should be changed. The way it is
defined completely ignores the environment, and it is ridiculous to contin-
ué with the current definition. And the United Nations says, you know,
you have a good point. Twenty years from now we will get around to
that. If the United States says that we should simply evaluate it, is that
not the equivalent of saying we do not support a change in the definition
for another 20 years? ,

MR. DELAND. No, I do not think that is equivalent, because I think
before making a change of that magnitude one does need to give it
careful scrutiny.

Now, clearly I would be among those that would feel very strongly
that the indicators of the type you allude to ought to be included. But I
represent an environmental voice, not an economic voice. There are other
sides of this equation that ought to be heard. I think this is a subject that
does deserve very careful consideration.

SENATOR GORE. Just to translate the issue into common, everyday Eng-
lish, as I understand it, if you are a small country with a million acres of
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rain forest, and you decide to cut it all down this year and sell the lumber,
the money you get for sclling the lumber is included on your national
balance sheet as income. Your expenses will include depreciation on the
chain saws that you used to cut down the rain forests and the truck you
used to take it to the port, but it will not include depreciation on the rain
forest itself. And nowhere on that national balance sheet called "GNP"
will there be an entry reflecting the fact that it is gone. If you want to cut
it down next year and sell it again, you cannot do it.

Since the United States Government and the World Bank and a lot of
other international institutions use gross national product as a guide for
deciding what is a good loan and what is a bad loan; what policy on the
part of a developing country it will support and what policy it will not;
why should we continue using such a ridiculous measure?

- Mr DeLaND. Well I think as I said, Senator, that we need to "evalu-
ate"—which is the best word that comes to my mind—that practice and
to have an open and honest and forthright discussion on it.

SENATOR GORE. Well, let us do that.

MR. DELAND. We are clearly in agreement that the rain forests need to
be preserved. There are numbers of ways of doing that. The change in the
accounting system that you have mentioned is but one.

Others include sensitizing, as is happening, happily, in the World
Bank, as it makes its loans around the world to environmental concems,
and numbers of other methods that need 10 be drawn into the overall
equation on a day-to-day basis. . .

SENaTOR GORE. Well, in order to evaluate it and discuss it forthrightly,
let us just do that right now. That is one of the things this hearing is all
about. . i ' .

First of all, in terms of the plain-English ¢xample that I used, do you
have any quarrel with the description that I have given you? _

MR DEeLaND. T do not have a quarrel with the description, but I again
rciterate that I, as Chairman of the Council on Environmental Quality,
represent but one of the many interests that needs to be factored in when
one looks at a change of the magnitude, such as reorientinig the way we,
as a group of nations, consider gross national product.

I would want to talk to some economists who know more about the
economic aspects than I do, for example. ,

- SENATOR GORE. Well, but you, as head of CEQ, would agree that it is
ridiculous to ignore the depreciation of that rain forest in calculating the
gross national product in the example I gave, would you not?

Mr. Deland. I would agree that we need to very carefully consider the
depreciation of that resource, yes. :

SeNaTOR Gore. And include it in the calculation of gross national
product? R

MR DELAND. Yes, I would be one who would advocate that. But as I
said, I am but one—— -

SENATOR GORE. You are but one voice in the Administration.
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MR. DELAND. Well, not just the Administration. I am but one voice in
a world community, all of which needs to look at it in concert.

SeENATOR GORE. Now, is your voice heard when the final review of
environmental regulations comes? Are you on the Council for Competi-
tiveness?

MR. DELAND. I am not a formal member of the Council. I attend and
participate in its meetings. The formal membership, I believe, is five or
six.

SENATOR (GORE. They have the final word on environmental regulations, do they not?

MR. DELAND. No, that is not the case. They have a voice; and a strong
voice, but not the final word.

SENATOR GORE. Well, I guess that is another-one of those -issues that
would be best for us to avoid debating because it would take some time.
But the CEQ is supposed to play a key role. If these decisions are made
with respect ‘to environmental regulations when economists say, well,
economic policy has to override environmental considerations, it seems
to me that the person who'is in charge of articulating the environmental
concems ought to be at the table, as a member of the group, which is
passing judgment on whether these regulations are allowed to go forward
or not. :

MR. DELAND. I am at the table, Senator.

SENATOR GORE. Well——

MR. DELAND. And to—— '

SeENATOR GORE. Have you had any victories you could point to with
that Council?

MR. DELAND. ——t0 amplify, if I may, when economists state that
natural resource accounting is not a known science—and as I mentioned
earlier—when resources are traded in a market place, yes, there is some
understanding. But when they are not traded in the market place, we have
great difficulty in knowing-how to quantify both values and functions. We
are just in the formative stages of developing that line of thinking, either
conceptually or scientifically. :

- At the risk of raising an issue that you and I may differ on, on the
. specifics, in the President’s recent proposal on wetlands, there is a provi-
‘sion for the categorization of wetlands, and also for banking and trading

wetlands, somewhat similar to the acid rain component of the Clean Air

Act. Clearly, that poses a substantial challenge to policymakers over the

course of the next 18 months to come up with a specific operating frame-
- work. I would hope that we could work with you and your colleagues to
do just that. ' '

But assuming, for example, that you are able to categorize wetlands in
say, for example, three categories, then do you allow banking of wetlands
. across categories? And if you do, is a Class B wetland worth one acre of
Class B, or worth 2, 4, 6 acres of Class C? How do you quantify?

- SENATOR GORE. Well, now those decisions were made by the Council
on Competitiveness, right? :
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MR. DELAND. No, that is——

SenaTor GORE. Well, did they not play a key role in mat‘?

Mr. DEeLanD. I think you may be confusing, Senator, the Delineation
M‘g‘r:mal on the one hand, and the President’s policy proposals on the
other.

SenaTOR GORE. 1 am talking about the policy.

MR. DeLAND. Well, the policy sets forth a new scheme to protect
wetlands in this country.

SenaTor Gorg. But did not the Council on Competitiveness play a key
role in establishing that policy?

MR. DELAND, It had "a" role. It was not the dominant role in that
policy.

SenaTorR GoRE. What about with respect to the recent lead exposure
decision?

MR. DELAND. 1 am not sure to which one you refer.

SenaTorR GoRre. The policy that was announced on how to deal with
lead exposure.

MR. DeLAND. I would have to check on that, Senator. I am not——

Senator Gore. Did you play a role in that? '

- MR Dsranp. 1 have been instrumental in looking at lead risk across
the Federal Government in working with HUD, HHS, EPA, and various
other agencies, but I do not recall the specific to which you refer.

SenaTOR GoORE. It was an EPA release of regulations on levels of lead.
You are familiar with that, are you not?

[Pause.] _

MR. DELAND. I am not surc whether you are referring to lead in soil,
or lead in houses. There are numbers of different lead initiatives.

SenaTOR GoRE. Well, an aggressive program was recommended, but
the Administration’s policy, where houses were concemed, was to remove
it from the Vice President’s house, but that was the only one, as far as |
can tell.

But the overall policy was really what I am gemng at here. I do not
want to digress too much on this. The narrow point I am pursuing here
is that when environmental policy and economic policy are brought
together, one place where they are brought together is in the Council on
Competitiveness.

Often they are brought together in the review of regulations that the
Administration passes judgment on. When that takes place, you are not
a formal member of that group.

Now, if they say, hey, Mike, why do you not come in and sit and
listen to what we are talking about here, that is not the same thing as
‘being a member of the group and having a formal role to play.

Similarly, if you say, on the Administration’s policy with respect to
environmental accounting at the United Nations, your voice is only one
of many in the Administration. When the Admuustmnon s policy is

51-706 0 - 92 - 2
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presented to the United Nations, it is not presented as eight - different
opinions on this.

‘The Administration’s policy is a smgle opinion adopted by the Presi-
dent. The opmlon expressed on that issue was evidently contrary to what
your oplmon is. What I am getting at is, how does the environmental
perspective that you represent within the Administration get reconciled
with the other perspectives that are so frequently hostile, or seem to me
to be hostile to the environmental perspective?

MR DELAND.. Well, as I mentioned, Senator, if you are referring just
to the Council on Competitiveness, it is a small group, as formally consti-
tuted, and I think rightly so. I am not a formal member, nor is Adminis-
trator Reilly, nor is Jim Watkins, Secretary of Energy. But the reason for
that is s1mple, that we represent particular areas that are, yes, critical but
are on occasion narrow in scope.

What I can say is that the Competitive Council does not, contxary to
some misinformation, have the final say over envifonmental policy, and
in every instance in which the environment is being discussed; Bill Reilly
and Mike Deland are at the table, just as is Jim Watkins, when energy
issues are being discussed. So, I do not think it is accurate to say that
there is a lack of input from those of us who have a responsibility to look
at particular pieces of the govemment—w1de regulatory structure. ‘

SENATOR GORE. What improvements in envn'onmental information-
gathering would you like to see? -

MR. DELAND. Well, first I would like to see increased coordination of
environmental information-gathering on the issue that you and I discussed
earlier, that of global climate change research.

When this Administration took office, there was much research being
done throughout the Federal Government in various pockets—at NOAA,
at NASA, and many, many others, but not being done with coordination.
It is now being coordinated, as you well know, by Alan Bromley, the:
President’s Science Adviser.

Similarly, in other areas of the environment, I would submlt that there
ought to be that kind of coordination. I think that CEQ is a natural entity
to do much of it. I think if we were to look much more exhaustively, as
I strongly feel we should, across the government that we would find areas’
in which there is a duplication of resource, and hence a waste of taxpayer
dollars.

I submit we also might well find pockets of gross omission that we
really ought to be focusing our attention on, and we are moving in that
direction. But we are a long way from where I would like to see us as a
government. .

SENATOR GORE. Are you aware of any cases within the Admnustratlon
where environmental information has been suppressed or presented ina
less than candid way?

MR. DeLAND. No; I am not.
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SenaTor Gore. If information resulting from environmental monitoring
is presented candidly, sometimes it carries with it implications that discon-
cert people who do not want to have to do anything to s8top the trend
reflected in the data. You understand what I am talking about there,

How do you protect the integrity of the process by which environmen-
tal information is collected and presented from the kind of backdoor
influence that special interests can exert if they feel threatened by the
implications of newly gathered information?

MR. DeLanD. Well I think that gets to the heart—or to use an analysis
that Bill Ruckelshaus often spoke to—the distinction between "risk assess-
ment” and "risk management."

Clearly, we in this Government, any govemment, have a responsxbxhty
to collect solid, scientific information, and that information ought to be
disseminated widely, so it can be scrutinized and criticized from all
quarters.

However, when you get to the next step—namely, makmg pohcy
decisions that are predicated upon that information——that then is quite a
different process.

Just as two scientists could differ, and often do differ on information
collected, policymakers differ on how to use that information. But I think
all of it needs to be done in the open, so that all parties have an opportu-
nity to make their views known.

SeNATOR GORE. Well, yet another issue that we could debate, and will
not hear today, involves the way in which one might politically insulate
this Bureau of Environmental Statistics and the new cabinet-level EPA.

There are so many issues that would get us into a heated discussion.
I am not shying away from them because I would not enjoy that, but
simply because we will have plenty of opportunities to do that other than
today, and I want to try to keep——

MR. DEeLAND. 1 know you have never shied away from heated discus-
sions, Senator.

{Laughter.]

SENATOR GoORE. Well, no, not at all. But I do want to keep right on the
track of this hearing today.

I am quite concemed about the way in which environmental informa-
tion is used in the Administration. Now, you say it needs to be collected
and disseminated. Do you feel an obligation to present it forthrightly? 1
assume that you do.

MR DeLanp. Of course I do.

SeEnaTOR GORE. Now, I was concemed about the way the Administra-
tion presented its analysis of the environmental trends that would flow as
a result of the climate change strategy. For example, when the meeting
was held at Chantilly, the U.S. presented some environmental statistics”
that purported to describe the results of CEQ's analysis of what would
happen to greenhouse gas emissions, as a result of the policy changes
recommended in the President’s plan.
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You said, and I quote: '

The actions that are currently included in the- U S. chmate change strategy

.- will result in U.S. greenhousegasemmsmnsmtheyearZOOObemgequal

_ to.or below the 1987 level.

.- That is-an accurate quote, is it not"

- MR. DELAND. Yes: .

SENATOR GORE. That implies that the greenhouse gas emissions will be
stabilized by the year 2000 at the 1987 level. Does that not imply that?
" MR DELAND. It clearly does, yes. And ——

SENATOR GORE. But actually, the stat1sucs do not support that state-

‘ment.

" As head of CEQ, when you present your mterpnetauon of the environ-
mental statistics at a world forum representing the position of the United
States of America, it seems to me that it is wrong to be misleading in
your presentation. It is my understanding that——

- MR. DELAND, Well, Senator, I certainly was not misleading.

SENATOR GORE. Let me finish my statement——

MR. DELAND. 1 would like to hear what——

SENATOR GORE. ——and then I want you to respond fully. The statis-
tics showed that the decrease in CFCs, mandated by the Montreal Proto-
col, that will come most sharply by the year 2000 will, as an incidental
and important side effect, reduce total greenhouse gas emissions in that
one year to the 1987 level, but that immediately after the year
2000—indeed, in the year 2001, because that easy gain will be out of the
way—the greenhouse gas emissions will shoot right back up again. And
that, in fact, in the year 1999 they will be above the 1987 level. And in
the year 2001, they will be above the 1987 level. And in every year after
2000, under the Administration’s strategy, they wﬂl continue chmbmg
rapldly, but—— }

MR. DELAND. Senator——

SENATOR GoRE. If I could just finish, briefly.

- But in the year 2000—the preposition "in" being yours, and apparently
carefully selected—the emissions will be equal to or below the 1987 level.
_ But that is the only year for which that is true. Now, is that an unfair

. analysis?

‘MR. DELAND. It is an inaccurate analysns, Senator.

- SENATOR GORE. All right.

" MR. DELAND. In that I was very careful to couch, and will reiterate
now, that as part of the overall greenhouse gas emission equation and
reduction of them is the President’s proposed National Energy Strategy.
And if that strategy is adopted as presented to the Congress, not only will
the-greenhouse gas emissions be equivalent to or below those of the 1987
levels, they will be equivalent to or below the 1987 levels in the year
2030, which is about as far as any of us can project. So, Istandbythat
statement, Senator.

SENATOR GORE. What about the year 2010?
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MR DEgLanD. If the NES is implemented, as pro

SeNATOR GORE. No, no. What about the year 2001 through 2020? will
they be below the 1987 levels then?

MR DEeLanD. I would have to get back to you on specific years.

SenaTor Gore. I have your specific years here. I mean, I have your
documents. Your own documents indicate that that is not the case; that in
fact the way I described it was accurate, and that your amendment to my
description that focuses on the year 2030 assumes not only that the
Administration’s program is adopted, but that a lot of things arc done that
are not in the Administration’s policy, such as dramatic decreases in auto
and truck mileage that the Administration’s own analysis says in the
report will not be accomplished without measures, which were specifically
rejected in the formulation of the plan.

I mean, I will provide your people with the analysis that I am using
here. It is from the Administration. Let us leave aside the 2030 business,
and let me come back to the years, let us say, 1995 and 2005—the §
years prior to 2000 and the 5 years after 2000. Is your statement true of
either of those years? You see, what this is about is how environmental
statistics are used and how they are related to economic decisionmaking.

If the relationship between environmental statistics and economic
policy is one in which environmental statistics get wrapped up in a shell
game and are simply obscured and used in a real tricky fashion to try to
justify economic decisions that are made for completely different reasons
unrelated to the envxmnmem, then that is the kind of practice that ought
to stop. I think this is an example of that.

MR Deranp. Well clearly, Senator, it is not a shell game, and it is not
a tricky practice. You well know, as you have stated, that when CFC’s
are phased out, that there will be a reduction in a given year. But if you
look at the statistics, and you look at the trend, the statement that I made
holds true looking out to 2030——

SenaTOR GOrRE. OK——o

MR. DELAND. ——and I do not think there is anything mxsleadmg
about that,

\ SENATOR GORE. OK. Wait a minute, Mr. Deland. What environmental
statistics are you using as the basis for your statement, that greenhouse
gas emissions will remain stabilized at 1987 levels after the year 2000?
Is that what you are saying?

MR. DELAND, What I am. saymg is that in the year 2030—and there
will be some fluctuations——

- SENATOR GORE. Let’s stay off 2030 for a minute. OK?

In the year 2001, are you saying that in the years 1mmedxate1y follow-
ing the year 2000 that greenhouse gas emissions will remain stabilized at
1987 levels, or not? Are you saying that?

MR DeLanp. I would have to recheck the figures on that. Clearly—

Senator Gore. OK, let’'s——
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MR. DeLAND. —if the economy continues to grow, as we would all
like to see and as is projected, there is the potential for an increase of
emissions. But the overall trend, as I just asserted, looking out to the long
term, is one of either stabilization or of decline.

SeENATOR GORE. OK. I will pause while you recheck the figures.

MR. DELAND. I do not happen to have the figures available here, Sena-
tor.'I will have to get back to you.

."SENATOR GORE. How do you know, if you have not asked your staff"
W_hy do you not take a couple of minutes to recheck the figures?

MR. DELAND. I do not happen to have those figures, I do not believe,
with me. They were developed by the Department of Energy, and I would
be-glad to respond to you. I was not aware of this line of questioning
-when I arrived today.

SENATOR GORE. I do not think the statistics that the CEQ has supports
the statement that you are making. I think it serves as an example of how
environmental statistics are misused to support economic policy decisions
that are made for reasons that have little at all to do w1th the environment.
Moreover——

_ MR DEtLAND. Senator, I agree that statlsucs can be misused, but I will

stand by the statements that I have made. I would be glad to supply you
with that information from the Department of Energy and other govem-
ment entities that do verify the statements that I have made.

SENATOR GORE. Well, Mr. Deland, the reason I am pursuing this is be-
cause I do not think it is right for you or the Administration to misuse
- these statistics to mislead the rest of the world that was gathered at that
~ conference and the American people into believing that the policy an-
‘nounced at that conference was a step forward, when actually it was a

" step backward.

MR. DELAND. Senator, I beg to differ with you. Number one, I would
submit it is not misleading; second, I would assert that it is a step for-
ward; and third, I would assert that if one were to compare the record of
the United States Government in this area and look not at the thetoric but
at the reality of the situation, you would find that our policy stacks up
favorably with any nation in the world. Let me use but one example.

- SENATOR GORE. I do not want to get into a lengthy discussion on com-
parative analysis of our policy and the policies around the world.

MR. DELAND. Well, Senator, you have opened that up. You have ques-
tioned the integrity of the use of statistics by the United States Govern-
ment, and I assert that you are simply inaccurate in that assertion.

SENATOR GoRE. All I am asking you to do is to produce the statistics
upon which you base the statement.

MR. DELAND. And I told you I would, Senator, and I will.

SENATOR GORE. Well, you said at the same moment, when your staff
was leaning forward to consult with you, that you did not have the
statistics before you. I have your statistics right here. This is not a big
" mystery.
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MR DeLaND. I was prepared, at your request, to discuss natural re-
source issues, and I did not come up here with statistics on global warm-
ing..

.1 would be glad to go back to the office and get them, andlwxll but
I do not have them here.

SenaTor Gore. Well, we will look forward to your supplementary an-
swers on this. But as I said before, we have the statistics right here. 1
wish to reiterate that they were misused.

Insofar as it is your responsibility to advise the President on the
environmental statistics that form the basis of statements like this, this
showed up in a statement by President Bush himself to the delegates from
around the world who were gathered to begin this negotiation, and I
quote: :
Us. gxeenhouse emissions ... The actions that are included in America’s
chmatechangemxegyampmpcxedtoxesultmljs greenhouse gas
emissions in the year 2000 being equal to or below the 1987 level.

Now, I personally am embarrassed when the President of the United
States presents a document that is wonhy of a fast-talking funeral insur-
ance salesman; misleading, because it is carefully constructed to conceal
rather than to illuminate, and I think we have a right to expect’ that the
agency within the Federal Government responsible for the integrity of
environmental statistics prevent this kind of shell game.

Now, when I asked you about it, you said you do not have the statis-
tics. You will have to go back and check. You do not know.

What I would like to see is a new approach, where this kind of infor-
mation is not just used to sell something, but is really integrated into the
decisionmaking process. I do not think that was done in this case.

MR. DELAND. Well, Senator, I beg to differ with you, and I can assure
you that there was no intent to mislead. The statement, as presented, is
an accurate statement. And when you put it in conjunction with the

-projection out to the year 2030, I do not think it is a misleading statement
at all.

Senator Gore. Well, 1 am not going to beat a dead horse on that be-
cause I think the record is clear, and I will look forward to your'supple-
ment.

MR. DELAND. Well, you and I obviously differ on what is clear or is
not clear in the record, Senator.

SenATOR GoRi. Why does the CEQ disagree with the need for a
Burcau of Environmental Statistics in the Cabinet-level Department of the
Environment?

MR DeLAND. The CEQ does not disagree with that. We have voiced,
in the past, the possibility that such a Bureau might well be housed—and
I realize this is a parochial, provincial statement—in CEQ. But we clearly
feel strongly that there ought to be a Bureau, and I think there is a rea-
sonable difference of opinion as to where'it ought to be. I think it could
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be in an EPA, but one can make anatgumentthatitoughttobeanemity
that reaches beyond the boundaries of just any one given agency.:

If you are looking at environmental statistics, you need to look, yes,
at those from EPA, but also those from the Department of Interior,
NOAA, NASA, and from numerous other entities: And so, I think the
case can be made to house it in an entity that has overview responsi-
bilities. One could also make a case that it ought to be housed ina totally
new, different, independent entity.

‘But CEQ does not disagree, if that was your question, Senator that
such.a Bureau ought to be created and created soon.

SeNATOR GORE. Do you think it should be msulated from pohncal'
influence on the part of the White House?

MR. DELAND. As 1 stated earlier, clearly, when you are collecting
scientific mformatmn, it ought to be collected in a- scientific setting,
drawing upon the best science; and there should not be economic, or
political, or any other intervening considerations. It ought to be dommated

. -by science.

SENATOR GORE. And in a perfect world, it would be w1thout any
msuumonal mechanisms. But do you think this office should be formally
insulated from political i influence exerted by the White House? :

MR. DELAND. I do not think a formal insulation needs to be made, be-
cause I do not think there is any undue influence being exerted by ‘this
Administration or indeed past Administrations; that the science speaks for
itself. Information that is collected is collected openly and is available for
all to scrutinize and to evaluate.

SeNaTOR GoRE. Well, I think it ought to be insulated, because I think
the integrity of the statistics is vulnerable if economic decisions are

pending that would be influenced by information that 1mp11es the need for

_ tougher regulations.

MR. DELAND. I think, Senator,whatyouarednvmgat,andlamnot

-sure that we have really come to grips with it, is at which point in a

_process of policy considerations do scientific data come to bear.

1 think, whether it be this government or any govemment, whether it

- be a private entity, that at some point policy determinations need to be

made.
For example, when the Nauonal Wildlife Federation is making a policy

‘statement, it is predicated first on scientific information. But then Jay

Hair, and others of a policy nature, have an input, as they should.

SENATOR GORE. Well, the information itself, as soon as it is gathered,

- sometimes carries powerful 1mphcattons for policy. You would agree with
- that, would you not?

MR DELAND. Well, of course, it does. But information, when it is
gathered, as I said, is open to all to view. If there are gaps in that infor-

* mation-gathering process, any that have noticed them or feel that they are,
"have ample opportunity to register their views.
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SeNaTOR GoRE. Well, the process of data collection, analysis, and
dissemination is a complex process not confined to a mere clerical role
of writing down numbers as they are read off the instruments. The design
of the questions is fraught with political implications on many occasions.
And the way in which the preliminary analysis is conducted, similarly,
has many implications. I just feel that that proccss should not be open to
political manipulation.

MR. DEeLAND. T agree with you wholeheartedly, Senator.

SenaTOR GORE. And I do not think it can be protected by good inten-
tions, alone. I think that some institutional insulation is necessary.

Now, you talked earlier about the U.S. position on the United Nations
reformation of "gross national product,” and you said your voice was only
one. When will the U.S. position be expressed?

[Pause.]

MR. DELAND. I can’t give you a specxﬁc answer on that, Senator. It’s
in its formative stages right now.

SenaTor Gore. Will it be expressed before this 20-year review is over
with? Or will it have to wait for the ncxt 20-year cycle?

MR. DELAND. T would clearly hope that it would be expressed beforc
then, but I can’t say with certainty that it will be. '

SeNaTOR GoRE. Do you know when that process will be concluded?

MR. DeLanD. 1 don't, Senator, no.

SenaTOR GORE. But you would like to see the U.S. posmon expressed
before it is concluded for this 20-year cycle?

MR DeLAND. I personally would, yes.

Senator Gore. How will you go about pressing that view, or will you?
Or is it just a private view? -

MR. DELAND. No, it’s not a private view. As this issue is dxscussed I
will have ample opportunity to make my views known and will do so.

SENATOR GoORE. Where will it be discussed?

.. MR DELAND. I can’t give you the final forum on it. As I said, it’s still
very much in the early stages.

SenaTOR GoRre. Is it the kind of thing where the President would say,
‘Mike, come on in; I want to get Dick Darmman in here, and the Secretary
of the Treasury, and Bill Reilly. Let’s finalize our position on this thing.
That’s not going to happen, is it?

MR DELanD. It could. Given the other demands at the moment on the
President’s time, I don't see that as a likely scenario in the next—

SenaTor Gore. Nor do 1. So, clearly, there has to be some institutional
mechanism below the Oval Office. Is there one?

MR. DeLAND. Well, there are numbers of mechanisms, depending on

- the issue. The Compennveness Couril, as you well know——

SenaTorR GORE. But you’re not on that.

MR DeLAND. Well, as I said, Senator——
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SeENATOR GORE. You're invited to come in, but since you’re not on it,
you have to wait for them to invite you. So, presumably, you can’t put
this on the agenda of the Council.

MR. DeLAND. That’s not so. I can go to the director, executive director
of the Council and make known my wishes to put this or any other issue
on the agenda.

SENATOR GORE. Is there an altemnative route open to you?

MR. DELAND. There are several policy avenues within an Administra-
tion that ad hoc discussions between myself and Bill Reilly and any
number of people, whether it be Secretary Watkins or Mosbacher or
whomever, could lead to focused attention on a given issue, and that
happens on a regular basis. There is no set established mechanism that
dominates policy development in this or, to my knowledge, any other
administration.

. SENATOR GORE. I'm not getting a feeling that this is going to happen.
Am I on the right track there?

MR. DELAND. As I said, I can’t tell you with any certainty, Senator It’s
an issue that I know is of increasing interest.- Whether, indeed, there is a
decision in the timeframe that you would hke to see, I simply cannot state
with certainty. 1

SENATOR GORE. Well, it’s the time that you sa1d you would like to see.

MR. DELAND. And the timeframe that I would like to sce.

. SENATOR GORE. Are you going to do anything about it?

MR. DELAND. I will, yes.

SENATOR GORE. OK. Let me say that we’re going to move on to our
next two witnesses as a panel. I feel very strongly about these issues, Mr.
Deland. I do feel, as you know, that the Administration has been mishan-
dling them and I do have a great deal of respect for you as an individual,
and I wish you well. But as you can tell \from our many debates and
today as well, I feel that these issues are not getting the kind of advocacy
and attention within the Administration that I would like to see.

I appreciate your appearance here today. And I hope that, as this series
of hearings continues and focuses on specific examples of how the envi-
ronmental statistics and economic pohcymakmg can be integrated, your
office will continue to provide input on these issues. And I appreciate
your appearance here today.

MR. DELAND. Thank you, Senator, and I appreciate the opportumty
And I will just say, in leaving, that there has never, nor will there ever be,
an attempt on my part to be misleading. And on any issue, whether
environmental or other. And.I can look you in the eye and say with
certainty that I or, to my knowledge, nobody else in the Adminislration
was misleading on the issues we have discussed.

So, the Bush Administration simply does not work that way. As I
think you know, the President is an honest, straightforward person, and
he would have the head of anybody that he felt was being mlsleadmg We
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simply have not done that, nor would we ever. Nor would I personally
ever.

I do look forward to continuing to work with you, and we will do our
very best to make available to you any and all that CEQ, or the govem-
ment has that is of inferest to you.

SENATOR GORE. I am prepared to believe that the President supposed
that the environmental information available within the Administration
supported the statement that was written for him. Unfortunately, he was
mistaken if that’s what he believed.

MR DEeLAND. Well, Senator, I can’t resist. We differ——

SENATOR GoORE. We'll hold the record open. We've made that abun-
~ dantly clear.

Mgr. DeLAND. ——on that conclusion.

SeNaTOR GoRE. We will hold the record open, let me make it clear, for
your supplementary Tesponses, after you have had a chance to consult
with your staff, look at the statistics, and attempt to support the assertion
that the greenhouse gas exmssxons will remain stabilized under the plan
after the year 2000.

Thank you very much.

MR DeLanD. Thank you, Senator.

[The following supplementary responses were subsequently supplied
the for record:]
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. MR. DELAND'S RESPONSE FOR THE RECORD

EXECUTIVE OFFICE OF THE PRESIDENT
COUNCIL ON ENVIRONMENTAL QUALITY
WASMINGTON, D.C. 20500

Michaet R. Deland January 10, 1992

(202) 395-5080
Chairman -

The Honorable Al Gore, Jr.
Joint Economic Committee
United States Congress
Washington, DC 20510-6602

Dear Senator Gore:

This is in response to.your letter of September 27, 1991, .
" concerning issues you raised at a hearing of the Joint Economic
Comnittee on the subject of incorporating environmental quality
concerns into economic indicators. At that hearing and in your.
follow-up letter, you suggested that the Administration was
presenting selected, confusing, and even contradictory
information to the American public on the components and
projected yields of the US climate strategy.

While this subject is complex, and while these complexities
are compounded by continuing evolution of the underlying science,
the Administration has never and will never attempt to obfuscate
the record. Rather, the Administration has rejected efforts of
some to oversimplify these issues and has created policy based on
the most current scientific information.

To respond to the comments in your letter, I would note the
following: There is no basis for the suggestion that the
measures outlined in the brochure "America's Climate Change
Strategy: An Action Agenda" conflict with the measures outlined
in the Administration's National Energy Strategy (NES). Rather,
as is clearly indicated in the NES document, the NES analysis
incorporates all policies outlined in the brochure. The results
of the two analyses are consistent for the period of time and set
of measures that the two documents have in common.

To underscore the methodological soundness of the NES, I
would call to your attention the fact that the Congressional
Research Service (CRS) recently reviewed the Administration's
analysis of the energy implications of S. 1220. This analysis
was used to provide estimates of the global warming potential of
these actions and was the same methodology used for the NES. CRS
found the Administration's estimates to be sound.
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The Honorable Al Gore, Jr.
Page 2: January 10, 1992

You will find attached answers to the four specific
questions posed in your letter. I hope that they will be of use
to you and your colleagues on the Joint Economic Committee.

Sincerely,
/ v’7'

Michael R. Deland
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1. what elements are shared by the Climate Change Strategy. and
the National Energy Strategy, and which are unique to each
proposal?

All of the specific actions included in the brochure
"America's Climate Change Strategy: An Action Agenda" are
incorporated in the analysis in the National Energy Strategy
(NES). The NES also includes additional actions -- for example,
natural gas regulatory reforms, renewable energy research and
development, and nuclear regulatory reform -- that were projected
to result further decreases in net greenhouse gas (GHG)
.emissions. Many of these decreases are greater in the longer
term (after the year 2000). .

Although the climate strategy publication and the NES ,
incorporate many of the same actions, they differ somewhat in
their methodology. For example, the greenhouse gases used in
modeling the two strategies are different. The climate strategy
brochure considers the greenhouse gas role of volatile organic
compounds and nitrogen oxides, whereas the NES does not.
Moreover, the economic assumptions used in the two analyses
differ slightly. For these reasons, the results reported for the
year 2000 differ slightly in the two documents.

Additionally, both documents apply the Global Warming
potential (GWP) coefficients (and the 100-year integration
period) developed by the IPCC and published in its 1990 report.
The science underlying these GWP values continues to evolve and
change, and in some cases new scientific developments will
require subsequent refinement of projections for future
greenhouse gas: emissions. Some changes will be developed as part
of the IPCC 1992 assessment update (due to be released in
February 1992). Other changes will require more protracted
analysis. (See discussion of this issue in remarks of Professor
Bert Bolin, Chairman of IPCC, at the December 9 opening session
of the Intergovernmental Negotiating Committee for a Framework
Convention on Climate Change -- page 3 of attached text.)
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2. Which gases are included in the Global Warming Potential
index described in the NES, and what weights are used in its
construction?

The NES uses the GWP coefficients for the 100-year integration
period, as published in the UN Intergovernmental Panel on Climate
Change's 1990 Scientific Assessment. The IPCC values are:

Carbon dioxide 1
Methane 21
Nitrous oxide 290
CFC-11 3500
CFC-12 7300
HCFC-22 1500
CFC-113 4200
CFC-114 6900
CFC-115 69500
HCPC=-123 85
HCFC-124 430
HCFC-125 2500
HFC-134a - 1200
HCPC-141b 440 -
HCFC-142b 1600 ”
HFC-143a 2900
HFC-152a 140

CCL4 1300
CH3CCL3 100
CF3Br 5800

CO as €02 2
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3. what are the numerical values for all of the GWP components
in the years 1990, 2000, 2010, 2020, and 2030?

NES Actions Scenario
(Energy-related emissions in TgCO2e)

1990 2000 2010 2020 2030
co, 4527 5096 5506 5747 5737
co 455 512 553 . 577 576
CH, 626 556 605 608 569
N,0 17 20 23 24 26
CcFc™ 1689 360 179 5 2
HCFC™ 144 299 366 470 172
Total 7458 6843 7233 7431 7082

‘*' Tncludes halons
*® Includes HFC

TgCO2e means terra grams of carbon dioxide equivalent.

As noted in the response to question 1, the NES analysis is based
on the IPCC GWPs. These values are likely to change. Figures

shown above reflect the best available science at the time of the
NES analysis. -

-
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Attachment
REDUCTIONS IN GREENHOUSE GAS EMISSIONS
DUE TO INDIVIDUAL NES ACTIONS
(GWP weighted energy related emissions, Tg CO' eguivalent)

Greenhouse Gases
YEAR €O CO CH' NO

Current Policy Base Case Emissions 2000 5313 534 728 21
2030 8649 869 789 42

EMISSIONS REDUCTION RESULTING FROM:*

Ratural Gas Reforms 2000 40 4 [ o
2030 44 4 [¢] 1
Waste to Energy . 2000 26 3 2 o]
2030 164 16 14 2
Alternative Fuels 2000 41 4 [ 0
~ 2030 751 75 3 2
Integrated Resource Planning 2000 47 5 11 0
- 2030 485 49 29 3
7 Industrial Efficiency . 2000 o o o 0
) 2030 347 35 20 2
Nuclear Power 2000 1 0 0 )
~2030 1013 102 51 7

All NES Actions Combined#** 2000 217 22 172

o b

2030 2912 293 220, 1

*Note: Reductions due to individual actions are not addictive.
This table does not include CFC or HCFC estimates; most of
the reduction of these gases is included in the Current
Policies Case.

** Includes a projected action to control volatile organic
emissions from landfills that alsc results in methane emission
reduct}ons.



47

M. President, Distinguished delegates, Ladies and Gentlemen

{ have been given the opportunity to present to the Committee the status

of the continuing work of the IPCC at 2ll previous sessions of the INC, I am happy to
be back cace again and to talk about the ongoing work of the iFCC,

Since the INC met. last time in Nairobl in September this year, the IPCC
has had its sixth session {29-31 October 1991 in Geneva). Also, the preparation of an
IPCC Supplementary Report, that was agreed upon at the fifth meeting in March, is
well under way. | will briefly inform you on the work so far. It would, however, be
premature to give a more detailed account, since the IPCC Working Groups bave not yet
had thelr final meetings aimed at consolidating the verious parts of thelr respective
reports, nor has the IPCC had the opportunity to consider the work of the working
groups as a whole. The following account accordingly is preliminary.

H The Working Group meetings are planned as shown below and will be
foliowed by the seventh plenary meeting of the IPCC:

Working Group I 13-15 January 1992 in Guangzhou, China
Working Group It 6-7 February 1992 in Geneva
Working Group I 5-7 February 1992 in Geneva

Task Force on IPCC structure - 8 February 1992, Geneva
IPCC Seventh plenary session - 10-12 February 1992 ino Geneva.

IPCC has agreed to concentrate its short-term assessment o six tasks as
was presented to the INC at the September meeting. The following is a progress report
as of today:

1. ' natignal n e emissi

As clarified to you at the September meeting, it will cot be possib!e for
quite some time to provide a listing of the magnitudes of the national net contributions
to the total emissions of the various greeshouse gases. The careful examination of the
different methodologies that are being used is a tedious but necessary step, I find it,
however, essential to have discussions about this technical matter before negotiations
onrelated matters and wish to seek agreement with the national representatives in this

——process:—Itis; for-example;not-possible-to-check the-sum of-the national-assessments -
against the overall increase of atmospheric concentrations that can be measured
independently, until the individual contributions from alf nations have become avsilable.
Questions of how to consider sources and sinks (terrestrial and oceanic) in the
negotiation process is then, of course a political issue. The IPCC hopefully will be able-
to provide the basic information on which the INC will be able to desl with matters of
this kind,



48

It has become clear in the course of the ongoing work that the Global

;- Warming Potential fcr NQ, (Table 2.8, Page 60, First Scientific Assessmeqt Report) is

" ton high by a factor of fwe due to an arithmetic error. Because of the uncertainty of

the estimates (that was recognized beforej the importance of \O {in any case

. comparatively small) was not included in the Policymaker Summaries of the IPCC First

Assessment Report. The correction now introduced implies that air pollution {in the

common meaning of the expression) is somewhat less important for the global warming
issue than implied in Chapter 2 of the First Scientific Assessment Report. ’

- —eeeem—=~--I-have-the following-brief comments on a-few new findings since.their...
interpretation is not quite straightforward.

i} A reassessment of the ozone issue has recently been completed by the
scientific advisory committee to the Vienna Convention for protection of the Ozone
Layer. The full report will be available in January 1992. It is clear that in addition to
the annually occurring major ozone depletion ("Ozone Hole™) in Antarctica a significant
decrease of stratospheric ozone has been taking place for some time now, poleward of
about latitude 30° in both hemispheres with a maximum in polar regions (about 10%).

"< . This change also affects previous estimates of greenhouse warming. The radiative

forcing at the levels of the ozone layer is reduced significantly. The coupling between

BRI the increase of CFC-gas concentrations and the decrease of stratospheric ozone is close

- ‘andrapid. Thus the greenhouse effect of the CFC-gases may be partly compensated for
" . by the associated decrease of ozone. It should, however, be stressed that full 3-
dimensional climate model experiments must be completed before more firm conclusions
can be drawn.

L i) The emissions of sulphur dioxide into the atmosphere increase the sulphate
- aerosol loading of the atmosphere, primarily in the northern hemisphere, where about
. 90% of the emissions take place. A first assessment of the radiative effects of these
- 7 aerosols shows that their backscattering of solar radiation to space in the northern
hemisphere is equivalent to about 40% of the present greenhouse warming, but
-~ -negligible in the southern hemisphere. Further, the observed increase of the mean
surface temperature during the last 100 years seems to have been less in the northern
* © hemisphere than in the southern one, which qualitatively supports the idea that an
aerosol cooling may be real. It should be further noted that the residence time of
aerosol particle.s in the atmosphere is of the order of one month, while enhanced carbon
dxox;_ﬁe, concentrations will remain there for many decades to centurigs.

iii) The compensating effects described above, although not yet possible to

. quantify more precisely, could be two reasons why the observed change of the global

.mean temperature has been rather small and, corresponds to 2 temperature increase of

.” merely about 1.5 °C for doubling of equivalent carbon dioxide, as compared with model
- comnutat.!ons of the greenhouse gas warming yielding values between 1.5 and 4.5 °C.
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iv) it Is noteworthy how clesely the three giobal environmental issues of
decreasing concentations of stratospheric ozone, acidification and global warming,
seem to be coupled. Internationally cecrdinated attempts to decrease the sulphyr
emissioas to reduce or even stop acidification are under way. If realized, the globel
warming may be enhanced as compared with what the observed warming so far seems
to be indicating. 1t is also important to recognize that this complexity of the climare
system makes it very difficult to assess the full implication of taking steps that.imply
injection of other agents Into the atmophere or the sea that have been proposed as
preventive measures.

2. edictlon of the regional distributi f ciimate change a ateg
impact studies.

The climate issue s receiving rapldly Increasing attention from the
scientific community, Almost 200 publications have been reviewed by the subgroup on
modelling in the preparation of an update of the 1990 IPCC Report. Four modelling
groups have run atmosphere-ocean coupled models for periods of 50-100 years with
gradually increasing CO, (typically about 1% Increase per year, which is about
equivalent to the present increase of greenhouse gases in the atmosphere}. Results from
the four models are similar and broadly confirm resuits as presented in the IPCC 1990
Report.

Lead Authors' drafting session for "Climate Observations” was beld in
Melbourne 25-26 November 1891, Findings of the 1990 report are broadly coafirmed,
but some further details are added. It is worth noting that the global mean temperature
for 1990 and for the part of 1991 that is behind us remain at a level at or above the -
warmest years during the 1980's, although no further conclusion can be drawn on the
basis of just a few additional years of observations.

As models become increasingly sophisticated they show more ability to
simulate details of the current climate and therefore bulld further confidencs in that
they also can simulate large-scale features of future climate change. Substantial
uncertainties remain, however, in the magnitude of cloud/radiation feedback and in the
details of the influence of ocean circulation. Still, it is becoming clear that the
Interplay with the oceans seems to bring about a delay in the warming process arcund
Antarctica and in the northern-most Atlantic region in comparison with changa
elsewhere, in particular over the continents.

With regard to impact studies, emphasis {x given toc methodological
—questions—It is-indeed-important that national assessments of impacts can be-compared -
adequately. As long as more precise assessments of likely regional changes of climate
are not available, it Is of course not possible to improve much the earlier impact
zzsessment. The IPCC has also agreed to put more emphasis on possible changes of
water resources and risks of desertification, and also on extreme events and disasters,
that are effects which probably will be most immediately understood by people

concerned.
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. Data to ascertain more precise assessments of the likely impacts on nations
of a sea level rise as foreseen in the IPCC First Assessment Report, including the

- deveiopment of 2ppropriate methodologies, are being assembled. This will of course also

be of prime importance for the later development of managemernt pians.

4. Emission scenarios

In my presentation to the INC in September, I discussed in some detail the
-problem of how to use emission scenarios properly. I refer to the outline given on that
occasion. The IPCC has decided that an update of the JPCC reference scenario be
made. The precise assumptions on which such an update of the eariier emission scenario
‘should be based are still subject for discussions.

I-wish once again to underline that any emission scenario that may emerge from the
IPCC process is going to be quite uncertain and the more so the further into the future
-"the projection is extended.

"It is therefore once again important to underline that a scenario_is not a prediction.
Rather, a set of scenarios, that embraces alternative developments should be considered

. and can serve as a basis for judging the necessity of possible preventive actions and

their kind and characteristics. Therefore the alternative scenarios (A, B, C and D) as
presented in the IPCC First Assessment Report still are relevant in showing rather
clearly the magnitude of the efforts required in order to reduce substantially the rates
of increase of the atmospheric greenhouse gas concentrations, in particular that of

" carbon dioxide.

. I wish finally to inform the INC on the decision taken by the IPCC at its
sixth session in October, to form a Task Force that I chair, to discuss and propose to the
IPCC desirable structural changes of the IPCC. A first meeting of the Task Force will
be held ‘in February 1992. Awaiting the outcome of these discussions, the IPCC
extended the mandates of the IPCC Vice-Chairman and the IPCC Rapporteur, whose
terms expired this fall, until the eighth session of the IPCC tentatively scheduled for
August 1992. Also, as an interim measure five additional vice-chairmen of the Working
Groups - four of them from developing nations - were elected in order to achieve a
better balance between developed and developing countries.

I was myself re-elected as chairman for the IPCC for another term and wish
10 conclude these my remarks by saying that I will do my best to see to it that the IPCC
serves this negotiating process and possible future development of protocols as weii as
it can. -

Thazk you for vour attention.
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SenaToR GogrE. I'd like to call our next two witnesses as a panel:
Lester Brown, President of Worldwatch Institute; and Daniel Tunstall,
former Director of Research for the World Resources Report at the World
Resources Institute. If both of you can join us together, we will hear from
Mr. Brown first and Mr. Tunstall after just a brief recess here of one or
two minutes,

[Brief Recess.]

I think we’re going to go ahead and begin, Mr. Brown, while Mr.
Tunstall is returning to the hearing room.

I introduced you formally in my opening statement. I will not do so
again, except to underscore the respect I have for. your dedication and
hard work in this arca. We look forward to hearing from you on this
topic, particularly, because I don't think anyonc in the world has devoted
more time to this whole question. And we very much look forward to
what you have to say. So, if you want to proceed, please do so.

PREPARED STATEMENT OF LESTER BROWN, PRESIDENT
WORLDWATCH INSTITUTE

MRr. Brown. Thank you, Mr. Chairman.

As I indicated in the introduction to my remarks, I would like to
submit two pieces that we’ve done at the Institutc that bear on this ques-
ton, and then I would like to sum up briefly some of the principal
concems that we have with the existing accounting system. _

As you were asking Chairman Deland whether things had gotten better
or worse in the world, it occurred to me that asking that question elicits
very different responses from different people. And having observed this
over time, I have been tempted to look at the world almost as though it
were two separate cultures. '

If you ask economists how things are going, you usually get a rather
upbeat response. If you ask ecologists how things are going, you get a
very different idea. , _ _ :

If you rcad the business sections of our major newspapers, you do
come across problems from time to time, whether it’s a savings and loan
scandal or the fiscal deficit or third world debt, but by and large those
papers are fairly upbeat in their reporting of trends over the long term.
And those who arc influenced by the set of indicators that appear on those -
pages generally have a fairly positive view of where the world is heading.

Take a look at indicators like GWP, the gross world product that, over
the past decade, has increased nearly 30 percent. International trade,
which is another widcly used basic indicator of world progress, has
increased by something like half during the decade of the 1980s. We look
at stock prices, which is what investors are most concemed about, and we
see that on the Tokyo Stock Exchange, if I recall correctly, prices nearly
tripled during the 1980s. The New York Stock Exchange roughly dou-
bled. You look at these indicators and see that they all go in the same
direction. You have to feel pretty good about where the world is headed.
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This view permeates the business community, the councils of govern-
" ments, many international development agencies, and corporate headquar-
-ters around the world. These are the indicators that dominate their think-
* ing and their view of the world. _ :
. If, however, you are a scientist, perhaps an ecologist, and you read the
- scientific journals—Nature, Science, the Journal of Soil and Water Con-
servation—meteorological journals, and go down the list, you get a very
- different sense of where the world is and where-it’s headed. You read the
- reports from various research agencies from around the world, and some
~reports from govemment agencies that give a very different idea.
, If I had been sitting here when you asked Mr. Deland how the world
*was doing environmentally, I would have said that by every major indica-
tor, things have deteriorated over the last decade. The forests are getting
smaller by roughly 17 million hectares a year. That’s an area the size of
“Austria. We're losing about 24 billion tons of topsoil from our cropland

* -each year. That’s roughly the amount of topsoil in Australia’s wheat

lands, so it’s not an inconsequential loss.
- With climate, there are two indicators you can look at. One is the

-~ concentration of greenhouse gases, and we know that the level of CO, in

the atmosphere is going up every year. It doesn’t miss. It’s one of the
- most predictable trends that we know. And we’re now beginning to see
temperatures behave in somewhat the same way. We know that at least
-five out of the eight warmest years since records began a century or so
"ago occurred during the 1980s. .

"~ Now, that might be a coincidence, but I doubt it. And 1990 is the
- wammest year on record. If we asked most meteorologists, I think they
- would say that the odds are that-we're seeing the beginning of global

A .warming in global average temperatures.

. As for the stratosphere ozone layer, when CEQ was formed, we didn’t
- even know that depletion was a problem. It’s a very recent sort of thing

. in historical terms.

- A report from NASA, which was. released back in March, indicates
that the depletion of the ozone layer over the continental United States is
proceeding much faster than we had earlier thought. We originally
“thought we-had lost perhaps 2 or 3 percent of the ozone. We now know
it’s more like 4 or 5 percent. '

SenaToR GORE. May I interject a point there? That figure is very com-
-~ monly used and is accurate, of course, But if reflects the loss of ozone
- since 1978, when the satellite measurements began.
. Sherwood Rowland, who. you.know extremely well and was the

* discoverer of the ozone depletion problem, made a point in another hear-
ing a few months ago that—and this illustrates how statistics have to be

. put in context—S percent figure, which is double the 2.5 percent figure

that was being used, since it measures only the loss since 1978, drastically
-understates the loss since 1950, when the accumulation of ozone destroy-

ing chemicals in the atmosphere began destroying ozone. And that actual-
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ly the loss since World War I is 10 percent, not 5 percent. And that the
5 percent is since 1978. ' : . : :

Not from me, of course. Rowland and Molina and others like Bob
Watson, who you know very well, who specialize in this area. I am sorry
to interject that. It is an example of it being twice as bad.

Mr. BrowN. Well, onc of the disturbing things about this, which is
very consistent with the intent of these hearings, is that when I asked who
was looking at the effects of stratospheric ozone depletion on crop pro-
duction, the answer was no one. Who is trying to figure out what all this
is going to mean for us as we move down the road? The answer is no
one. It’s not being done in the U.S. Department of Agriculture. It’s not
being done at the World Bank. It's not being done at FAO—United
National Food and Agriculture Organization—headquartered in Rome.

" We know scientific experimental evidence.indicates very clearly that
crop production is effected by the increased ultraviolet radiation that
results from the depletion of the ozone layer. This is an excellent example
of where we really need some new indicators and that we simply do not
now have. .- S PR

Looking at another indicator, air quality, we have made progress in
reducing SO, emissions in-this country and in some other industrial
countries. But around the world, air quality -in hundreds of cities has
reached health-threatening levels. : -

Regarding plant and animal species, every year we're losing thousands
of them. No one even knows quitc how many we have, much less how
many we're losing. This is another big data gap that Dan Tunstall will
probably refer to in a few minutes. -

We are now in a situation where we can no longer separate the future
of the environment and the future of the economy. We can now begin to
see all too clearly the social and economic effects of the degradation, the
physical degradation of the planet. -

I will just cite very quickly three of them. And, again, we don’t have
very systematic monitoring on this at all. But we know that human health
is being effected. We know that in the Los Angeles basin in southem
California there are thousands of youngsters that by the age of 10 have
pemmanently impaired respiratory systems simply because they have been
breathing the air in that region. : :

We look at the Soviet Union and see official reports from Moscow that
there are now 300,000 people being treated for radiation sickness, only
part of whom are the result of Chemobyl. Clearly, there is a foom of
degradation under way in the Soviet Union that is having an enormous
effect on human health. .

When the NASA report we were talking about a few minutes earlier
was released back in March, the epidemiologists of the EPA looked at
that increase from 2 or 3 percent loss to the 4 or 5 percent, and that
increase would lead to 200,000 skin cancer fatalities over the next 50
years. That’s just the increase. That’s not the total, and it’s not the effect
of the losses from 1950 up until now. So, we are not talking about trivial
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numbers any more. We're talking about hundreds of thousands and
worldwide, millions_of people.

We're also seeing the effect of environmental degradation showing up
at harvest time now in virtually -every country in the world, in the form
of soil erosion, air pollution, acid rain, hotter summers. They are taking
a toll -and are one of the reasons why the growth in world grain output
- has slowed to about 1 percent per year since 1984. My sense is that the
world’s farmers are going to have trouble keeping up with population
- growth, which is still expanding at close to 2 percent a year, as it will

continue to do as we move through the rest of this decade. -

The World Bank, in its 1991 development report, released not t0o
many weeks ago, indicates that there are more than 40 countries in the
world where incomes dropped during the 1980s. Most of these countries
were in- Africa and Latin America. A few were in Asia. But almost every
one of them had three things in common: rapid population growth, wide-
spread environmental degradation, and rising extemnal debt. These three -
things coming’ together have lowered living standards in more than 40
countries, which have a total of over 800 million people. That’s three
times the population of North America. :

“That says to me that we're in some trouble economically, in part,
“because of environmental degradation. And it’s not at all clear that we’re
going to be:able to reverse these trends in the 1990s. Indeed, if we
continue with something like business .as usual, the number of countries

in this category may well increase, and we could see the Indian subconti-
nent, for example, included. Then we would have close to half the world
in this category. ‘

We look at the need for more comprehensive indicators, and we're .
seeing here. and there a little bit of progress. We've seen the U.N. Devel-
opment Program come up with its Human Development index, which in-
cludes social as well as economic factors. That’s progress. But it’s not
nearly enough, because social gains can be financed by the depletion of
national capital and, indeed, in some countries that’s exactly what’s
happening. .

I think the most comprehensive indicator that I have seen thus far
would be the Daly-Cobb Index of Sustainable Economic Welfare, simply
because it makes a first effort to incorporate the costs of things like soil
erosion, the depreciation of natural capital—an entire range of issues that
are not nomally in the national economic accounts. What this more
comprehensive system- says for the United States is that our welfare
peaked in 1978 and has been gradually going down since then. '

It scems to me that there is a reluctance to broaden the accounting
system because the results are not going to look particularly good. And
I think you see this in the World Bank, in the U.S. Government, and in
the govemnments of many countries, because a comprehensive accounting
system would not yield very many political benefits at this point.

In three sessions I've had with senior staff at the World Bank this
year, I have been encouraged to see that they’re beginning to wrestle with
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this question, at least in an intellectual sense. And they are beginning to
realize that the accounting system is not complete. They are beginning to
realize that we somehow have to begin getting the externalities, as the
economists call them, integrated into the system.

What I think we need to be thinking about is estimating the costs of
the extemalities and then incorporating them into the economic system in
the form of environmental taxes: Then, I think we would have an ac-
counting and economic system that would be reasonably comprehensive,
accurate, and honest. Whereas, now we leave out so many important
things that we’re getting misleading readings.

I would argue that an accounting system that is as faulty as ours canl
only lead to faulty economic policies. It cannot be otherwise. -

In some areas, we're getting enough data that I think we can begin to
incorporate these costs. I think as a result of the National Resources
Inventory that Congress passed back in the late 1970s, we now have a
system in this country to track how much soil we’re losing from our crop
lands through erosion. I think the last survey involved more than a million
readings around the country. It's down to the farm in some cases, even
to the field level. Indeed, that information made it possible to.come up
with the Conservation Reserve Program, which is onc of the environ-
mental success stories that we have to point to in this country. )

- SENATOR GORE. And an agricultural policy success, I might say.

Mr. BrowN. Exactly. If we look at global warming, which is a much
more difficult thing to cost out and factor in, we know that each of the
computer models that simulates the global climatic system indicates that
global warming will bring higher temperatures in the middle part of North
America, including the com belt area. If we were to lose the com belt, we
probably would not produce an exportable surplus of grain. We would
lose both the domestic income and the foreign exchange that now comes
from being the world’s bread basket.

As for health costs, I don’t know if anyone’s even begun to think
through the health costs of stratospheric ozone depletion, for example, but
they're very real. They take the form of things like skin cancer, eye
damage in the form of cataracts, suppressed immune systems, and in-
creased vulnerability to infectious diseases. ‘

This is the kind of thinking that we ought to be doing, the sort of
analyses that should be front and center in the main stream of govemment
fesearch; they’re so important.

We got started a dozen years ago in this direction with the Global
2000 study on which Dan Tunstall worked, But that was it.

It seems to me that we should be doing something like this every few
years and just keep pushing it into the future so that we have some sense
of where we’re going, where we want to go, and where we don’t want to
go. But right now we’re more or less flying blind on these issues, without
the information that’s needed to guide policy.

If we look at agriculture, for example, we know from joint studies by
EPA and USDA that air pollution is taking a toll in U.S. agriculture. It
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has reduced our annual harvest by at least 5 percent, perhaps as much as
10 percent. Again, that’s not an inconsequential thing. But the people who
are causing the air pollution are not the ones who are suffering the re-
duced yield.

So, we have to-restructure the system so that those who are responsible
also pay the costs for the damage. : :

I mentioned the idea of introducing environmental taxes. We ‘can
substitute them for income taxes. These don’t have to be additional taxes.
Then, we have a means of getting these costs back into the system. There-
fore, we need to know what the real costs of things are and not the costs
as currently derived from the market.

One of the interesting examples of something in this direction was a
decision by the govemment of Canada to introduce a tax on cigaretes,
which is, as I recall, roughly $5.00 a pack. This means that cigarettes in
Canada now cost more than $6.00 a pack. But that cost happens to be
roughly what the economists estimate to be the social costs, in terms of
increased lung cancer, heart disease, emphysema, strokes, etc., associated
with smoking. There, we have an example of something that actually is
the kind of thing I think we need to be thinking of throughout the econo-
my so that we have a more honest economic system.

Mr. Chairman, those are some of the thoughts that come quickly to
mind as we think about the questions associated with how we can im-
prove the accounting system so that it will give us a much more realistic
sense of what'’s happening, not only in this country but in the world.

[The prepared statement of Mr. Brown, together with attachments,
follows:]
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PREPARED STATEMENT OF LESTER R. BROWN

Thank you for the opportunity to testify on the nesd to devise a more compleate
system of national economic accounting. The existing method of measuring eco-
nomic progress widely used throughout the world is seriously flawed, largely
bacause it is fails to include the depreciation of natural capital. As a rasult, sconom-
ic and environmental policies, based on this accounting system, are also flawed.

Expanding the ledger to include environmental indicators will be a difficult
updertaking. Often the necessary data do not exist—a problem that has long
troubled us at the Institute as we try to measure progress around the world. Any
steps the U.S. Government can take to improve ecological information collection
and then integrate it into our national economic balance sheets will give us a more
realistic measure of change.

For the record, | would like to submit chaptar | of "State of the World 1991,"
which | authored, and an article from World Watch magazine by my colleague
Sandra Postel, entitled "Towards a New "Eco™-omics.’ These are perhaps the two
most useful pieces we have on what is needed to provide a more realistic and
accurate system of economic accounts.
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1

The New World Order .

Lester R. Brown

As the nineties begin, the world is on the
edge of a new age. The cold war that
dominated international affairs for four
decades and led to an unprecedented
militarization of the world economy is
over. With its end comes an end to the
world order it spawned.

The East-West ideological conflict was
so intense that it dictated the shape of
the world order for more than a genera-
tion. It provided a clear organizing prin-
ciple for the foreign policies of the two
superpowers and, to a lesser degree, of
other governments as well. But with old
priorities and military alliances becom-
ing irrelevant, we are now at one of those
rare points in history—a time of great
change, a time when change is as unpre-
dictable as it is inevitable.!

No one can say with certainty what the
new order will look like. But if we are to
fashion a promising future for the next
generation, then the enormous effort re-
quired to reverse the environmental
degradation of the planet will dominate
world affairs for decades to come. In ef-
fect, the battle to save the planet will
replace the battle over ideology as the
organizing theme of the new world
order.

Units of measure are metric unless common usage
dictates otherwise.

As the dust from the cold war settles,
both the extent of the environmental
damage to the planet and the inade-
quacy of efforts to cope with it are
becoming all too apparent. During the
20 years since the first Earth Day, in
1970, the world lost nearly 200 million
hectares of tree cover, an area roughly
the size of the United States east of the
Mississippi River. Deserts expanded by
some 120 million hectares, claiming
more land than is currently planted to
crops in China. Thousands of plant and
animal species with which we shared the
planet in 1970 no longer exist. Over two -
decades, some 1.6 billion people were
added to the world’s population—more
than inhabited the planet in 1900. And
the world’s farmers lost an estimated
480 billion tons of topsoil, roughly
equivalent to the amount on India’s
cropland.?

This planetary degradation proceeded
despite the environmental protection
efforts of national governments over the
past 20 years. During this time nearly all
countries created environmental agen-
cies. National legislatures passed thou-
sands of laws to protect the environ-
ment. Tens of thousands of grassroots
environmental groups sprung up in re-
sponse to locally destructive activities.
Membership in national environmental
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organizations soared. But as Earth Day
1990 chairman Denis Hayes asks, “How
could we have fought so hard, and won
so many batutles, only o find ourselves
now on the verge of losing the war?"3

Onc reason for this failure is that al-
though governments have professed
concern with environmental deteriora-
tion, few have been willing to make the
basic changes needed 1o reverse it. Sta-
bilizing climate, for example, depends
on restructuring national energy econo-
mies. Getting the brakes on population
growth requires massive changes in
human reproductive behavior. But pub-
lic. understanding of the consequences
of -continuously rising global tempera-
tures or rapid population growth is not
vet sufficient to support effective policy
responses.

The goal of the cold war was to get
others to change their values and

behavior, but winning the battle to’

save the plinet depends on chang-
ing our own values and behavior.

The battle (o save the earth’s environ-
mental support systems will differ from
the battle for ideological supremacy in
somc¢ important ways: The cold war was
largely an abstraction, a campaign
waged by strategic planners. Except for
bearing the economic costs, which were
very real, most people in the United
States and the Soviet Union did not di-
rectly take part. In the new struggle,
however, people everywhere will need to
be involved: individuals trying to recycle
their garbage. couples trying to decide
whether 1o have a second child, and en-
ergy ministers trying to fashion an envi-
ronmentally sustainable energy system.
" The goal of the cold war was to get oth-
ers to change their values and behavior,
but winning the battle to save the planet

depends on changing our own values
and behavior.

The parallel with the recent swn-
ningly rapid changes in Eastern Europe
is instructive. At some point, it became
clear to nearly everyone that centrally
planned economies were not only not
working, but that they are inherently un-
workable. Empty shelves in shops and
long lines outside them demonstrated all
too convinangly that a centrally con-
trotled socialist economy could not even
satisfy basic needs, much less deliver the
abundance it promised. Once enough
people, including Mikhail Gorbachev,
realized that socialist planners could not
resolve this contradiction within the ex-
isting system, reform became inevitable.

Likewise, the contradiction between
the indicators that measure the health of
the global economy and those that
gauge the health of its environmental
support systems is becoming more visi-
ble. This inherent conflict affects all eco-
nomic systems today: the industrialized
economies of the West, the reforming
economies of the East, and the develop-
ing economies of the Third World. As
with the contradictions in Eastern
Europe, those beiween economic and
environmental indicators can be re-
solved only by economic reform, in ef-
fect by reshaping the world economy so
that it is environmentally sustainable.
{See Chapter 10.)

Two ViEws OF THE WORLD

Anyone who regularly reads the financial
papers or business weeklies would con-
clude that the world is in reasonably
good shape and that long-term eco-
nomic trends are promising. Obviously
there are stili problems—the U.S. bud-
get deficit, Third World debt, and the
unsettling effect of rising oil prices—but
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to an economist, things appear manage-
able. Even those predicting a severe
global recession in 1991 are bullish
about the longer term economic pros-
pects for the nineties.

Yet on the environmental front, the
situation could hardly be worse. Anvone
who regularly reads scientific journals
has to be concerned with the earth’s
changing physical condition. Every
major indicator shows a deterioration in
natural systems: forests are shrinking,
deserts are expanding, croplands are
losing topsoil, the stratospheric ozone
layer continues to thin, greenhouse
gases are accumulating, the number of
plant and animal species is diminishing,
air pollution has reached health-threat-
ening levels in hundreds-of cities, and
damage from acid rain can be seen on
every continent.

These contrasting views of the state of
the world have their roots in economics
and ecology—two disciplines with intel-
lectual frameworks so different that their
practitioners often have difficulty talking
to each other. Economists interpret and
analvze trends in terms of savings, in-
vestment, and growth. They are guided
largely by economic theory and indica-
tors, seeing the future more or less as an
extrapolation of the recent past. From
their vantage point, there is little reason
to worry about natural constraints on
human economic activity; rare is the eco-
nomic text that mentions the carrying
capacity principle that is so fundamental
to ecology. Advancing technology,
economists beliéve, can push back any
limits. Their view prevails in the worlds
of industry and finance, and in national
governments and international develop-
ment agencies.*

In contrast, ecologists study the rela-
tionship of living things with each other
and their environments. They see
growth in terms of S-shaped curves, a
concept commonly illustrated in high
school biology classes by introducing a

few algae into a petri dish. Carefully cul-
tured at optimum temperature and with
unlimited supplies of food, the algae
multiply slowly at first, and then more
rapidly, until growth eventually slows
and then stops, usually because of waste
accumulation. Charting this process
over time yields the familiar S-shaped
curve to which all biological growth pro-
cesses in a finite environment conform.

Ecologists think in terms of closed cy-
cles—the hydrological cycle, the carbon
cycle, and the nitrogen cycle, to name a
few. For them, all growth processes are
limited, confined within the natural
parameters of the earth’s ecosystem.
They see more clearly than others the
damage to natural systems and re-
sources from expanding economic activ-
ity.
Although the intellectual foundations
of this view originate in biology, other
scientific fields such as meteorology, ge-
ology, and hydrology also contribute.
The ecological perspective prevails in
most national academies of science, in
international scientific bodies, and in en-
vironmental organizations. Indeed, it is
environmentalists who are actively voic-
ing this view, urging the use of principles
of ecology to restructure national econo-
mies and to shape the emerging world
order. '

These divergent views of the world are
producing a certain global schizophre-
nia, a loss of contact with reality. The
events of 1990 typify this unhealthy con-
dition. The celebration of Earth Day
1990 symbolized the growing concern
for the environmental health of the
planet. Estimates indicate that at least
100 million people in 141 countries par-
ticipated in events on Sunday, April 22.
Soon after, at the Group of Seven eco-
nomic summit in Houston, national
leaders from Europe, reflecting the
mounting concern with global warming,
urged the United States to adopt a cli-
mate-sensitive energy policy.>
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A few weeks later, Iraq invaded Ku-
wait, unsettling oil markets. Almost
overnight, concerns about energy
shified from the long-term climatic con-
scquences of burning oil and other fossil
fuels to a short-term preoccupation with
prices at the local gasoline pump. More
traditional views of energy security
resurfaced, eclipsing, at least temporar-
ily, the concern with fossil fuel usc and
nsing global temperatures.

The ecological view holds that con-
tinuing the single-minded pursuit
of growth will eventually lead to ec-
onomic collapse.

This schizophrenic perspective s
translating into intense political conflict
in economic policymaking. To the ex-
tent that constraints on economic expan-
ston are discussed on the business pages.
it is usually in terms of inadequate dec-
mand growth rather than supply-side
constraints imposed by the earth’s natu-
ral systems and resources. In contrast,
the ecological view, represented by the
environmental public interest commu-
nity, holds that continuing the single-
minded pursuit of growth will eventually
lead to economic collapse. Ecologists
see the need to restruciure economic
systems so ‘that progress can be sus-
tained.

Both visions are competing for the at-
tention of policymakers and, as more en-
vironmentally minded candidates run
for office, for the support of voters. The
different views are strikingly evident in
the indicators used to measure progress
and assess futvre prospects. The basic
evidence cited by economists shows are-
markable performance over the last dec-
ade. {See Table 1-1.) The value of all
goods produced and services rendered
grew steadily during the eighties, ex-

51-706 0 - 92 - 3

panding some 3 percent a vear and add-
ing more than $4.5 trillion to the gross
world product by 1990, an amount that
exceeded the entire world product in
1950. In other words, growth in global
economic output during the eighties was
greater than that during the several
thousand years from the beginning of
civilization untl 1950.6

International trade, another widely
used measure of global economic prog-
ress, grew even more rapidly, expanding
by nearly half during the eighties. This
record was dominated by the expanding
commeice in indusirial products, while
growth in the trade of agricultural com-
modities and mincrals lagged. Although
the exports of some countries, such as
those in East Asia, increased much more
than others, all but a relatively small
number of nations contributed to the ris-
ing tide of commerce.?

On the employment front, the Inter-
national Labour Organization reports
that the economically active population
increased from 1.96 billion to 2.36 bil-
lion during the decade. Although im-
pressive gains in employment were
made in some regions, the growth in
new jobs in the Third World did not
keep pace with the number of new en-
trants, making this one of the least satis-
fving of the leading economic indica-
tors.f

Using stock prices as a gauge. the
eighties was a remarkable decade. Inves-
tors on the New York Stock Exchange
saw the value of their portfolios growing
by leaps and bounds, a parttern oniy oc-
casionally interrupted, as in October
1987. The Standard and Poor Index of
500 widely held stocks showed stock val-
ues nearly tripling during the decadc.
Pension funds, mutual funds, and indi-
vidual investors all benefited. (See Fig-
ure 1-1.) The value of stocks traded on
the Tokvo Exchange climbed cven more
rapidly.?

The contrast

between these basic
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Table 1-1. Selected Global Economic and Environmental Indicators

Indicator Observation

The Economy
Gross World Global output of goods and services totalled roughly $20 trillion in
Product © 1990, up from $15.5 trillion in 1980 (1990 dollars).

International Trade World exports of all goods—agricultural commodities, industrial
products, and minerals—expanded 4 percent a year during the
eighties, reaching more than $3 trillion in 1990.

Employment In a typical year, growth of the global economy creates millions of
: new jobs, but unfortunately job creation lags far behind the
number of new entrants into the labor force.

Stock Prices . A key indicator of investor confidence, prices on the Tokyo and
New York stock exchanges climbed to all-time hlghs in late 1989
and early 1990, respectively.

The Environment

Forests Each year the earth’s tree cover diminishes by some 17 million
hectares, an area the size of Austria. Forests are cleared for
farming, harvests of lumber and firewood exceed sustainable
yields, and air pollution and acid rain take a growing toll on
every continent.

Land Annual losses of topsoil from cropland are estimated at 24 billion
tons, roughly the amount on Australia’s wheatland. Degradation
of grazing land is widespread throughout the Third World, North
America, and Australia.

Climate System The amount of carbon dioxide, the principal greenhouse gas in the
atmosphere, is now rising 0.4 percent per year from fossil fuel
" burning and deforestation. Record hot summers of the eighties
may well be exceeded during the nineties. .

‘Air Quality - Air pollution reached health--lhreatening levels in hundreds of cities
and crop-damaging levels in scores of countries.

Plant and Animal  As the number of humans 1nhabmng the planet rises, the number

Life of plant and animal species drops. Habitat destruction and
pollution are reducing the earth’s biological diversity. Rising
temperatures and ozone layer depletion could add to losses.

source: Worldwatch Institute, based on sources dox d in end 6.
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global economic indicators and those
measuring the earth’s environmental
health could not be greater. While these
particular leading economic measure-
ments are overwhelmingly positive, all
the principal environmental indicators
are consistently negative. As the need
for cropland led to the clearing of for-
ests, for example, and as the demand for

- ~"hrewood, lumber. and paper soared, de-

forestation gained momentum. By the
end of the decade, the world's forests
were shrinking by an estimated 17 mil-
lien hectares each vear, Some counitries,
such as Mauritania and Ethiopia, have
lost nearly all their tree cover.!®
Closcly paralleling this is the loss of
topsoil from wind and water crosion,
and the associated degradation of land.
Deforestation and overgrazing. both
widespread throughout the Third
World, have also led 1o wholesale land
degradation. Each vear. some 6 million
hectares of land are so severely de-
‘graded that they lose their productive
capacity, becoming wasteland.!!
During the eightics. the amount of
carbon pumped into the aimosphere
from the bumning of fossil fuels climbed
10 a new high. reaching nearly 6 billion
tons in 1990. In a decade in which stock
prices climbed 10 record highs, so too

ago. The temperature rise was most pro-
nounced in western North America and
western  Sibena. Preliminary climate
data for 1990 indicate it will be the hot-
test year on record, with snow cover in
the northern hemisphere the lightest
since the satellite record began in
1970.12

Air and water pollution also worsened
in most of the world during the last 10
years. By 1994, the air in hundreds of
cities contamned health-threatening lev- -
els of pollutants. In large areas of North
America, Europe, and Asia, crops were
being damaged as well. And despite
widespread reduction in water pollution
in the United States, the Environmental
Protection Agency reported in 1988 that
groundwater in 39 states contained pes-
ticides. In Poland, at least half the niver
water was too polluted even for indus-
trial use.!3

Thesc changes in the earth’s physical
condition are having a devasiating effect
on the biological diversity of the planet.
Although no one knows how many plant
and animal species were lost during the
eighties, leading biologists estimate that
one fifth of the species on earth may well
disappear during this century’s last two
decades. What thev cannot estimate is
how long such a rate of extinction can
continue without leading to the whole-
sale collapse of ecosvstems.

How can one set of widely used indica-
tors be so consistently positive and an-
other so consistently negative? One rea-
son . the economic measures are SO
encouraging is that national accounting
systems—which produce figures on
gross national produci—miss entirelv
the environmental debts the world is in-
curring. The resultis a disguised form of
deficit financing. In sector after sector,
we are consuming our natural capital at
an alarming ratc—the opposite of an en-
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vironmentally sustainable economy, one
that sadsfies current needs without jeop-
ardizing the prospects of future genera-
tions. As economist Herman Daly so
aptly puts it, “‘there is something funda-
mentally wrong in treating the earth as if
it were a business in liquidation.”!3
To extend this analogy, it is as though
a vast industrial corporation quietly sold
oft a-few of its factories each year, using
-an incomplete accounting system that
did not reflect these sales. As a result, its
_cash flow would be strong and profits
would rise. Stockholders would be
pleased with the annual reports, not
realizing that the profits were coming at
the expense of the corporation’s assets.
But once all the factories were sold off,
corporate officers would have to inform
stockholders that their shares were
worthless.
In effect, this is what we are doing with

- the earth. Relying on a similarly incom-
plete accounting system, we are deplet-
ing our productive assets, satisfying our
needs today at the expense of our chil-
dren.

NEw MEASURES OF
PROGRESS.

Fortunately, there is a growing recogni-
tion of the need for new ways of measur-
ing progress. Ever since national ac-
counting systems were adopted _a
half-century ago, per capita income has
been the most widely used measure of
economic progress. In the early stages of
economic development, expanded out-
put translated rather directly into rising
living standards. Thus it became cus-
tomary and not illogical to equate prog-
ress with economic-growth. )

Over time, however, average income
has become less satisfactory as a mea-

sure of well-being: it does not reflect ei-
ther environmental degradation or how
additional wealth is distributed. Mount-
ing dissatisfaction has led to the devel-
opment of alternative vardsticks. Two
interesting recent efforts are the Human
Development Index (HDI) devised by
the United Nations and the Index of Sus-
tainable Economic Welfare (ISEW) de-
veloped by Herman Daly and theologian
John Cobb. A third indicator, grain con-
sumption per person, is a particularly
sensitive measure of changes in well-
being in low-income countries.!6

Average income does not reflect
either environmental degradation
or how additional wealth is dis-
tributed.

The Human Development Index,
measured on a scale of 0 to 1, is an ag-
gregate of three indicators: longevity,
knowledge, and the command over re-
sources needed for a decent life. For lon-
gevity, the U.N. team used life expect-
ancy at birth. For knowledge, they used
literacy rates, since reading is the key to
acquiring information and understand-
ing. And for the command over re-
sources, they used gross domestic prod-
uct (GDP) per person after adjusting it
for purchasing power. Because these in-
dicators are national averages, they do
not deal directly with distribution in-
equality, but by including longevity and
literacy they do reflect indirectly the dis-
tribution of resources. A high average
life expectancy, for example, indicates -
broad access to health care and to ade-
quate supplies of food.!?

A comparison of countries ranked by
both adjusted per capita gross domestic
product and HDI reveals some wide dis-
parities: some with low average incomes
have relatively high HDIs, and vice
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versa. In Sri Lanka, for instance, per
capita GDP is onlv $2,053, while the HDI
is 0.79. But in Brazil, where GDP is twice
as high at $4,307 per person, the HDI 1s
0.78, slightly lower. This is because
wealth is rather evenlv distributed in Sri
Lanka, along with access 10 food and so-
cial services. whereas in Brazil it is
largely concentrated among the wealthi-
est one fifth of the population. The
United States, which leads the world in
adjusted income per capita at $17,615, is
19th in the HDI column, below such
countries as Australia, Canada, and
Spain.i8

Per capita grain consumption looks
at the satisfaction of a basic human
need and is far less vulnerable to
distortion by inequities of purchas-
ing power.

While the 1IDI represents a distinct
improvement over income figures as a
measure of changes in human wecll-
being. it savs nothing about environ-
mental degradation. As a result, the HDI
can rise through gains in literacy. life ex-
pectancy, or purchasing power that are
financed by the depletion of natural sup-
port systems, setting the stage for a lon-
ger term deterioration in hiving condi-
tions.

The Daly-Cobb Index of Sustainable
Economic Welfare is the most compre-
hensive indicator of well-being available.
taking into account not onlv average
consumption but also distribution and
environmental degradation. After ad-
Jjusting the consumption component ol
the index for distributional inequalin,
the authors factor in several environ-
mental costs associated with economic
mismanagement. such as depletion ol
nonrenewable resources. loss of farm-
land from soil erosion and urbanization,

loss of wetlands, and the cost of air and
water pollution. They also incorporate
what thev call “'long-term environmental
damage,” a figure that antempts 10 1ake
into account such large-scale changes as
the eflects of global warming and of
damage to the ozone laver.1?

Applving this comprehensive measure
to the United States shows a rise in wel-
fare - v person of some 42 percent be-
tween 1950 and 1976. (See Figure 1-2.)
But after that the ISEW began to de-
chine, falling by just over 12 percent by
1988, the last year for which it was cal-
culated. Simply put, about 15 years ago
the net benefits associated with eco-
nomic growth in the United States fell
below the growth of population, leading
to a decline in individual welfare 20

The principal weakness of the ISEW,
which has been calculated only for the
United States, is its dependence on in-
formation that is available in onlv a
handf{ul of nations. For example, few de-
veloping countries have comprehensive
data on the extent of air and water pollu-
tion, not to mention information on
vear-to-vear changes. The same draw-
back applies 1o the HDI, since life ex-
pectancy data depend heavily on infant
moriahty information that is collected at
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best once a decade in most of the Third
World. .
- A measure in many ways more rele-
vant to well-being in low-income coun-
tries is per capita grain consumption. It
looks at the satisfaction of a basic human
need and is far less vulnerable to distor-
tion by inequities of purchasing power.
The distribution of wealth between the
richest one fifth of a country and the
poorest one fifth can be as great as 20 to
1, as indeed it is in Algena, Brazil, or
Mexico, but the per capita consumption
_of grain by these same groups cannot
" vary by more than 4 to 1. Among more

" affluent countries, this figure peaks at

about 800 ‘kilograms a year, with the
‘limit set by the quantity of grain-fed live-
stock products that can be consumed. At
the lower end, people cannot survive if
annual grain consumption drops much
below 180 kilograms (about 1 pound a
day) for an extended period. Thus, a
gain in average grain consumption in a
country typically means a gain in wel-
fare.2!

At the top end of this scale, the figure
can be used to measure threats to health.
Beyond a certain point—a point well
below the level of consumption in the
more affluent countries—rising grain

“consumption per person, most of it in
the form of fat-rich livestock products,
leads to increases in heart disease, cer-
tain types of cancer, and an overall re-
duction in life expectancy.

Grain production is also a more sensi-
tive barometer of environmental degra-
dation than income is, since it is affected
more immediately by environmentally
destructive activities outside agriculture,
such as air pollution, the hotter summers
that accompany global warming, and in-
creased flooding as a result of deforesta-
tion.

In summary, the Index of Sustainable
Economic Welfare is by far the most so-

. phisticated indicator of progress now
available, although its use is constrained

(11)

by lack of data. In low-income countries
where the relevant data to calculate the
ISEW are not available, changes in grain
consumption per person can tell more
than income figures about improve-
ments—or deterioration—in well-being.

WHAT Foobp INDICATORS
SAy

Of all the sectors in the world economy,
it is agriculture where the contrast be-
tween the economic and environmental
indicators is most obvious. It is in the
relentless push to produce more food
that several decades.of borrowing from
the future are beginning to take a toll. In
many countries, growth in the farm. sec-
tor is pressing against the limits of land
and water supplies. And in some, the
backlog of technology available for farm-
ers to raise food output is shrinking.

By traditional measures, world agri-
culture appears to be doing well. West-
ern Europe worries about surpluses,
particularly of dairy products, and the
United States still idles cropland to con-
trol production. Grain-exporting coun-
tries use subsidies to compete for mar-
kets that never seem large enough. For
an economist, there may be distribution
problems in the world food economy,
but not a production problem. .

To an ecologist who sees a substantial
fraction of current world food output
being produced on highly erodible land’
that will soon be abarnidoned or by over-
pumping groundwater, which cannot
continue indefinitely, the prospect is far
less promising. As world agriculture
presses against natural limits imposed by
the area of productive land, by the
amount of fresh water produced by the
hydrological cycle, and by the geophysi-
cal processes that produce soil, growth
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in output is beginning to slow. Modest
new additions to the cropland base are
offset by the conversion of land 10 non-
farm uses and by the abandonment of
severely degraded land.2?

The scarcity of fresh water is imposing
limits on crop production in many agri-
cultural regions. Competition among
countrics for the water from internation-
ally shared rivers, such as the Tigris-Eo-
phrates, Jordan. and Nile in the Middie
East, is a source of growing political ten-
sion. In Soviet central Asia, the Amu
Darya, the source of most of the region’s
irrigation water, now runs drv long
before it reaches the Aral Sea. Falling
water tables are now commonplace in
hcavily populated countrics such as
India and China. which are overpump-
ing aquifers in their effort to satisly the
growing need for irrigation water.
Under parts of the North China Plain,
water tables are dropping up to a meter
per vear. And the vast Qgallala aquifer,
which supplies irrigation water to U.S.
farmers and ranchers from central Ne-
braska to the Texas panhandle, is gradu-
ally being depleted. Cities such as Den-
ver and Phoenix are outbidding farmers
in the intensifying competition for
water.23

In addition to the degradation of fand
by farming practices. outside forces are
also beginmng to take a little-acknowl-
edged toll on agriculiure. Air pollution
is reducing U.S. crop production by an
officially estimated 5-10 percent, and is
probably having a similar effect in the
coal-burning  economies, of  Pkastern
Europe and China. As deforestation pro-
gresses in the mountainous areas of the
world. the term “food-damaged har-
vests' appears with increasing frequency
in world crop reports. 2

Even as these environmental and re-
source constraints slow world food out-
put growth, the backlog of unused agri-
cultural technology is diminishing. In
Asia, for example, the highest vielding
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rice varieties available to farmers were
released in 1966, 2 quarter-century ago.
The International Rice Research Insti-
tute, the world's premier research facil-
ity in this field, observed in a strategy
paper released for 1990 that “'during the
past five vears, growth in rice vields has
virtually ceased.”?s

One way of assessing the technologi-
cal prospect for boosting food output
during the nineties is to look at trends in
fertilizer use, since the phenomenal
growth in world food output from 1950
to 1984 was due largely to the ninefold
growth in fertilizer use. In large mea-
sure, other major advances in agricul-
ture, such as the near-tripling of irri-
gated area and the adoption of ever
higher vyielding varieties, greatly en-
hanced the potential to use more fertili-
zer profitably. But as the nineties begin
many countries have reached the point
where using additional fertilizer does lit-
tle to boost lood output.2®

Nowhere was this potential for ex-
panding the use of fertilizer more evi-
dent than in the United States, where
fertilizer use multiplied five times be-
tween 1950 and 1981. {See Figure 1-3))
After three decades of extraordinary in-
crease, the growth in ferulizer use
abruptlv stopped during the eighties,
contributing to a levelling off of grain
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- ‘output. A similar trend is unfolding in
"Western Europe. And in the Soviet
Union, where fertilizer use has been
heavily subsidized, .the economic re-
forms leading to adoption of world mar-
ket.prices reduced its use nearly 10. per-
cent between 1987 and 1990 as wasteful
practices were minimized. In China,
where the use of this agricultural input
climbed even more rapidly than in the

United States, growth is also slowing.?’.

‘There are sull some countries. such as
India—now a distant fourth among the
big four grain producers—where there is
. a large potental for profitably boosting
ferulizer use. But the worldwide oppor-

tunities for doing so are diminishing. -

Just as the-enormous growth in fertilizer
-use goes a long way toward explaining
the unprecedented growth in grain out-
put from 1950 to 1984, so the slower
growth in its use since then helps explain
" the slower growth in grain output. The
-Paris-based International Fertilizer In-
dustry Association projects that the an-
" nual growth in world fertilizer use, which
dropped from nearly 6 percent during
the seventies to 2.6 percent in the eight-
ies, will fall to 1.5 percent in the early
nineties. 28 .o
-Beyond the growing scarcity of pro-
-ductive cropland and fresh water, the

" . vield-reducing effects of environmental
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degradation, and the shrinking backlog
of new agricultural technologies, farm-
ers are now in a period of consolidation.
As noted, some of the growth in world
food output during the late seventies
and early eighties came from plowing
highly erodible land and overpumping
aquifers. By the mid-eighties, farmers
were beginning to retrench. puiling back
from the unsustainable margins. As they
did so, they conuributed to the slower
growth in world grain output, dropping
the increase in production per person to
scarcely 6 percent between 1984 and
1990, or roughly 1 percent per year.?9

The global downwrn in per capita
grain output reflects downturns in each
geographic region, though the exact
timing and the principal reasons vary.
(See Table 1-2.) The worldwide rise that
started following World War II was re-
versed first in Africa, where grain output
per person peaked at 169 kilograms in
1967. By 1990, a combination.of record.
population growth, land degradation,
and economic mismanagement had
dropped it to 121 kilograms, a fall of 28
percent. .

The next region to peak was Eastern
Europe and the Soviet Union, where
production is dominated by the the lat-
ter. The regional high in 1978 coincided
with the end of the rapid expansion in

Table 1-2. Regional and World Grain Production Per Person, Peak Year and 1990

- ‘ . 1990 Change Since
- Region Peak Production Production Peak Year
. (year) (kilograms) (kilograms) (percent)
© Africa 1967 69 * ] —~28
E. Europe and Soviet Union 1978 826 763 -8
. . Latin America 1981 250 . 210 —16
.North America 1981 1,509 - 1,324 -12
Western Europe 1984 538 496 -8
- Asia 1984 297. 217 -4
" ““World 1984 343 © 329 -4

_source: Based on U.S. Départment of Agriculiure, Economic -Research Service, IWo
(unpublished printouts) (Washington, D.C.: 1990), with updates for 1990 harvest.

rlid Grain Database
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Soviet grain arca that followed the mas-
stve crop shortfall of 1972. Since then,
that nation's grain harvested area has
shrunk by 10 percent as land in alter-
nate-year fallow has been increased to
restore moisturc and stabilize vields and
as eroded land has been abandoned. For
the region, grain production per person
has fallen 8 percent since 197830

Per capita grain production in both
Latin and North America peaked in
1981. In Latin America, the debt crisis
that emerged in force in 1982 weakened
consumer purchasing power and re-
duced the availability of foreign ex-
change to import needed inputs such as
fertilizer. These economic stresses, com-
bined with rapid population growth and
land degradation, have dropped grain
output per person 1§ percent since
1981.3

By 1990, word carryover stocks of
grain had dropped to 290 million
tons, enough for just 62 days.

In North America, there were no re-
strictions on planting in 1981, and large
amounts of highlv erodible land came
under the plow. After that year, land was
again taken out under government set-
aside programs to reduce “surpluses.”
Beginning in 1986, farmers began to re-
tire highly erodiblc land under the new
Conservation Reserve Program. return-
ing nearly 14 million hectares to grass or
trees by 1990. Even though the area in
the more traditional “set-aside”™ pro-
gram was sharply reduced in 1990 1o
mect cxpanding demand. the harvest
per person was 12 percent below the
peak of 1981.32

In the two remaining regions, West-
ern Europe and Asia, production per
person peaked in 1984. In Western
Europe, where high price supports and
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advancing technology have led to a long
sustamed rise in vields, farmers are now
experiencing difficulty in maintaining
the rapid risc. If the Uruguay Round of
General Agreement on Tariffs and
Trade negouations finally ends with an
agreement to lower Europe’s farm price
supports. then the recent decline could
continue for a few vears. Fortunately for
the region. which produces an exporta-
ble surplus of grain, food consumption
levels are high and population growth is
approaching zero.3?

For Asia, which has over hall the
world's people and produces over 90
percent of its rice, grain vield per hectare
is continuing to rise, but more slowly
than a decade ago. Within East Asia,
dominated by China, Japan, and In-
donesia, population growth has slowed
to 1.4 percent per vear. Itis in West Asia,
where most of the 1.1 billion peopie
the Indian subcontinent live at subsisi-
ence levels, that the imbalance between
food and people is greatest and likely 10
get worse.34

For the world as a whole, the annual
growth in grain production from 1984 w0
1990 was 1 percent. while that of popula-
tion was nearly 2. The diminishing crop
response to the additional use of fertihi-
zev. the negative effect of environmental
degradation on harvests. and the lack of
any new technology 1o replace ferulizer
as the engine of agricultural growth are
each contributing to a potentially hun-
grv future for much of humanity. In both
1984 and 1990, per hectare vields of the
ihree grains that dominate the world
diet—wheat. rice. and corn—set new
records. indicating unusuallyv favorable
growing conditions in all the major
grain-growing regions. If these two
vears are broadly comparable weather-
wise, as they appear to be, then this
slower growth in world grain output may
indeed be a new trend.3?

The slowdown in world food output
since 1984 would have had even more
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severe consequences if it had not been
for the record grain stores accumulated
in the mid-eighties. World carrvover
stocks, perhaps the best short-term mea-
sure of food securitv. totaled a record
461 million tons of grain in 1987,
enough to feed the world for 102 days.
(See Figure 1-4.) But in each of the next
three vears, world grain consumption
exceeded production, leading to a 173-
million-ton drop in stocks to compen-
sate for the downturn in per capita grain
production. By 1990, carrvover stocks
had dropped to 290 million tons,
enough for just 62 days. With the
bumper grain harvest of 1990, carrvover
stocks in 1991 are projected to increase,
but only to 66 days of consumption.36

When stocks drop below 60 days of
consumption, roughly the amount of
grain needed to maintain an uninter-
rupted flow from the farmer to the con-
sumer, prices become highly volatile, ris-
ing and falling on the strength of weekly
weather forecasts. The last time this hap-
pened, when only 55 days’ worth of con-
sumption were available in 1973, grain
prices doubled in a matter of months. In
1990, stocks fell precariously close to
this trigger point.3?

The prospective shrinkage of crop-
land and fresh water per person during
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Figure 1-4. World Carryover Grain Stocks, 1963-91
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the nineties. along with the prospect of
a likely reduction in per capita fertilizer
use, raises basic questions of future food
security. Buttressing this concern is the
failure in 1990. a vear of record harvests,
to appreciably rebuild grain stocks. If
stocks cannot be replenished in such an
exceptionally good vear, when can they
be? What happens to stocks and world
grain prices if we have an unusually poor
harvest? Both these questions are likely
to be answered within the next few
vears.38

In our modern, post-industrial infor-
mation economy, where few of us remain
on the land. we are largely isolated from
the economy’s agricultural foundations.
We tend to take the land’s capacity to
satisfy our needs for granted. But the
superficial economic indicators we rely
on so heavily do mask serious underly-
ing problems. As Harvard ecological an-
thropologist Timothy Weiskel quite
rightly notes, “We live in a-highly indus-
trialized, urban culture, but it is impor-
tant to remember that there is no such
thing as a ‘post-agricultural’ society.” As
the agricultural foundations of the
global economy weaken, so will the
global economy itself. In effect, agricul-
ture is likely to be the sector that first
illustrates how profoundly environmen:
tal degradation will eventually shape
global economic trends.3?

PoruLaTION: THE
NEGLECTED ISSUE

Nowhere is the conceptual contrast be-
tween economists and ecologists more

.evident than in the way they view popu-

lation growth. In assessing its effect,
economists typically have not seen it as
a particularly serious threat. In their
view, if a nation’s economy is growing at
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5 percent per year and its population at
3 percent, this leads to a steady 2-per-
cent gain in living standards. Relying on
economic variables alone, this situation
secmed to be tenable, one that could be
extrapolated indefinitely into the future.

Ecologists looking at biological in-
dicators in the same situation see rising
human demand, driven by population
growth and rising affluence, surpassing
the carrying capacity of local forests,
grassiands, and soils in ‘country after
country. They see sustainable yield
thresholds of the economy’'s natural sup-
port systems being breached throughout
the Third World, And as a resuls, they
see the natural resource base diminish-
ing even as population growth is ex-
panding.

The world is projected to add at
least 960 million people during this
decade.

Against this backdrop. biologists find
recent population trends profoundly
disturbing. Accelerating sharply during
the recovery period after World War 11,
the annual growth of world population
peaked at about 1.9 percent in 1970. It
then slowed gradually, declining 10 1.7
percent in the early eighties. But during
the late eighiies it again began to accel-
erate, reaching 1.8 percent. largely be-
cause of a modest rise of the birth rate in
China and a decrease in the death rate in
India. With ferulity wurning upward in
the late cighties instead of declining. as
some had expected and manv had
hoped, the world is projecied 10 add at
least 960 million people during this dec-
ade, up from 840 million in the eighties
and 750 million in the seventies.*?

Concern with the effects of population
growth is not new. Nearly two centuries
have passed since Malthus published his
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famous treatise in which he argued that
population tends to grow exponentially
while food production grows anthmeti-
cally. He argued that unless profligate
childbearing was checked, preferably
through abstinence, famine and hunger
would be inevitable. Malthus was wrong
in the sense that he did not anticipate the
enormous potential of advancing tech-
nology to raise land productivity. He was
writing before Mendel formulated the
basic principles of genetics and before
Von Leibeg demonstrated that all the
nutrients taken from the soil by plants
could be returned in mineral form.4!

Malthus was correct, however, in an-
ticipating the difficulty of expanding
food output as fast as population
growth. Today, hundreds of millions of
the carth’s inhabitants are hungry, partly
because of inequitable distribution, but
increasingly because of falling per capita
food production. And as the nineties
begin, the ranks of the hungry are swell-
ing.

Malthus was concerned with the rela-
tionship between population growth and
the earth’s food-producing capacity. We
now know that increasing numbers and
economic activity affect many other nat-
ural capacities, such as the earth’s ability
to absorb waste. At any given level of per
capita pollution. more pcople means
more pollution. As the discharge of vari-
ous industnial and agricultural wastes
overwhelms the waste-absorptive capac-
ity of natural systems, the cumulative ef-
fects of toxic materials in the environ-
ment begins to affect human health.

Another consequence of continuing
population growth in much of the Third
World is a shortage of fircwood, the pri-
mary fuel. As the local demand for hre-
wood for cooking exceeds the sustaina-
ble vield of local woodlands, the forests
recede from the villages. Women, who

. gather most of the firewood. often find

themselves trekking long distances to
find enough 1o prepare meals. In some
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situations, families are reduced to only
one hot meal a day. Malthus worried
about whether there would be enough
" food, but he never reckoned that finding
the fuel to prepare it would become part
of the daily struggle for survival.4?
The record population growth pro-
jected for the nineties means the per
capita availability of key resources such
as land, water, and wood will also shrink
at an unprecedented rate. (See Table
1-3.) Since the total cropland area is not
expected to change during the decade,
the land available per person to produce
our basic staples will shrink by 1.7 per-
cent a vear. This means that grainland
per person, averaging 0.13 hectares in
1990, will be reduced by one sixth dur-
ing the rineties. And with a projected
growth in overall irrigated land of less
than 1 percent per year, the irrigated
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area per person will decline by nearly a .

tenth.

Forested. area per person, reduced
both by the overall loss in forests and by
population growth, is likely to decline by
one fifth or more during this decade.
The 0.61 hectares per person of grazing
land, which produces much of our milk,
meat, and cheese, is also projected to
drop by one fifth by the year 2000 as

Table 1-3. Availability of Basic Natural
Resources Per Person in 1990 and 2000

Resource - 1990 2000
(hectares)
Grain land 0.13 . 0.11
Irrigated land 0.045 0.04
Forest land 0.79 0.64
Grazing land 0.61 0.50

SOURCE: Based on U.S. Department of Agriculture,
Economic Research Service, World Grain Database
(unpublished printouts) (Washington, D.C.:
1990); U.N. Food and Agriculture Organization,
Production Yearbook (Rome: various years); and U.N.
Department of International Economic and Social
Affairs, World Population Prospects 1988 (New York:_
1989). B
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population grows and . desertification
spreads. Maintaining an improvement in
living conditions with this reduction in
per capita natural resources will not be
easy.43

One reason the world is now facing
such dramatic per capita resource de-
clines is the policy of benign neglect that
seems to have affected family planning
programs both at the national level and
within the international development
community. After two decades of strong
U.S. leadership in international family
planning efforts, the Reagan administra-
tion withdrew all U.S. funding from the
United Nations Population Fund and the
International Planned Parenthood Fed-
eration, the two principal sources of in-
ternational family planning assistance.
Yielding to pressures from the political
far right, which used opposition to abor-
tion to cut off this financing, the adminis-
tration effectively forfeited leadership.
Ironically, as a result more and more
Third World women are denied access
to family planning services and forced to
resort to abortion. (See Chapter 7.)44

Within the international development
community, leadership on population
policy continues to be weak. The World
Bank officially recognizes the need to
slow population growth, but contributes
little to doing so. The Secretary-General
of the United Nations rarely mentions
population, much less provides leader-
ship on the issue. Deep-seated religious
resistance in the Catholic church and in
many Moslem societies has fostered this
climate of neglect.

One of the rare family planning suc-
cess stories during the eighties among
the more populous countries was Brazil,
where the average number of children
per woman dropped from 4.4 in 1980 to
3.3 in 1990. Prominent among the
causes was an expansion of government
family planning services and growing ac-

" cess to modern contraceptives in com-

mercial markets.45
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Overall, however, the eighties was not
a happy decade for cfforts to achicve a
sustainable balance between people and
their narural support systems. Contin-
uing rapid population growth and
spreading environmental degradation
trapped hundreds of millions in a down-
ward spiral of falling incomes and grow-
ing hunger. With the number of people
caught in this life-threatening cycle in-
creasing each year, the world may soon
be forced to reckon with the conse-
quence of years of population policy ne-
glect.

A NEw AGENDA, A NEw
ORDER

With the end of the ideological conflict
that dominated a generation of interna-
tional affairs. a new world order, shaped
by a new agenda, will emerge. If the
physical degradation of the planet be-
comes the principal preoccupation of
the global community, then environ-
mental sustainability will become the or-
ganizing principle of this new order.
(For a discussion of the rough outline of
an environmentally sustainable global
cconomy, see Chapter 10 in State of the
Werld 1990.) The world's agenda will be
more ecological than ideological, domi-
nated less by relationships among na-
tions and more by the relationship be-
tween nations and nature. For the first
time since the emergence of the nation-
state, all countries can unite around a
common theme. All socicties have an in-
terest in satisfying the needs of the cur-
rent generation without compromising
the ability of future generations 1o meet
their needs. It is in the interest of every-
one to protect the earth’s life-support
systems, for we all have a stake in the
future habitabilitv of the planet,
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This is not 10 suggest, by any means,
that all international initiatives will be
conflict-free. Issues of who assumes how
much responsibility for achieving a
given goal. such as climate stabilization.
will plague international negotiations
long after agreement is reached on the
goal itself. Do those in wealthy countries
have an obligation to reduce carbon
emissions to the same level as those liv-
ing in poor countries? If preservation of
the earth’s biological diversity is a goal.
should the cost be borne by those who
iive in the tropical countries that contain
the vast majoritv of the earth’s plani and
animal species, or is this the responsibil-
ity of the international community?

In the new age, diplomacy will be
more concerned with environmental se-
cunty than with military security. To be
effective, diplomats will need a sohd
grounding in ecology as well as econom-
ics and politics. Toxic waste disposal. en-
dangered species protection. carbon
efficiencies. water-sharing agreements,
substitutes for chlorofiuoracarbons
(CFCs). achievement of replacement-
ferulity levels, and the latest solar energy
technologies are but a few of the matters
that will command diplomatic attention
in the battle to save the planet.

Although it ts premature to descnibe
the shape of the posi—cold war world
order. its determining characteristics can
now be identified. A comminment (o the
long-term improvement in the human
condition is contingent on substituting
environmental sustainability for growth
as the overriding goal of national eco-
nomic policvmaking and international
development. Political influence will de-
rive more {rom environmental and eco-
nomic ‘leadership than from miliary
strength, And in the new order, the poht-
ical stresses between East and West are
likelv to be replaced by the economic
stresses between North and South. in-
cluding such issues as the need to reduce
Third World debt, access to markets in
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the industrial North, and how the costs of
environmental protection initiatives are
allocated between rich and poor.

In the emerging order, the United Na-
tions seems certain to figure much more
prominently-in world affairs, particularly
in peacekeeping, where its role is likely
to be closer to that envisaged by its
founders. Evidence of this new capacity
emerged in 1990 as the United Nations
took a leading and decisive role in the
international response to Iraq’s invasion
of Kuwait. It was also evident in the
U.N.-negotiated Kampuchean peace set-
tlement of mid-1990. If the United Na-
tions can effectively play the envisaged
peacekeeping role, it will speed demili-
tarization and the shift of resources to
environmental security.

Another indication of the expanding
U.N. role was the June 1990 interna-
tional agreement on a rapid phaseout of
CFCs, to minimize further losses from
the stratospheric ozone layer. Some 93
countries agreed to halt CFC production
by the end of the nineties, going far
beyond the 1987 Montreal Accord that
called for a 50-percent cut by 1998. This
essential advance hinged on the estab-
lishment of an international fund that
will provide $240 million of technical as-
sistance over the next three years to help
the Third World obtain CFC substitutes.
The funding mechanism was essential to
broadening support for the phaseout
among developing countries, impor-
tantly India and China, the world’s two
most populous countries.46

Reaching international agreement on
a plan to stabilize climate, which in effect
requires a restructuring of the world en-
ergy economy, will be far more difhcult.
(See Chapter 2.) The current schedule,
designed to produce a draft agreement
for the U.N. Conference on Environ-
ment and Development in June 1992,
will be the first major test of the new
world order.
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Environmental alliances to deal with
specific transnational threats are likely to
become commonplace and far more nu-
merous than the military alliances that
have featured so prominently since

. World War II. To cite a few examples,

European countries could work together
to save the region’s deteriorating for-
ests, nations bordering the Baltic Sea
could join together to reverse its degra-
dation, and countries in the Indian sub-
continent could combine forces to refor-
est the Himalayas and reduce the
frequency of crop-damaging floods. New
North-South alliances to save migratory
birds, whether songbirds within the
western hemisphere or waterfowl that
migrate from Europe to Africa, are in-
creasingly probable.

Political influence will derive more
from environmental and economic
leadership than from military
strength.

As noted earlier, leadership in the new
order is likely to derive less from military
power and more from success in build-
ing environmentally sustainable econo-
mies. The United States and the Soviet
Union, the traditional: military super-
powers, are lagging badly in this effort
and are- thus likely to lose ground to
those governments that can provide
leadership in such a shift. For example,
the path-breaking June 1990 decision by
the West German cabinet to reduce car-
bon emissions 25 percent by 2005, along
with other ambitious environmental
initiatives in material reuse and recycling
(see Chapter 3), may cast the newly uni-
fied Germany in a leadership role.4?

With time running out in the effort to
reverse the environmental destruction
of the earth, there is an obvious heedfor
initiatives that will quickly convert our
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environmentally unsustainable global
economy into one that is sustainable.
The many means of achieving this trans-
formation range from voluntary life-
style changes, such as limiting family size
or reducing wasle, to regulated changes
such as laws boosting the fuel efficien-
cies of automobiles and household ap-
pliances. But the most effective instru-
memt of all promises to be 1ax
policy—specifically, the partial replace-
ment of income taxes with those that dis-
courage environmentally destructive ac-
tivities. Prominent among the activities
to tax are carbon emissions, the use of
virgin materials, and the generation of
toxic waste. {See Chapter 10.)
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We can see what environmentally un-
sustainable growth does to the earth.
And we know what the outlines of an
environmentally sustainable economy
look like. If the move toward the latter is
not speeded up, we risk being over-
wheimed by the economic and social
consequences of planetary degradation.
This in turn depends on more of us
becoming environmental activists, work-
ing on behalf of the future of the planet
and our children. Unless we can reverse
quickly some of the environmental
trends that are undermining our econ-
omy, our dream of a better life for our
children and grandchildren will remain
just that,
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TOWARD A NEW
“ECO”-NOMICS

Modern economics, blind to natural limits, is hastening the Earth’s
demise. A major restructuring of economic rules and practices
is crucial to the future health of the planet.

BY SANDRA POSTEL

hen World Bank economist

Herman Daly searched through

the indexes of three leading
macroeconomic textbooks, he

turned up no entries for the terms “pollu-
? “environment,” “natural resources,”
or “depleton.” These glaring omissions
help to illustrate what a handful of eco-
‘nomists now see as a fundamental flaw in

_their discipline: an almost complete lack of

regard for the environment.
While the environment and the economy

- are tightly interwoven in reality, they are

almost completely divorced from. one
another in economic structures and institu-
tions. Modern economics has barely heard
of the natural world, no less begun to in-
corporate environmental concerns into its

- everyday workings.

- This oversight traces back to the work of

-John Maynard Keynes, the father of modern
" economics, who, troubled by the Great De-
" pression, focused on unemployment, infla-

tion, and other elements of the money cycle,
For Keynes and his contemporaries, natural
resources appeared so abundant that notions
of scarcity, depletion, and environmental
damage did not even appear in their picture
of how the economy functions.
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A dny cube inside a large sphere just a few
decades ago, the global economy is no longer
small relative to the earth’s natural systems.
It now takes only 15 days to produce what it
took an entire year to produce in 1900.
Increasingly, the corners of the cube have
begun to puncture the sphere—and the
damage appears in the form of acid rain,
holes in the ozone shield, and the buildup of
greenhouse gases.

“Progress,” as defined by our modern
economic system, is not only perpetuating
environmental deterioration, but accelerat-
ing it. Reconciling our economic rules and
practices with the dictates of environmental
sustainability is now much more than a
purely academic interest; it is essental for
human survival.

Gaining Income, Losing Wealth

No single economic indicator is more popu-
lar than the Gross National Product (GNP).
A measure of the total output of goods and
services in an economy, the GNP is the basis
upon which countries are ranked fromrich to
poor. Almost universally, a climbing GNP is
taken to mean that a country’s health is
improving—and that its people are becom-
ing berter off.
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- Bur a closer look at the accounting system
used to produce the GNP shows major fail-
ings in irs ability to assess both economic
performance and human welfare. A coun-
try’s economic bookkeeping consists of in-
come accounts, which when tallied produce
the GNP figure, and capital accounts, which
track changes in wealth.

As lumber facrones, textile mills, office
buildings and other artifacts age and fall into
disrepair, a subrraction is made from the
capital accounts to reflect their depreciation
in value. No similar. subtraction is made,
however, for the deterioration of forests,
soils, air qualiry, and other natural endow-
ments. Natural wealth of all kinds is whir-
tled away with no losses appeanng in the
national accounts.

When rrees are cur and sold for timber, tor
example, the proceeds arc counted as in-
come, and thus added to the GNP. But no
subtraction is made for the dcterioraton of
the forest, an economic asser thar, if man-
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aged well, could provide revenuce long into
the futurc. The resuit is an inflared sense of
both income and wealth, creatng the illu-
sion that a country is better off than it really
is and can sustain higher levels of consump-
tion than is actually possible.

As economist Robert Repetto of the World
Resources Institute points out, this failure to
disdnguish berween natural assct destruc-
ton and income generation makes the GNP
“a false beacon, and can draw those who stcer
by it onto the rocks.”

Most in danger of running aground are
developing countrics whose economies re-
main closcly ted o primary resources, such:
as fuels, timber, minerals, and agricultural
crops. Bolivia, Colombia, Erhiopia, Ghana,
Indonesia, Kenya, and Nigeria arc among
the countrics that depend on primary prod-
ucts for 75 percent or more of their exports.

Nigeria 15 an example of i country that
overspent its natural account. Once among
the world’s largest tropical log exporters, the

WORLD « WATCH .
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_ country’s timber shipments fell off dramati-
cally after many vears of overcutting forests.

‘ . In 1988, Nigeria earned only $6 million

from forestry exports while spending $100
‘million on forest product imports. During

Lo
. enter the future

with economic indicators that
ignore the environment is like
steering an aircraft toward a

fog-shrouded runway

. without instruments to

guide the landing.

the period of rapid logging, Nigera’s
accounts failed to warn of the impending
downturn. Indeed, a country can be headed
toward ecological bankruptcy and still regis-
ter GNP growth.
Repetto and his colleagues have examined
. the implications for Indonesia’s resource-
based economy of more accuratelv measur-
ing income and wealth. Taking into account
the depletion of just three narural resources
soils, and petroleum—the re-
searchers found the average annual growth
in Indonesia’s GNP from 1971 to 1984
dropped from 7.1 percent to 4 percent. If
the exploitation of coal, mineral ores, and
other nonrenewable resources had been
included, along with the deterioration of
fisheries and other renewable assets, the drop
- would have been even steeper.

Pollution Pays

Besides being blind to the destruction of
natural wealth, the GNP as currently calcu-
lated has another major failing: it counts as
- income many of the expenditures made to
_ combat pollution and its adverse conse-
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quences. The Alaskan oil spill of March
1989, the most environmentally damaging
accident in U.S. hlS[Ol‘V, actually created a
rise in the GNP, since much of the $2 billion
spenton labor and equipment tor the cleanup
was added to income.

Equally perverse, much of the $40 billion
in health care expenses and other damages
incurred by U.S. citizens annually as a result
of air pollution is counted on the plus side of
the national income ledger. Although the
nation certainly would be better otf had the
Alaskan oil spill never happened and if people
didn’t suffer respiratory ailments from air
pollution, the GNP suggests otherwise.

As the environment deteriorates turther,
the discrepancy between the GNP's measure
of progress and actual human well-being is
widening. Over the next several decades,
global temperatures will rise, biologically
damaging ultraviolet radiation will increase,
thousands of plant and animal species will
become extinct, vast tracts of tropical rain
forest will disappear, and several billion people
will be added to a planet already overtaxed by
humans. To enter such a period with eco-
nomic indicators that ignore environmental
deterioration is like steering an aircraft to-
ward a tog-shrouded, windswept runway
with no instruments to guide the landing.

Clear-Cut Economics _
Given a choice, people prefer to receive $100
today over the same amount made available
next year. The reason is obvious enough.
That money can purchase a radio or a bicycle
offering a vear’s worth of enjovment that
would be forgone if the payment is delayed.
Put in a bank, the money earns interest,
which would be lost if the payment is pushed
back a vear.

Economists capture this time-preference

-for money in a decision-making tool called

the discount rate. Itis used to determine the
present value of a future stream of costs and
benefits, and thereby helps investors choose
among a range of profit-making options.
But by denominating all investment choices
in money terms, and weighing future bene-
fits much less heavily than those nearer the
present, the practice of discounting—espe-
cially at the high rates used today—makes
sustainable management of most natural
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resources impossible. Under the economic
logic of discounting, it is perfectly rational to
drive a resource to exrinction if its growth
rate lags behind the market rate of interest.
As Colin Clark, professor of applied mathc-
maries at the University of Briish Columbia
i Vancouver, puts it: “If dollars in banks are
growing faster than a dmber company’s for-
ests, it is more profitable (indeed, more cco-
nomical) to chop down the trees, sell them,
and invest the proceeds clscwhere.” Clear-
curting a forest and slaughtening a marine
species thus make, in Clark’s words, “a cer-
tain mathemarical sense.”

The upshot has been the systematic de-
struction of forests, fisheries, groundwater
supplies and other biological resources in
the name of increasing capital wealth. Not
only are private investors responsible, but
public ones as well. The World Bank, the
largest funder of development projects in
the Third World, with an arinual lending
portfolio totaling some $20 billion, cur-
rently uses a discount rate of 10 percent. A
forest growing at a rate of 2 or 3 percent per
vear simply doesn’t stand a chance against a
required ratc-of-return that high. Viewed
another way, if greenhouse warming is esti-
mated to cause $100 billion in damage in the
vear 2075, today’s valuation of that damage
using a discount ratc of 10 percent is a mere
$30 million, hardly worth worrying about.

Killing the Goose

Today’s investment rules also assume that
natural capital and human-made capital are
interchangeable, and whar matters is only
that total capiral is increasing. But natural
and human-made assets are substitutes only
up to a point. Without any forests to supply
it with omber, for instance, a $50-million
lumber mill is uscless.

Morc important, there are no known
replacements for some life-supporting natu-
ral systems. Scientsts can offer no subsd-
tutes for the radiation-absorbing ozone layer,
the carth’s thin mantle of topsoil, or the cur-
rent climate to which agriculture and other
human actividies have carefully adapted.
Driven by the cconomic calculus of dis-
counting, these vital natural assets are being
destroyed irreversibly, leaving otir children
and grandchildren to fend for themselves.

Economic decision making also fails to
account adequarely for the many functions
natural systems perform that are difficult to
quantify. Compared with a clothing factory
or a steei mill, which both produce tangible;

Under

the economic

logic of discounting,
it is perfectly rational

to drive a resource

to extinction if its

growth rate lags
behind the market
~ rate of interest.

easily valued products, only some of the
products and services provided by renewable
resources are valued in the marketplace. A
forest producing wood for timber is also pro-
tecting upland soils from erosion, safeguard-
ing downstream croplands from flooding,
providing habitat for countess plant and
animal species, and storing carbon that
would hasten global warming if released to
thic atmosphere. Bur because these are social
benefits, a private investor doesn’t take them
into account. And because they are difficult
to quantify, they are often left out of public
investors’ decisions as well. :

" Asaresult, a small measurable private gain
can result in 2 large unquantified social loss,
and the economic rules will detect nothing
wrong. As Herman Daly and John Cobb
write in their book, For the Common Good:
“The fact that individual capitalists are made
berter off by killing the goose and putting
their money in a faster-growing asset does
not alter the facr thar society has lost a

perpetuat stream of golden eggs.”
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‘Who is Better Off?

The economic models guiding the devel-
opment process are virtually silent on ques-
.tions of distributive justice and equitv. If a
particular investment will result in a net gain,
bur the relatively well-otf will get richer and
the poor will become more impoverished as
a result, should the investment be made?
Does such a project promote progress?

A growing body of knowledge suggests
that answering ‘these questions is vital to
- promoting sustainable development. Some

-1.2 billion people—more than a fifth of

i humanity—remain largely untouched by

economic growth. " Since they often subsist
outside the market economv, their liveli-
hoods depend on the abundance and quality
of the natural resources around them.
When a natural forest is converted to a
cash-crop tree plantation, the new plantation
owner profits and the GNP registers a net
_ gain. But the poor rural families who had
been using the forest as a source of cooking
. tuel suffer. Rarelv is a cost even counted for
the women who now must trek four hours
instead of two to gather fuelwood for the
evcnmg meal.
- As the poor are driven into greater depn-
vation, the environment degrades further.
With fewer areas of natural forest from which
- to collect their cooking fuel, they are forced
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to overcut the remaining wood resources,
which in turn compounds their hardship. In
this way, as economists Partha Dasgupta of
Stanford University and the University of
Cambridge and Karl-Goran Maler of the
Stockholm School of Economics point out,
separating the goals of economic develop-
ment from the quality of the narural environ-
ment “has proved to be enormously costly in
terms of wasted and lost lives.”

Since poverty breeds environmental de-
struction and vice versa, a necessary condi-
tion for sustainable development is that the
poorest of the poor benefit. Keeping vigilant
watch over the welfare of the most destitute
will, in turn, be a good barometer of environ-
mental quality. Yet the economic rules and .
indicators followed by national governments
and development institutions, including the
World Bank, do nothing of the kind.

Honest Income
Recalculating the GNP so that it takes ac-
count of the depletion and deterioration of
forests, fisheries, water supplies, and other
natural assets is a critical first step toward
bridging the growing gap between illusory
and real economic gains. . Some initiatives in
this direction are under way, but the pace of
change is far too slow.

Australia, Canada, France, the Nether-
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lands, and Norway are among the countries
that have begun compiling -inventories of
their natural resources, a prerequisite to
making the needed accounting adjustments.
But thesc figures have not been integrared
into the standard national capital and income
accounts, so they have not led to improved
GNP esumates.

So far, owo countries— West Germany and
the United States—have plans to calculatean
alternative GNP figurc that takes environ-
mental damage into account. Butrhese new
indicarors probably will not be produced on
a regular basis until the mid-1990s. Stausu-
cuans in both countries will conunuc to
compute the conventional GNP as well, of-
tering the oppormuniry to show how far from
sustainabuity their economies have wandered,
bur also leaving open the possibility that the
new indicators will be largely ignored.

The pace of GNP reform could be gready
quickened by a push from the United Na-
tions Statistical Commission. Currently, the
commission is in the process of revising its
System _of Nadonal Accounts, something
that happens only once every twenty years.
Because most market economies follow the
U.N.’s accounting procedures, aitering
them to reflect environmental deterioration
could widely improve the GNP’s reliability.

Unfortunately, the U.N. Statistical Com-
mission has decided to make only limited
reforms this round. Iragreed ro draft guide-
lines for countries wishing to develop envi-
ronmental and resource accounts, along
with procedures for calculating a-new GNP.
Bur the rradirional approach ro figuring the
GNP sull will be deemed acceptable. - A
'stronger stand is needed. By the tme the
commission begins the next round of revi-
sions, .presumably around 2010, an increas-
ing number of countries will be trapped in
economic decline from the dcsuucuon of
thcxr natural asscts.

Progress Properly Measured

More accurate estimates of national income
. and GNP, while important, would still be
insufficient ro determine whether or not
human welfare is improving—the uiimare
aim in assessing progress. A better approach
is to supplement a recalculated GNP with a
basker of other indicators that monitor liter-

acy, infant morrality, housing, income equal-
ity and other areas affccting societal health.
if these indices were publicized and used
frequently, as the GNP currently is, a broader
and more accurate picture of progress—or

"B
rogress,”

as defined by
our modern economic
system, is not only
perpetuating environmental
deterioriation, but
accelerating it.

the lack of it—would resulr.

The United Nadons Development Pro-
gram (UNDP) has come up with a “Human
Development Index” (HDI) derived from
three components: life expecrancy, lireracy,
and purchasing power. A comparison be-
tween the raditonal GNP and the HDI

-makes clear that high levels of economic

output do not always correspond with high
levels of human development. The United
States, for instance, ranks second in 1987
per-capita GNP, but comcs in 19th on the
HDI scale, largely because of its compara-
tively high illireracy rate. The people of Sn
Lanka, on the other hand, appear betrer off
according to the UNDP index than the
traditional GNP since the nation’s life expec-

ancy of 71 years and adult literacy rate of
87 percent—both high among developing

* countries—somewhat offset the low percapita

annual income of $400. Economist Herman
Daly and theologian John Cobb have devel-
oped an “Index of Sustainable Economic
Wclfarc (ISEW) that not only accounts for
air and water pollution, cropland and wet-
land losses, and other forms of environ-
mental deterioration, but alse for the coss
of commuting and car accidents, for income
inequality, and a range of other factors
affecting human weifare,
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A calculation of this index for the United
States over the period 1950-86 shows that
during the 1950s and early 1960s, it tracks
_ closely with the traditional GNP (see Figure

Figure 1: GNP Per Capita and Index of Sustainable Economic
Welfare Per Capitainthe United States, 1950-1988
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Source: Herman E. DnrynnoJonna Cobb. Jr., FarmoCommonGood
Tow: anda

the
Sustamabie Future (Boston: Boamans 1990)

1). After that period, however, the two
indices diverge markedly. Per-capita eco-
nomic welfare on the ISEW scale peaked
in 1976, and by 1986 had dropped 10 per-
cent. By contrast, the standard per-capita
GNP rose 21 percent over the same 10-vear
period.

" The most speculative factor in the ISEW is
that of long-term environmental damage
tfrom climate change and other unfolding
-global threats. But whether the estimate is a
bit high or low matters less than the contri-
bution it makes to-a more complete picture
of economic welfare. Completely ignoring
such costs perpetuates the illusion of prog-
ress-and allows political leaders to escape the
hard choices needed to put the economy on
an environmentally sound track.

New Rules of the Game

the furure, such as tree planting, to stand a
berter chance against those that turn a quick
protit. Having eliminated much of the bias
against the future, public investors can then
select those projects that offer the highest
long-term rate of return.

Government and pubhc agcncxes can also

" intluence private investors’ decisions by issu-

‘Reshaping investment criteria to conform

with -the principles of environmental sus-
tainability is no small task; currently, they are
- stacked solidly against future generations.

Among the first priorities is to make public
investments place more weight on the future
rather than systematically undervaluing it.
One solution is to lower the discount rate to
alevel closer to the real rate of capital produc-
tivity, around 1 to 3 percent. This would
allow investments offering benefits long into
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ing grants or tax breaks to compensate for
the lower short-term profits yielded by some
renewable resources. Robert Goodland, an
ecologist at the World Bank, argues that such
incentives are critical to slowing the pace of
tropical forest destruction until more tree
plantations can be developed to take the
pressure oft of virgin stands.

In addition, a more thorough analysis of
costs and benetits would make economically
unattractive many of the environmentally
destructive projects now being promoted
and funded. In a detailed examination of a
small plot of Peruvian rain forest, Charles
Peters of the New York Botanical Garden
and colleagues found that the long-term
revénues from sustainably harvesting fruits
and rubber trom the-plot were double those
from converting it into a fast-growing tree
plantation or a cattle pasture: $2,562 peracre
compared with $1,289 for the plantation
and $1,198 for the pasture. Logging and
selling all the merchantable timber in one
quick cut would vield net revenues of only
$405 per acre.

The findings are even more impressive
given the researchers’ generous assumption
that the plantation and the pasture would
be sustainable and thus provide income for-
ever. In reality, many such projects in the
tropics fail after several years because of rapid
declines in soil fertility. Had the researchers
also included potential income from prod-
ucts such as medicinal- plants, as well as
the forest’s environmental services (such as
the protection of biodiversity and climate),
the case for. preserving the forest would be
even stronger.

A Natural Quid Pro Quo L
With many parts of the world shdmg toward
ecologlcal bankruptcy, one overarching in-

‘vestment criterion now seems warranted: no

26

net loss of natural capital. Requiring that
future development protect biological pro-
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ductnity rather than perpetuate its decline
would cnsure that the next generadon inher-
its an undiminished stock of natural assets,

In practical terms, this crirerion would
preclude projects that destroy forests, -drain
wetlands, or pave over croplands unless
addirional investments were made to com-
pensate for the resource damaged or lost.
For instance. it construction of 2 new road
chminated an area of forest, the road devel-
oper would pay to reforest a parcel of de-
graded land somewhere eise. The new tree
plantaton would not provide as many bene-
tits ay the original torest (indeed, this crite-
rion s nsuthicient for irreplaceable values,
such s biodiversity, which are tar more pro-
nounced in onginal ecosvstems), bur ir
would at least parrially make up for the loss.
It the cost of rcforestation rendered the
whole project unprofirable, the road would
not be buile.

An imtiative along these. lines was put
torth last April by the government of the
Netherlands. It proposes planting a total of
625,000 acres of trees in five Latin American
countrics over the next 25 vears to offset the
estimated carbon emissions from two coal-
fired power plants to be built in Holland
during the 1990s. Besides their many other
tunctions, trees absorb carbon from the
atmosphere through photosvnthesis, so
planung more of them can counteract cmis-
sions trom fossil fuels and help lessen the risk
of greenhouse warming.

Making such compensating mvcstmcms
randatory--for both public and private
investors—would ensure that future eco-
nomic activity does less overall harm to the
environment. Those who profit from devel-
opment would automatically plow some of
their expected proceeds back into safeguard-
ing the natural systems thev have placed in
greater jeopardv.

Shifting the Tax Base

Mong with esrabhshmg new investment cri-
teria, “green taxes” appear to be a promising
wav of making private decisions take envi-
ronmental costs into account. Theideais by
10 means new. Iapan and at least a half dozen
European_countries alreadv have various
kinds of pollution or resources taxes. In late
1989, the U.S. Congress passed a tax on the

27

sale of ozone-depleting chlorofluorocarbons
(CFCs). The most widely used CFCs are
initally being raxed ar $1.37 per pound,
roughlv twice their current price, with the
tax rising t0 $3.10 per pound bv 1995 and to
$4.90 by 1999.

Tax policy, however, can be a far broader
and more etfective instrument tor environ-
mental protection. Most governments raise
the bulk of their revenucs by taxing personal
and corporate income, a convenient way of
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collecting money that serves little inherent
social purpose. By systematically taxing
economic activities that pollute, deplete or
otherwise degrade the environment, gov-
ernments can raise revenue in a way that

The

Alaskan oil spill
of March 1989, the
most environmentally
~ damaging accident in LS.
history, actually created
a rise in GNP.

promotes environmentally sound practices.
To avoid the dampening effect such taxes
might have on the economy, income taxes
could be reduced so that the total level of
taxation remains the same. And credits or
- payments could be given to poor people hit
hard by a particular tax, such as one that
raises gasoline prices or heating costs.

By placing a tax of $85 per ton on the
- carbon content of fossil fuels, the United

- States could cut current emissions of carbon

dioxide (the leading greenhouse gas) by 14
~ to 20 percent, according to William U.

Chandler and Andrew K. Nicholls, research-
ers at the Battelle Memorial Institute, a pol-
icy research group in Washington, D.C. Such
a tax would initially generate $112 billion in
annual receipts, which would fall somewhat
- after energy efficiency improvements and
other adjustments had been made.. The
government then could reduce federal in-
come taxes in the range of 15 to 25 percent—
and ease the threat of global wanmng atthe
same time.

A comprehensive set of environmental
taxes would do much more. It would penal-
ize the use of virgin rather than recycled
materials, generation of toxic waste, émis-
sion of acid rain-forming pollutants, and
overpumping of groundwater. It would tax
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agricultural chemicals, and thus lessen the
risks of their contaminating food and drink-
ing water. In the United States, a 1 percent
tax on pesticides and fertlizers would ini-
tially raise more than $100 million annually.

By making environmentally damaging
practices economically unattractive, such a
change in tax policy would speed the transi-
tion to an ecologically sound cconomy. With
the public mcrcasmgly in favor of spending
more on the environment, but naturally
averse to higher income taxes, the moment
seems ripe to launch this reform.”

A Question of Scale

Time to build the nceded bridges between
the economy and the natural systems on
which it depends is disconcertingly short.
Continued economic growth of the sort
engineeredinrecentdecades—far from being
the answer to society’s varied ills—will usher
in a period of widespread environmental
deterioration and sodial disruption.

With politicians of all stripes espousing
ever more growth, it is easy to overlook the
fact that the economy’s optimum size is not
its maximum size. Anyone who has lost a
favorite park to a new housing subdivision
knows that not all economic growth en-
hances the quality of life. As ecologist and
philosopher Garrert Hardin says: “For a
statesman to try to maximize the GNP is
about as sensible as for a composer of music
to try to maximize the number of notes in a
symphony.” Unfortunately, decision makers
have not yet grasped that at some point
growth begins to cost more than it is worth.

As long as our economices and those who
steer them remain blind to the earth’s naru-
ral limits, indicators of economic perform-
ance will bear less and less relation to human
welfare. Reversing the tide of environmental
destruction will require fundamental shifts in
other realms besides economics—most im-
portantly in individual values, the driving
force of social change. But a major overhaul
of the rules, measures, and goals of our
economic systems would be a giant step off
the road to ruin and toward the path of
sustainable progress. @

Sandra Postel is vice president for researchat the
Worldwatch Institute.
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SENATOR GoRE. Well, thank you very much. That was excellent.

But I am going to hold off my questions until we have heard from
Dan Tunstall, who has already been introduced at the beginning of the
hearing.

Thank you very much for j Jommg us, and we look forward to hearing
from you. -

PREPARED STATEMENT OF DANIEL B. TUNSTALL, SENIOR
ASSOCIATE, WORLD RESOURCES INSTITUTE

MR. TunsTALL. Thank you very much. Thank you, Scnator, for the
invitation. ‘

As I said in discussion with your staff, my testimony today is based
in large part on a recent article that Jessica Matthews, who is vice presi-
dent of the WRI, and I prepared. Copies of that article and copies of a
separate written testimony are available. I will try to keep my presentation
short.

This is the only hearing I know of that links concemns for environment,
concems for economics, and concems for information that is really the
life blood of our public policy and our environmental and economic
system.

If policymakers are going to have the information they need, and I
think they need information for a number of reasons—including, to identi-
fy problems; to assess the conditions and trends of problems; to grasp
underlying causes for management purposes; and finally, for evalu-
ation—we need to hold government and other large institutions account-
able. If this is true, and I think it is, then we have to be concemed with
environmental information as a resource in itself. That means that our
actual statistical system becomes an important infrastructure, and the data
and information themselves become an important resource. Important and
valuable resources need to be husbanded; they need to be invested in and
managed wisely.

Basically, I have a very sxmple message today: it is time to rethink the
role that environmental information plays in economic development. 1
think in the past we have seen environmental information as separate from
economic information, and I think now we have to reintegrate it. We need
to make economists into environmentalists, and environmentalists into
economists, and get them to work together.

Three areas of rethinking need to be carried out. First, is the concep-
tual: what is important to collect, analyze, and use. Second, are informa-
tion policies. And, third, are the institutions, particularly the govemnmental
institutions that help to set the tone and incentives.

I would like to talk about each of these. And, then if we have time
later, answer questions about them and possibly give some examples.

A colleague of mine, Michael Colby, recently completed a paper for
the World Bank in which he wrote about environmental management and
development as an evolution of paradigms. He likes to use this word,
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“paradigms,” which I then, of course, had to look up. I don’t know if you
all know what it means, but we’ve heard it misused.

He uses paradigms to mean a constellation of beliefs, values, and
techniques. In this case, we want to look at a constellation of beliefs and
techniques and values that link environmental management to economic
development. In his view, there has been a rapid evolution in how we
relate environmental management to our economy over the past few
decades. .

The first paradigm, he calls "frontier economics,” where we consume
natural resources as if they are infinite, and we use the natural environ-
ment as a sink for wastes. In the second, to environmental protection,
human health becomes very important. We se¢ that externalities are caus-
ing problems, and we want to control pollution and protect humans.
Resource management is increasingly the paradigm many believe is the
more progressive paradigm of today, where we value nature by expanding
the economic measurement of nature. The last, he calls ecodevelopment,
which is a concept that we are struggling to define more fully. It may be
the paradigm of the future, where we integrate economic and ecological
thinking, and we actually try to anticipate how our actions influence the
global system.

Briefly, what happens when we look at this shift in paradigms, is that
the needs for information and statistics changes. We go from statistics on
our resource base, which we have a great deal of in the United States, to
statistics on pollution and its impacts, which we are gathering in great
detail, and we finally get to the point where we are now struggling with
~ resource accounting, which you and Mike Deland talked about today.

Finally, we get to ecodevelopment, where we want to integrate our
environmental statistics within economic indicators and vice versa, and
really want to integrate our economic data into measures of ecosystem
health and change, and to make sure that these are done in an harmonious
fashion.

I gave a reference in the paper to make this statistical transition more
explicit. It is found in Box 1 of the article, where we discussed agricultur-
al statistics. This is really Lester Brown’s area of expertise, and I haven’t
shown it to him yet, so if he has comments or criticisms, go lightly on
me. .
We took one sector—agriculture—and identified what statistics are
needed when you move through these four paradigms. I won’t go into the
details on that now. We can talk about that later. I think this gives us an
idea of what we need to do in the United States and internationally, and
that is to look at these different paradigms; see what kinds of data are
being collected; why do people want this information; and then try to
make our case for moving up the scale to indicators of resource manage-
ment and ecodevelopment.

Let me mention a couple of things that I think can be done to try to
improve statistics, looking at the policy side first of all and taking these
four paradigms into consideration. The first time has been mentioned by



91

both of the previous speakers, and it’s not surprising. We nced to develop
better indicators,

By indicators, we mean those key statistical series that capture trends
in ways that are understandable to the public and policymakers. Indicators
are our rules of thumb. We use them to communicate, both informally
and formally. Formally, because there are statistics behind them. Infor-
mally, in that everyone knows generally what they mean, even if they
don’t know the specifics.

We’re familiar with cconomic indicators, such as GNP prices, unem-
ployment rates, trade balances, debt, and many others. And 1 think it is
our point here that we need to be much more familiar with and develop
the information to support indicators of ecosystem change, of biological
diversity and conservation of biological diversity, of land capacity and
degradation, and particularly of resource wealth, production, and con-
sumption. And a whole range of pollutant emissions.

I belicve that we have made a good stant here in the United States.
We've expended a considerable amount of effort over the last 20 or 30
years. But I think we've only scratched the surface when we get into
these concepts of resource accounting and ecosystem development,

Second, and here we have more difficulty, is that we need to put in
place the surveys and monitoring systems required to prepare better
indicators. Good indicators depend on good data. They also depend on
good models, good analysis, and they depend on policymakers who want
this information. All of this information must be policy relevant. It is
science-based but relevant to policy. )

As I said in testimony given in the early 1980s, we lost momentum on
environmental data and monitoring in the United States. There is no doubt
in my mind about that. - _ .

Fortunately, in the late 1980s, in EPA, there have been new initiatives,
such as the EMAP program, the Environmental Monitoring and Assess-
ment Program—a multiyear, multiagency, and multimillion dollar program
to asscss the health of ecosystems. It's not fully operational yet. It needs
support and attention. It needs to be responsive to demands on the part of
policymakers to make it relevant to their needs. We can’t just allow the
scientists to run off and collect a lot of data. The policymakers need 1o be
there to put their input onto it. _

The third point in this ‘area is to make environmental statistics and
indicators more readily accessible and useful to policymakers. The Coun-
cil on Environmental Quality, our lead agency in the govenment, is now
beginning to be interested in this again after a hiatus of about 11 years.
They are supporting the work of EPA to produce a "Guide to Key Envi-
ronmental Statistics in the Federal Government.” They are interested in
updating, "Environmental Trends," a report that was first prepared in 1981
and again in 1989. They want to produce it more frequently, and I give
them credit for this. This is an imporntant development. The Council on
Environmental Quality has the mandate; it is legislated by Congress to do
these things, and it’s time now that we hold them accountable. '
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How are we going to change the policies, the three broad information
policies that I talked about? In my own mind, changing the policies won’t
happen until we change some of the institutions. We need a rearrange-
ment and refocusing of our statistical institutions in the U.S. Government.
First, is to establish a national commission on environmental data and
assessment.. We have never really had this. We have never really had the
public sector, the private sector, the resource economists, and the environ-
mental scientists get together and advise the govemment on what environ-
mental information it should be collecting over the next 5, 10, and 20
years. And that could go very far to answering the kinds of discussions
* you had with Mr. Deland. _ S

There was an Interagency Task Force on Environmental Data and
Monitoring established back in 1978. It came out with a brief report in
1980 and, as you can imagine, nothing has been done. We could actually
pick up that report and go pretty far in doing some of the things we’d like
to see done by the year 2000. - '

Second, reinvigorate CEQ’s environmental data and monitoring activi-
ties. They mention the workshop they’re holding later this week. That’s
an important step forward but really only a beginning. At CEQ today, you
may have a staff of about one-fourth of a person working on environ-
mental data and monitoring. In 1980, they had up to five full-time staff
professionals working on data and monitoring issues at the national and
international levels. :

I think if you now had that level of effort, Mr. Deland could have
answered all those questions that you had asked about on what’s happen-
ing to the resource accounting, and who do you talk to. They would know
who those people are. They would be able to say exactly what the United
States is going to do to change the national accounts. He was unable to
do it because the staff is not there. ' -

Third, we definitely need to legislate the establishment of the Bureau
" of Environmental Statistics. I don’t think it belongs in CEQ. I think that
would be the last place I would put the Bureau of Environmental Statis-
tics. It belongs in EPA or in-a new department of the environment. And
in stead of making it totally independent, sir, I think I would give it rules
and regulations to protect its independence. It still needs policy guidance,
it needs a budget, it needs to be part of a policymaking process. But there
are certain rules and regulations that Congress can give to a statistical
agency to protect it from political interference. '

SENaTOR GorE. If I could interject on that point, a great deal of prog-
. ress has been made by Senator Glenn’s committee in discussions with the
Administration to resolve some of the points in dispute on that particular
issue. And I don’t think that’s likely to be the battle ground this coming

year that it has been. I hope that’s the case. '
~ MR TunsTALL. Let me mention two other points. ,

As you know, at the World Resources Institute, most of our interest is
not strictly U.S.-based. Most of it is worldwide. For our database, we
compile information for all 166 members of the United Nations and many
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other smaller countries. We gather information from many intemational
organizations and prepare estimates or improve the data whenever we can.
for these countries. -

The United States is only one cell, one number. We have a single soil
erosion number for the United States. We spend much of our time look-
ing for soil erosion numbers for many other countries, as well as the
United States. '

But to improve statistics worldwide, and increasingly our environmen-’
tal problems are intemational and worldwide, then we are going to have
to strengthen a number of organizations. I think it is in the best interests
of the United States to strengthen the environmental data and monitoring -
and assessment institutions of the United Nations and, obviously, its key
specialized agencies, particularly FAO, WHO, WMO, and others. And to
work with the growing number of intemational nongovernmental organi-
zations, such as the Nature Conservency, that now works in 31 countries
and the World Conservation Monitoring Center in Cambridge, England,
that collects data worldwide on biodiversity. :

The fifth institutional change, Mr. Chairman, and I am somy I didn’t
put it in the written testimony, I would strongly recommend that this .

hearing be conducted on an annual basis and that, in addition to inviting -

people from the three organizations here, make it a joint hearing, and |
make it a hearing to assess what’s happening to global economic change
and the environment. We could be much better prepared; we could use
materials out of the World Resources Report and our database. You could
ask the CEQ, the Treasury Department to represent the World Bank, and .
others to come to this type of hearing and actually describe and assess
what’s happening to the trends worldwide.

But as I said in the testimony, we, in the United States, are 12, 13
years out of date. All of this should have been started in 1978, and we
have a U.S. Govemnment report called the World Resources Report of the -
United States, not just the World Resources Institute Report of the World "
Resources, nor just the State of the World by Lester Brown and his
colleagues. o

I think both of our reports do a good job, and I think we have done
a lot of interesting work in the last 10 years, and we’re going to keep
doing it. And I think Lester would agree, we welcome the challenge of
having the US govemment, with its thousands of analysts join the five in -
his institute and the five in ours in competition on what the global trends
Thank you very much. .
[The prepared statement of Mr. Tunstall, together with attachment,
follows:] ' o ' :

53-706 0 - 92 - 4
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Mr. Chairman and members of the Committes, it is an honor to be asked to
provide testimony on this important issue. | am presently a senior associate at the
World Resources Institute, a policy research center located here in Washington
D.C. The views | am presenting today are my own and do not necessarily repre-
sent those of the World Resources Institute. During this past summer Jessica
Mathews and | prepared an article, "Moving Toward Eco-Development: Generating
Environmental information for Decusnonmakers which provides the background on
which this testimony is based. Copies are available here for distribution. | am
asking that this article supplement the written portion of my testimony.

Mr. Chairman: | have come with a very simple message this afternoon. It is
time to rethink the role environmental information plays in economic development.

Increasingly, decisions that policymakers face deal with environmental quality
and the use of natural resources. The decisions they make affect economic and
ecological well-being at local, national, and global levels. Local decisions to drain
a wetland may reduce the harvest of waterfowl thousands of miles away, directly
affecting the wages and profits of others. Decisions to burn coal and other fossil
fuels can contribute to acidic deposition-and changes in climate patterns on a
regional and global scale, which will have economic impacts worldwide. Treaties
and other decisions made to limit international trade in wildlife or carbon emissions
will directly influence local economies.

Because so many decisions like these touch everyday life and governthe future
liveability of the Earth, they must be made based on the best information we can

_produce. And that means that environmental information itself needs to be seen
as a valuable resource. Collecting, processing, storing, analyzing, and reporting
data can be expensive, but investments in this process can more than pay for
themsaelves. Only with ready access to up-to-date information can decisionmakers
identify and assess environmental problems well, grasp their underlying causes,
develop strategies for avoiding or remedying them, manage resources and wastes,
and evaluate the performance of governments and other institutions in fight of
changing conditions and values.

How much and what kinds of environmental information.are needed to make
decisions? Basically, the answer to that question depends on a culture’s develop-
ment strategy and its view of man’s relationship with nature.

Paradigms - constellations of beliefs, values, and techniques - help clarify what
is important in a society. In this case, they help us understand the relationship
between environmental management and economic development. They also
provide us with a rationale for collecting and using certain kinds of envuronmental
information.

Michael Colby and others have suggested that we are undergoing a rapid

“evolution in paradigms from frontler economics (in which nature is viewed as an
infinite supply of resources and an infinite sink for wastes), to environmental
protection (which views environment, and particularly human health, as needing

* protection from economic growth and is therefore perceived as a tradeoff), to
resource management (which expands the economic view of resources and seeks
to measure the value of natural resources to the national economy.)

. Eco-development may be the _paradigm of the future. In thls worldview,
economic systems are developed in harmony with ecological systems, with a
convergence in values and goals among environmental management, economic
development, and social welfare. Eco-development also takes account of scientists’
growing belief that global systems and cycles - long thought impervious to human
influence — are changing, perhaps unpredictably and irreversibly.
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What does this ongoing paradigm: shift suggest about information
noeds for policymakars?

As long as nature was treated as a free resource and a boundless sewer, the
key indicator of successful development was production and productivity, measured.
in terms of output per unit of captital, labor, and land. Investment decisions were
bassd principally on market prices and the amount of income that the available
cropland, pasture, forest, fishery, wildlife or other natural resource could generate.

As poliution began impairing ecosystem functions and threatening human health
{and remaining unused natural resources were beginning to disappear), the industri-
al world mounted extensive and costly programs to monitor air and water and living
resources. Data on pollution discharges and amissions and ambient conditions
were generated. Productivity was still the key indicator of successtful development,
but increasingly national reports on environmental quality were prepared that took
human health and economic impacts into account.

The resource management approach further expands the need for information.
Policymakers need a full accounting of renewable and nonrenewable resource
stocks and flows. Getting the prices “right™, that is making them reflect honestly the
value of resources is essential. The goal is to modify the national income accounts
to take natural resource wealth and pollution into consideration in macroeconomic
decisions. This goal also requires improving sectoral environmental indicators, that
is, indicators of the impact energy, agriculture, transportation, and even defense
and international trade and debt have on the environment. '

Moving toward eco-developmaent will require an even more fundamental shift in
environmental and economic information. Industries and communities, as well as
national and global economies, will need to becoms fully accountable for all energy
and materials used and wastes discharged, including products disposed of years
later. This means developing monitoring programs and statistics on energy,
materials, and ecological processing cycles that show flows from nature to the
economy and degraded energy and poliution back. '

Wae will still need information on productivity, environmental quality, and we'll
need resource accounting, but to these will be added indicators of ecosystems
{their extent, condition, services, restoration, and evolution) at the local, regional,
national, and global levels. Institutionalized global-scale monitoring of the major
bivlogical and geological systems — their patterns, discontinuities, chaotic nature,
and expected and unexpected impacts on all life forms - will be essential.

It is likely that the role.of information gathering and reporting will change from
one that has been government-dominated to one in which communities, corpora-
tiolr;s, NGOs, and other private sector organizations play-an increasingly important -
role. : : .

How can we begin to make environmental data and statistics an
Integral part of our national economic thinking? How can we move
from an environmental protection and resource management approach
to eco-davelopment?

One of the first things we can do is to develop better indicators of eco-davelop-
ment.

Indicators are key statistical series that capture trends in ways that policymakers
and the public can easily understand. We are used to using economic indicators
of GNP, unemployment, and prices. We must become equally familiar with indica-
tors of ecosystem stability and biodiversity conservation; of land capability and
degradation; of natural resource wealtth and consumption; of coastal pollution
intansity; of national gaseous emissions; and more.
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In order to produce scientifically valid and reliable indicators we must put in
place the surveys and monitoring systems needed to produce these indicators.
Good indicators depend on good data. The Federal government is still recovering
from the substantial cuts made to environmental data and monitoring programs in
the early 1980s. Only recently has EPA, for example, been able to initiate its
environmental monitoring and assessment program (EMAP). This effort is designed
as a nationwide, interagency environmental monitoring program that will focus on
assessing the health of near-coastal, forests, surface waters, agroecosystems,
wetlands, and arid ecosystems. This is a multiyear, multimillion dollar effort and
should greatly expand our ability to track changes in ecosystem conditions and is
a significant start toward developing the indicators we need.

I suspect environmental information policies and programs will change only with
changes in institutions. Let me recommend four:

_ 1. Establish a National Commission on Environmental Data and Assess-
ment. The last major effort to_assess and rationalize environmental data and
monitoring within the U.S. Government was in 1978. (See the Final Report of the
Interagency Task Force on Environmental Data and Monitoring, Council on Environ-
mental Quality, 1980.) A Commission composed of representatives from govern-
ment and the private sector (business, NGOs, academics) could be mandated to
review current policies and practices in monitoring, analysis, and reporting. They
~ should also be mandated to examine. the role of government in international and

global monitoring and assessment.

2. Reinvigorate CEQ's environmental data and monitoring activities. CEQ
can play an important role in developing interagency plans and strategies for
indicator development, environmental monitoring, and the integration of ecological
and economic information. The president by memo or Executive Order could direct
CEQ to establish a National Environmental Statistics Program requiring statistical
and program agencies to assist.CEQ in planning and setting priorities. CEQ can
also promote the development of indicators for international and global assess-
ments.

3. Legislate the establishment of a Bureau of Environmental Statistics
within EPA or a new Department of the Environment to do the following:

o develop guidelines and methods for.environmental data collection;
o collect and compile environmental statlstm in cooperation with other agen-
~  cies and bureaus;
o develop a core set of environmental statistics and indicators;
- 0 analyze indicators and report on environmental conditions and trends; )
o participate in the development of plans and programs for mtematlonal and
global data collection;
o develop the necessary guides to key statistics; and
0 promote access and use of environmental data and statistics.

The Center for Environmental Statistics, currently operaxlng ‘within EPA, has
made a good start at initiating activities that support theses functions, but it needs
a substantial increase in staff and authority to do the kind of work that is required.

4. Strengthen international and world data and assessment organizations.

it is in the United States’ interest to see that global environmental monitoring
programs are put in place over the next five years that will generate. data needed
to assess worldwide trends in environmental quality and sustainable development.
In planning for the Earth Summit (UNCED)-the U.S. can lend support for strength-
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ening the monitoring and assessment rams of the United Nations, the Organi-
zation for Economic Cooperation and Development, the World Conservation Union
and the World Conservation Monitoring Centre, and others, In addition, the United
States should also work through the Agency for Inmernational Development to
support improved data collection activities in developing countries and with the
. World Bank to support monitoring and assessment activities that have a global
component.

No one wants to hear it, but it may be necessary 1o create new institutions for
environmental monitoring and assessment. For example, it may be cost effective
for the U.S. to work closely with its Latin American partners, and in particular with
Brazil, to establish a reglonal data and analysis center that will become the
foremost source of information on tropical forests.

it is clear that more accurate, more timely, and more credible information alons
will not guarantee better decisions. It is also clear that guesswork and luck maks
poor foundations for policymaking. Let us work together to take actions now that
will give environmental information the important role it must have in economic
development if we are to have a sustainable world.

Thank you very much. | welcome your questions and comments,
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. MOVING TOWARD ECO-DEVELOPMENT: GENERATING
ENVIRONMENTAL INFORMATION FOR DECISIONMAKERS

by Jessica T. Mathews and Daniel B. Tunstall

With sustainable devel as the fund | goal
of the 1990s, major changes will have to be made in the
environmental and economic information collected and
communicated to decisionmakers. Statistical data that
were essential for making investments in farms, fisheries,
forestry, mines, and even parks are no longer sufficient.
it is not enough to know what is produced and consumed,
as important as that information is. Also needed are data
on the size and nature of the resource base, its integrity

_ and health, the wastes generated by production and con-

sumption, and the human influence—locally, nationally,
and globally—on resources and the environment.
Increasingly, decisions have to be made that affect the
environments and development opportunities of others.
Local decisions to drain a wetland may reduce the har-
vest of fish and waterfowl thousands of ldlometers away.
Decisions to burn coal and other fossil fuels can contrib-
ute to acidic d ition and ch in cli patterns
on a global scale. Fmthemwnawnlpuspemve
treaties and other decisions made to limit international
trade in wildlife and carbon emissions directly influence
_local behavior.
Bécause 30 many decisions like these touch everyday
life.and govern the future livability of the Earth, environ-
nwnulnﬂormaummeﬁmedswbesemasavaluzble
Collecti ing, storing, analy and
remgdaunnbeexpenswe but investments in data
more than pay for themselves. Only with ready access to
up-to-date information can decisionmakers identify and
ass&enmnmnmulpmbhmswell gnspt.hen'l.mdgﬂy

How much and what kinds of environmental informa-
tion are needed to make decisiona? At any particular
time, that depends on a culture's development strategy
and its view of man’s relation with nature,

Any era’s ruling paradigm—the consteilation of beliefs,
values, and techniques—clarifies what is important and
provides a rationale for collecting and using information.
In the twentieth century, paradigms have evolved rapidly.
Like species competing for the same ecological niche,
they tend to coexist until the better adapted one wins
out. Michael Colby and Henry Regier, among others,
have suggested how paradigms of environmental manage-
ment and economic development are evolving.

Fronuereconomnumthepandmnthatpmuledm
industrial countries until the late 1960s—and it still gov-
erns policy in some less developed nations and sectors of
industrialized countries today. In this workdview, nature is
an infinite supply of resources and an infinite sink for
wastes, and the economy exists almost apart from the
physical universe. If the surrounding environment is
ruined, this ethos suggests, just press on into fresh terni-
tory. Whatever envxronmmdamageoocunua by-
product of economic development can be cleaned up later,
when the economy can afford it better. Most developing
countries have tried, with varying degrees of success, to
follow this development path, though some now see the
nudtoavoudrepanngthemmnlwwldlmka.

beganamacnngfoﬂowmmthzlmmmhmmw
the appearance of Rachel Carson’s Silent Spring and to

ing causes, for avoiding or
mem.managemamlwmuonadadybam and
evaluate the performance of governments and other insti-
tutions in light of changing conditions and values.

Jessica T. Mathews is oace prevident of WRL Duwisl B. Tunctall is & sewiov ase-
ciats im WRI's Resource and Ensironmental information Program.

the | works of Kenneth Boulding, René Dubos,
Garrett Harding, Barry Commoner, and others. People in
industrial nations were becoming increasingly concerned
about pollution, but most assumed that a tradeoff had to
bemdebetweenecononucandenmonmenulgoam
Envir | impact ingtitutionalized
towe:ghthecostundbcmﬁtsofdevelopmt,andconr




mand-and-control regutatory policies were instituted to
set lmits on pollution. As pollution grew. so did cleanup
eoas——:ndwhhcm

R a third higm, began

mmmsmelmmandremumedmnmn
g about and devel
Amor«mgtoﬁmmm all major types of re-
sources—bwophysical, human, infrastructural, and mone-
tary—should be incorporsied mto calculations of national
wealth and development policies, Natural resource ex-
haxmm—pam}aﬂyhndh:huumdmes—n

seats a radical departure from the paradigm that reigned
mﬁel%ﬂa&prmmmmm
with conventional resource % the par

of the 1980s.

As the ancient Greek root of both economics and ecol-
ogy, “eco” signifies 3 reuntfication of these two discr-
plines in devejopment planning. Born of both resource
management and the principles of ecology. thus approach
reflects the beliefs that economic systems must harmo-
nize with ecologxcal systems and that synergy must reign
between environmental management and economic devel-

thus follows. is 3 matter of policy. The ¢
.dmnmbvﬂuudmmrecogundmuken
into consideration in making policy and managing re-
sources. Pollition is no longet a mere economuc exiernal-
1ty. but 2 “negative resource.” Climate and other gioba!
and the pr that regulate them are vital

Eco-development may be the paradigm for the fu-
ture, With unprecedented thrests of global environmental
change. the widespread degradation of natural resources.
and the easing of cold war competition, conditions are
ripe for another paradigm shift. The need to mtegrate
ecoiogy and ¢conomics is urgent. Eco-development repre-

Eco-development also takes account of scentists
growing belief that global systems and cycles—iong
thought impervious to human influence —are changing.
perhaps unpredictably and ureversibly. This new reabty
calls for pi y risk and
COMMUNKaton.

There is no one-to-one corTelstion between resource
consumption and economic growth under thus paradigm.
Fewer and fewer natural rescurces are required to get
more and more economuc production—as demonstrated.
for instance, i the falling ratio of energy per unit of

. groas national product {GNP) in such countries as japan

and Germany. Rescurce management's “polluter pays”

iand and water from sgricuiture
o starigtics oo and cover, capubility, tee, aod deg-
radation in ardey to plas the best wee of the

Resourcs Management
o o of the shove, phuw -
o fall accounting of stocks, fiows, and stresees oo

ummumdw

development

» dats on agricultursl snd otber procuctive sys-
tems and their contribution to flows of toxic
chegzicals, sutrieats, water, $0d other compo-
nents of globe! biogeochemical systoms
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sinciple 15 replaced by “pollution trevention pavs. Inats.
-:npiest torm. (1 paradigm suggests that naturaj re-
~-ufve CONSWMPLION per unit of LConomus proauction
-=ould be requced and the structure ang runctions ot eco-
< ~tems, incivaing global systems. maintaned and even
w.nanced:-
“Vhat does thus-ongoing paramgm snuit suggest about
“anKINg tnformation requirements: As long as nature
A5 (Teated as a [ree resource ang a dboundless sewer,
‘n.e Kev indicator ot successful deveiopment was pro-
actmaty, measured solelv in terms of output per urut of -
.nd. energy, capital. and labor. (See Box 1.) Investment
" eeisions were based pnncipally on market pnces and the
.mount of income that the avadable cropland. pasture,
:rest. fishery, or other naturaj resource could yenerate.
As potlution began unpainng ecosvstem functions and
‘qreatenung human health, the industnal world mounted
‘nassive-and costly programs to momtor air, water. land,
ind living resources; wncluding peopte. Data on pollution
“scharges and emissions and ambient conditions were
yenerated, though too often without sufficient rigor. At
-onsiderable cost, dose rates and tmpacts on humans and
" wldlife from exposure to pollution were documented.
Productivity was sull the key indicator of success, but an-
~ual reports and development plans that contained only
measures of production came to be viewed skeptically by
decisionmakers, who increasingly had to answer lo envi-
ronmental critics. . -

.’-\ data tithe of 10 percent

" would help developing countries
improve their statistical opera-
tions and generate information
of immediate use both to them
‘and to the world community.

. _The reseurce management approach further expanded
- information horizons. Policymakers needed a full account-

- ingof able and nonr ble resource stocks and
.~ flows. Getting the prices “right’’ —that is, making them

_reflect honestly the value of resources—became essen-
1ial. The goal was to modify national income accounts to
take natural resource wealth and poilution into consider-

. auon-and to require the agncultural, energy, housing, in-

" dustrial, transport, and other sectors to respect envu'on-
mental values in all plans and activides. - - -

. Moving toward eco-development will require an even
more fundamental shift in the need for and use of in-
formation. Industries and communities will need to be-
come fully accountable for all materials used and wastes
discharged, ircluding products disposed of years later;

- Better information on ecosystems (their extent, condition,
services, restoration, and evolution) is needed to under-

-rand-and momtor carrving capacity at the local, regional,
‘.tional, and-gludai ievers. Data wath which to maintan,
swstore, ana ennance the stock and flow of natural re-
wsurces and senvices n support of development will be
required on a reguiar basis. Insututionatized global-scale
monstonng of the mapr biological and geological sys- =~
‘ems—theu uTeguianties. discontinwties, chaotic nature,
.ind expected and unexpectea impacts on all life forms—
‘a1ij be essentiaf. .

tiven the xrowing demand for policy-relevant environ-
mental information. how are we doing? Unfortunately, not *
~erv well, A report card on giobal environmental data for
iecisionmakers wouid look something like this. with 10

+he hughest or most usesul for pohcymzkmg and 1 the
u‘AeS!
. Agnculture: 8-(needed: measures of conservauon of
sod. water, widlife), .

2. Energy: 7 (needed: measures of fuelwood produc-
tion and use and other renewable energy souroa. mea-
sures of final energy consumption, etc.).

3. Human heaith: 7 (needed: mmnydevelopmgcotm—
tnes, measures of mortality
tal conditions, . especially sanitation and human nutrition).

4. E devi : 5 (needed: dccurate price
signals of natural resource scarcities: costs of environ-
mental damages; government and private sector expend:—
tures on environmental management; data on benefits to’
the public and private sectors from waste. minimization,
recycling, and reuse; measures of envmmenm pro-
ductivity).

5. Climate change and stratospheric ozone: 5 (needed:
data on average ocean temperatures, average atmo-
spheric temperatures, sea-level changes, pack-ice thin-
ning, flow of nitrogen oxdes, albedo, measures of ultra-
violet radiation, etc.).

6. Freshwater and oceans: 4 (needed: measures of
groundwater resources and groundwater pollution, water
use. water pollution, sediment flows, chronic sources of
pollutants from land-based activities, coastal ocean qual-
ity, coastal biological resources, etc.).

7. Forests: 4 (needed: periodic of ical
and temperate forest areas and types, rates of deforesta-
tion, measures of nontimber forest products, etc.).

8. Toxins and hazardous wastes: 3 (needed: measures
of amounts generated, transported, treated, disposed, and
cleaned up, and contamination and impacts).

9. Land and soils: 3 (needed: measures of land deg-
radation, soil erosmn. land use and cover, urbanization,
etc.).

10. Axrquahty-ﬁ!(needcd mumesofln‘hanmqm!—
ity, indoor air quality, trop ic ozone, t Y
flows, acid deposition, etc.).

11. Biodiversity: 2 (needed: statistics on the number of
species an:f their populations, communities, and habitata;

heal of th d

"v:luuc(

" d

and
etc.).
‘Ihislistisnmelyabeginnins.Welnwwevepleu
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_’.

Bax 2. Major Global E 1 M, g Warning Sysiem of the U.S. Agency for Interos-

1. World Weather Watch (WWW) (coordinated

tne u compea . informa -M ml,d-
mm‘?‘!‘“‘t’“'&w’h Tanely use of such data bhas led to dramatic o

computer-besed analyses. it iasues over 2,800
forecasts daily, WWW also reports oo major cli-
matic events, £ Nido diagnostics, ses tespern-
tures, and ses levels.

GEMS{Aly {coordmated by the United Naticas
Envirooment {UNEP] and the World

gobal
::mmmumhmm

. GEMS/Water (WHO, WMO, and UNEP) gath-
ers data from 341 river, lake, and groundwater
mh(xmkmwm

amang them disscived -
temperature, etc; 110 staticns moohkor

tries is oot sfficient to enslyse trends of to
- mAkS Crose-OEATY COmparisons.
. hndUnadeu(Fondmwum

naires eod decedal censmunes.

data are updated agnicultural experts
who focua on the amoumt of arable land dedicated
to temporary or per per

pestures, forests, woodlands, snd other lands.
sbhoezt land owpersbip. FAO's Globe!

Information
and Early Warning System and the Famine Early

10.

the use of energy imports, exports, sell.ad-
dency, and dependenry, 20d xe essential for pro-
jections.

. Population (UN. Statistical Office, UN. Popo-

lation Division, World Bank, and the U.S. Brrean
dmeCm)unﬁthundm

analywes gre uned to assess conditions and to plan
for joint poliution abstement programs.,
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:»out distribution and equity 1ssues—whno controls re-
~surces! who swiers most from poitut:on? etc.—ana less
*1i! about how governments. corporations. and other n-
-irtutions charged with addressing environmental and
evelopmental 1ssues are performing.

Obviously, today's iow marks are not acceptable. We
~in do far better. We know what many of the problems
wre and the constraints that have to be overcome. Specifi-
v .
Many tmportant vanables are morutored poorly or u-
reguiary. National governments’ participation in tnierna-
:onal data collection acuwities 1s weak. Unly 35 countnes
‘ake part in the United Nations Environment Pro-
<ramme’s (UNEP’s) Global Environment Momtoning Sys-
“em'’s program on tood contamunation (GEMS/Food).
While GEMS/Food examines 19 contamunants, not all
countnes subnut data for these contarminants, tune series
+jata are incomplete, and results from a number of labora-
tones have been unsatisfactory. Like the GEMS/Food
participants, most of the 41 countries that participate in
(GEMS/Water ard the 50 in GEMS/Air are industrialized.
(See Box 2.}

Few international organizations are structured or au-
thorized to compile environmental data, and fewer still
have the funds needed to do the job right. The Food and
Agniculture Organization (FAQ)—charged with compiling
data on soils, water, forests, rangelands, and fishenes, as
well as agricultural production—allocated only 5 percent
of its $550 million 1990-91 budgel and few of its 7,000

ploy to data ¢ il jysts, and interpreta-
tion. UNEP’s Global Environment Momlonng System
runs on about $5 million per year—barely enough to
cover coordination and minimal data collection, but not
enough to support monitoring programs in developing
countnes,

Many governments in developing countries lack the
legislative mandzte and administrative capacity 1o support

itoring and reporting. Ca-
pacity is particularly weak in the ministries of industry.
energy, mines, transport, and agricuiture, where it is
needed most. A recent review of national environmental
studies found that fewer than 10 percent of developing
countries prepare periodic state-of- the-envn'omnem re-
ports or similar documents. -

Governments often politicize data collection and anal-
vsis or restrict access to data, invoking threats to national
security, industrial- or cultural itivities. Bu-
reaucratic red tape and fear of facing unpieasant facts
also limit access. Sometimes, GEMS/Air data are re-
leased more than four years after they are collected.
partly because countries review the data repeatedly, hop-
ing to recast them in a better light.

'nledonorcommunnyhaseammkedvery(ewre
sources for helping countries to develop capacity for col-
lecting and analyzing data. Little support has been chan-
neled toward improving developing countries’ institutions
and infrastructure so that they can monitor and assess
environmental problems better—crucial in countries

+nere urban potlution 1s growing even faster than the
“Urdeoning urban pupuiation,

‘t wouid be easy to make thus list much Ionger Tram-
computer and telec and
ems. ana cooperation and coordination among coun-
‘Tes and among sectors within countnies are all in short
-upply. Lack of finances severely constramns the prepara-
*:01 ot pubucations and the distribution of data and re-
rts. Guvernments show bittle tmagination tn busding
new partnershups with nongovernmental organizations
'NGOs) and research msututes to montor and assess
~mironmental conditions. Standard resource classifica-
tons. monitoring protocols, and measures of accuracy re-
ceive inttle attention. Most disturbing of all is the nagging
suspicion that good nformation will not make a real dif-
ierence i decisionmaking.

Given policymakers’ pressing mformauon needs and
the obstacles to meetng them, what is to be done’ As
prelimuinaries, both producers and consumers of environ-
mental information need to rcoognwe xu importance for

auons

decis iing and de Then, coun-
tries need to extend and i unprove national and global
ing sy . widen the ibility of environ- -

mental reporung, and strengthen partnerships among in-
stitutions that produce, analyze, and disseminate environ-
mental information. In this overhaul, four steps that can
be undertaken over the next few years without a major
shift in values or msuluucmal relationships are particu-
larly needed:

1. Develop Better Indicators. An essential first
step is to quickly develop environmental indicators—key
statistical series that capture trends in ways that policy-
makers and the general public can grasp immediately.
(See Table 1.) Besides being scientifically valid, such ndi-
cators must be condensed and clear enough so that
decisionmakers can use them to check the Earth's vital
signs and so that the numbers show at a glance whether
our planet’s health is improving or declining. Economic
planjung would be unthinkable without GNP figures, un-
employment rates, and the like; so would social planning
without such indicators as life expectancy and rates of
fertility, infant mortality, and literacy. Yet, environmental
policymaking has no comparable-measures today. Such
environmental indicators need not be perfect to be useful;
GNP and many other key economic indicators are deeply

* flawed instruments, but still enormously valuable. As for

uses, these new indicators would help policymakers to as-
sess environmental quality and to integrate economic and
environmental initiatives. They could also be used to fore-
cast trends in r use and degradation, to help un-

cover and document new problems, and to monitor per-
formance in achieving targets and goals. The databases
required to develop useful environmental indicators could
improve natural resource acoou.nung too.

2. Broaden A to Infor R

Cost is the first barrier to be overcome. The FAO pro-
duction yearbook—the premier world report on agricul-




Table 1. Developing Indicators of Sustainabe Developmerit

Table b o ontans o selection of data Lo a range ol couatees that could be used ta assess sustanable development.  Iadicators uf social and
cconinie developrent are trelatnely well defined  Comparable environmental indicato s do not exist. Data of the type suggevied below are
needed (0 order (o canstruct inde aes 1 ey srem stabihity - busdiversity conservanion, land degradation, resource conswmption, ennssions and
impaces of pedlation. and others

198589 1991 BT - R T T W ¥ TP T 1) Annual 1989 1990 sail
198590 GNP Human Energy Cun- {arbon Production of Rale of . Protected  Water Use Erosion
Populstuin  Growth Devel sumption |b| Enussions [c] Hazardous Oefores- Arcas {% of (metric tons
Growth Rale opment (g1gayoules (metnc as Wastes {d| tatios {e] (% of svailable per hectare

Rate (%) (%)

[¥)

Index {n| per capata) (metric tons)

France 2,000,000
How 06 [ 2 00 X 2,000 03 0 X
Inde '8 R 8 0.2 36,000, 1¢K) 18000 (] 44 18 75 Izl

Jamaus

i) 13 1,700,000 X S 24 x
Sweden 24 982 119 18 S0O.000 X 41 2 x
Tharland 102 071 19 03 X 158,000 91 18 X
USA- i By 29 $3 265,000,100 159,000 |f] 86 19 10 jhi
Zimbabwe 36 0413 20 .05 X ’ X 1 S S0tz

Sources: United Natians, World Bank, World Consesvation Manitoning Centre, World Resources Insiilute

Notes: X = Not avaslatde. 0 = Zeeo or less than half the umt of messure.
[a] The Human [hvelopment Inder, constructed by the {INDP, cambines, in one number. a measure of econamic, educational, and heahih depri-
vation. Countries shove 0 8 age considered 10 have high human development; 0.5 to 9.8, medivm Jevelopment; and below 0.5, low develipment
[B] Eneegy consumptin includes tradinonat fuels
fel 1 geures i dude catbuny from cnerey concumpbon apd other industriahized saurces
[ Hazaedus wasies ate st deloed - onsstently from country 10 countty .
fed AN ey ane b the Foad and Apowuiiuee Crgamzation ol the Hated Natwns foe the 198 cacept the followang conaties, whish come
feenn natenal < urees by the vears andeoated  Heazal, 1991 degal Amazon oaly); Costa Ricas 1900 89 dndig, 1983 B amil L haabend, 19RS KR
114 These byun
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re—eosts ULS. 375, and the United Nations 1938 De-
- craphic Yearbook sells for U3, $110. A computer
- e of one Landsat Thematic Mapper image 1185 kio-
<rers square at JU meters resomtion), contamung data
“-A1 TeSOUTce PIAnNers cowd use 1n AssessING 1ana use
«1ems and torest conditions, costs U.3. $3.200. Clearly.
* 15l neormation on the conattion of the warid’s environ-
.nt and naturai resources 1s out of the reach of most
_..4ivsts i developing countnes. wnether in government
- aot. How are these countnes going to design the pois-
-es and strategies neeaed to participate on an equal foot-
- with the industnatized natwns i thev do not have ac-
=~3 to such data? How wiil we pe able to buid consensus
19 negotiate legitimate treaties uniess ail citizens have
:-presentation in discussions on global 1ssues?
{ course. increaswng access to vital niormauon re-

;uires additional programs. [t means establishing environ-

:ental inforrnation centers in countnes and provinces and
-harging them with distributing information to users. It
means coordinating attempts by governments and NGOs
-v share existing data by compiling source directones and
ny making databases avauable to researchers and the
oublic. Governments, international organizations, and cor-
porations will need to expand efforts to accurately report
+v the public, stockholders, and emplovees how therr op-
vrations influence environmental quality. Corporate envi-
ronmental audits could be developed for internal use: and
.orporate environmental performance reports prepared
and released publicly. Reports on the state of the envi-
ronment and environmentai action plans need to be pre-
pared by all countnes. Perhaps the expenence ganed
preparing national reports for the upcomung United Na-
tions Conference on Envir and Devel

{UNCED) will spur countnies to wnstitutionalize such ef-
‘orts. {See Box 3.) At any rate, this activity shouid surely
e included in Agenda 21—the blueprint for action that
w1l emanate from UNCED.

3." Fund Environmental Monitoring and Data
Programs in Developing Countries. To meet the in-
formation needs of decisi kers in de g coun-
tries, the donor community first must help mese coun-
tries build up their environmentai information networks,
facilities, and programs. The United Nations Environment
Programme helps all countries coordinate the collection
of global environmental information through its Global
Environment Monitoring System. but does not have the
means to help developing countries improve their own
data collection. -

[t is high time that donors addressed this gap in their
grants and lending operations directly. Such a strategy
has a precedent. The U.S. Agency for International .
Development has poured millions of dollars into improv-

ing population censuses and surveys around the world and -

has seen demographic data and the ability to make popu-
lation projections improve mightily as a result. Similar do-
nor-assisted programs have helped U.N. agencies compile
data on childhood diseases, agricultural production, and
macroeconomic statistics. Specifically, the Organization

Box 3. Country Environmental Studies

In recent years, a considerable amount of new in-
formation has been compiled on the environment in
dmbmngemmmofmmmemmdthem-
ternational donor . Starting with Environ-
nwnu.lProﬁlelumponedbythUnlMSmu
Agency for International Development in the late
1970s, countries are participating increasingly in the
preparation of country and regional paturul resource
and environmental assessments, strategies, and action
plans.Ttmerepummhungmedlomnthey

7. State of the Environment Reports: United Na-
Envnmmhogxmdmmmln-

11, &mmmumm
19).

12. ‘h'opnll?wmyml’hl:?oodmdm
culture
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for Economic Co-operation and Development's Develop-
ment Assistance Comnuttee shouid be called upon to beip
assess the environmental information needs d developing
countnies. devise j data and

strateges. and estabich 2 joint fund to support envvon—
mental mg. g
ening.

At the same ume. the World Bank's Global Enwiron-
ment Facility, which has more than $1.5 tillion to allocate
to developing countries for projects in four areas of global
concern ireducng greenhouse gas emusons, Preserving
biodiversity. protecting the ozone laver, and arresting the
poliution of international waters), should consider ear-
marking money for monitoring and data collection. A data
tithe of 10 percent would help deveioping countnies wn-
prove thewr statistica) operations and generate mforma-
tion of immediate use both o them and to the world com-
musity, thus benefitting the industnalized and the
deveioping nations.

4. Improve Data on Tropical Forests. A special
piea must be made for tropical forests. Knowiedge of the
exient and health of the world's troprcal forests is limited.
while change is extraordinarily rapid. affecting the con-
servation of biodiversity, evrussions of carbon dioxsde and
inethane, the mantenance of rainfall patterns, the har-
vest of wood and other forest products, and the well-
bewng of a bilkon peopie.

The FAO. which is charged with mantaiming informa-
tion on the world's forests, has focused mainly on the
production and trade of wood products. its first system-
atic esumate of the world's tropical forests was com-
pleted m 1983 for the 1980 reference year. At that time,
the sgency assumed that the rate of deforestation of
closed tropical forests in the early 1980s would change
little from that estimated for the late 1370s—11 million
hectares per vear. But the assumpuon proved faise. and
nobody updated the miormatwon systematically in the late
1980s. As 2 result, forest pobaies were distorted and
vpporturuties mussed. Prelumnary estmates irom the
1990 as~essment show that the actual rate of deforesta-
tinn during the 1980s was more than Su percent tugne:
16 3 mivon hecwares annualh

Decadal assessments are nadequate. What 1s needed
are continuous assesaments of the extent and condition !
vanous ivpes of foreat, the degree of tragmentation, the
amount and type of regeneration and reforestation. thr
exient ol juggng. and the heaith o mapr torest ecosvs-
tems. temperate as well as tropical, FAQ has proposec *
converunyg the final version of 1ts 1990 assessment 1nto
Globa! Continuous Forest Resources Monitonng
{GCFRMy svstem. However, no tunos have peen set ‘asige
107 5UCn A program, and the dedicated FAL) project tea:!

. wili aisbana 1n early 1992 i monev .is not toung

By supparting the funding of the GCFRM. the U\
vonerence on knvironument and Deveropment and the
Trapical Forestrs Action Plan can tase up the challenge

g {orest ng. To the extent that

of st

FAQ funding cannot meet the challenge, other arganiza-
tions should pitch in. Regional dats and analysis centers
with gsuch mandates should be established in Latin Amer-
ca, Afnca. and Asia. Brazil. the country with the largest
amount of remaining tropical forest, in cooperation with
1ts Amazon Basin neighbors, could sponsor 3 Latin Amen-
can tropical forest momtoring and assessment center and
become the foremost source of mformation on this re-
markable natural hentage.

1t is clear that more accurate, more timely. and more
credible nformation alone will not guarantee better deci-
sions. It s also clear that guesswork and hack make pocr
foundations for pobcymaicng. Whether sustamable devel-
opment will occur and whether its benefits will be shared
equitably depend largely on the availability of accurate in-
{ormaton.

Sometimes, the odds 2gainst success seem great: farul-
1ar ways of dotng things and ignorance about thew long-
term impacts seem to have 8o much more momentum
than the forces for change. But we can take heart from
john Maynard Kevnes’ wise insight. 1 am sure.” he
wTote. “that the power of vested interests is vastlv exag-
gerated compared with the gradual encroachment of
tdeas.” The idea of eco~development—that is, of embrac-
ing ecological prucipies and environmental values as es-
sentual underpinnings of long-term economic growth—is
parucularly powerful. it is inseparable from umely, accu-
rate, focused information. With that mformation. and only
with it, much that we hope for mankind will become
possible.

w
='~~“‘5”m::;?.’r“”5m~“',
e supeort of WRE's work ox exvironmeniel :nformenon nends.
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SENATOR GORE. Well, thank you very much.

We do have a lot of information in the Federal Government that could
be used to give us a much better estimate on the questions that your two
organizations address. I recently had a closed door session lasting four
hours with the intelligence community on how the assets within the
intelligence community can be brought to bear on improving our under-
standing of crop yields, desertification, forest loss, and the rest. And
similarly, policy changes are needed at LANDSAT to make information
more readily available and accessible there.

There are plenty of examples to support your suggestion, Mr. Tunstall,
that the Federal Govemment could, if it approached this task seriously,
make a serious contribution to improving the fine work that you and Mr.
Brown and your respecuve colleagues do.

As for your suggestion that this hearing, or one like it, be an annual
event, that's something that I will bring up with our chairman, Senator
Sarbanes, and our vice chairman, Congressman Hamilton, and the ranking
Republican members. I think that’s an excellent suggestion.

We're going to focus now, though, on this series and try to find how
we can improve the data collection, the monitoring, and the integration of
the different information with economic poli¢ymaking.

Now, I heard from your statement, Mr. Tunstall, that we began to
improve environmental data collection back in the late 1970s, but before
it got started very well there was a policy change and we’ve lost, as you
said, about 11 years. More precisely it would be 10 years and 9% months.
But now you’re saying that the CEQ under Mr. Deland deserves some
credit for beginning to revivify some of those data efforts that were
abruptly terminated in January 1981. Am I hearing you correctly?

MR. TuNsTALL. Yes, I think so. Well, let me answer this in two ways.

. One is, I don’t fully know because we don’t have a regular OMB
review of environmental statistical programs; a good cross-cutting analy-
sis. The half a billion dollar estimate that Mike Deland gave for expendi-
tures on environmental statistics is the same one that we gave in 1975 and
1980. That half billion dollars has been around, so you can quote it.

SENATOR GORE. An artifact.

MR. TunsTALL: It’s-a rule of thumb, without any other basis o 1t.

~ I'took last year’s statlstlcal budget that is- broken down by agency, not
by environmental category, and I came up with an estimate of roughly 16
to 18 percent of our current reoccurring federal statistical program could
be called environmental. But I wouldn’t put a great deal of confidence
behind these numbers until we did a study.

So, the first half of my answer is we don’t fully know what has hap-
pened to our environmental statistics, because we haven’t paid attention
at CEA and OMB to those issues the way we should have. There has
been no statistical analysis. There is no one in the Federal Government
whose job it is to sit down today and review our environmental statistical
program, and yet it represents 16 to 18, maybe 20 percent of all of our
federal statistics, which is a $1.9 billion effort.
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Second, has CEQ done something more positive recently? And the
answer is definitely, yes. I think the last annual report is an improvement.
I think releasing the environmental trends book in 1989 was worthwhile
in getting the repornt and information out. And I think their attitude toward
putting together an interagency task force or workshop on environmental
statistics is a good one; that’s a good start. I would say they are about
where we were in 1974, The Federal Government, as an institution, is
about 17 years behind in its policies toward environmental statistics. But
it is positive.

Senator Gore. Well, msofar as that does reflect a change by this
Administration, I think they do deserve credit for restarting that process
of improving the statistics and the information gathering.

Would you agree, generally, Mr. Brown, with the assessment of a
slight improvement in the late 1970s, and then a sudden halt to that
improvement, and then only recently the first stirrings of bringing back
a trend toward better statistics?

MR. Brown. I would.

I was excited in the late 1970s by the woxk that was being done and
that led to the production of the Global 2000 report. That report was
highly valued around the world, because it was the first time that some-
one had tried to pull these things together and relate environmental and
economic and resource and population trends into one document, and run
it into the future to see where things are going. Following that, a number
of countries undentook National 2000 or 2010 swdies of the same kind.
They were inspired by it, and that was a very healthy development.

Dan, you may know. the number of countrics now, but it's probably 20
or 30 countries, I would guess, that have undertaken that kind of a study.

What I had hoped would happen is that it would be the beginning of
a process and that we would continue every 2 or 3 or 4 years to update
that study and extend the trends further into the future. I hoped that each
one would be a basis for public discussion and debate involving the
private sector as well, and that each one would take into account advances
in technologies and new data on resources. We'd have a system that
would just keep building and would increase the potential quality of
decisionmaking in the public and private sectors in a way that we cannot
now even imagine, because we have gone back, as Dan implied, to square
one.

If I could cite a very simple example, in the United States when the
Global 2000 staff began to look at various resources and they pulled the
agencies of government together, for many it was the first time that the
agencies that work on water, for example, had gotten together. What they
discovered was that there were different agencies assuming use of water
for different purposes. Some of the water was going to be used in three
different ways. The mining interests were planning to use it; agriculture
thought they were going to continue to use it; and the cities were expect-
ing to get it, because they knew they were going to get more water.
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Well, this sort of planning can only illuminate the policymaking
process, both in the public-and private sectors, and increase the overall
efficiency of resource use as this small example indicates.

SeNATOR GORE. You mentioned, Mr. Tunstall, the EMAP program that
the EPA -Science Advisory Board recommended a few years ago. And
you indicated-it might be more effective if the Congress was more active
in requesting data from it, or what exactly did- you have in mmd when
you made that comment? )

MR. TUNSTALL. By Congress, in this case, I meant both the Executive
and Congress. I think any time you start off a new, major monitoring
program with that much money and that much effort you need a policy
advisory committee looking at what they’re doing to make sure that the
information that they’re going to generate is useful and-will generate the
kinds of indicators that people, like yourself, need and that can be report-
ed in national reports and international Teports. :

What you don’t need is a separate major monitoring program for the
data strictly useful for scientific study. I want to' be careful with those
words because our public policy information has to be supported by
science. But we also have to be able to take that information and raise it
to a different level, and do that in a scientific way, but then make it avail-
able to the policymakers. :

SENATOR GORE. Well, we'll- pursue that as this series of hearings
continues. So, we will look at the role of EMAP in unprovmg the statis-
tics.

Mr. Brown, you listed a couple of examples of indicators you would
like to see monitored carefully. One was the damage to crop yields that
is associated with increases in-ultraviolet radiation exposure. What other
examples come to mind, indicators that you would like to see monitored?

MR. BrowN. There are any number of them. I mentioned that in this
country we now have pretty good data on soil erosion. Partly because we
have that data, we were able to put together a rather effective program to
reduce soil erosion.

- -SENATOR GORE. Of course, that effort goes back to the 1930s with the
establishment of local conservation districts and boards, and the collation
of that data in the 1970s would not have been possible except for the four
decades of experience.

/ MR. BRowN. We had the institution in place to gather the data on the
dcale and then the detail needed in the 1970s, that’s quite right. Unfortu-

nately, most countries in the world do not have this sort of data. Though,
arguably, it’s one of the most important economic resources that the
world has. We know almost to the barrel how much we deplete our oil
reserves, but can’t come to the closest billion tons to how fast we're
losing our soil reserves. And I would argue that civilization can survive
the depletion of oil reserves, but not of our soil resources.

So, I think this is terribly important. It is something we ought to ‘be
pressing and supporting at the international level.
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SENATOR Gore. OK. .

MR. BrowN. Another complex of issues that I think desperately needs
attention is the relationship between environmental degradation and health.
I cited a few examples to illustrate this. But we know that we could
probably fill several pages with a list of the health consequences of
various forms of environmental degradation, from lead poisoning to
radiation, to breathing polluted air, down the list And there is, to my
knowledge, no systematic effort in the world to gather data of this kind.

Here is an excellent example of how information gathering and analy-
sis on a systematic basis can have an enormous impact. We have in this
country the Surgeon General’s report on the effects of cigarette smoking. -
I think the first one was done in 1963. Each year, we have a report that
updates how cigarette smoking is affecting the health of Americans. We .
know how many kinds. of cancer it contributes to and what the number
is, as determined by epxdenuologxsts And that information has led to
enormous behavioral changes in this population. I think it’s a small exam-
ple of how systematically gathering data and analyzing it by govemment
can play an extraordinary role in changing attitudes and behavior.

My guess is that if we begm to systemaucany look at the effects of
environmental degradation in its various forms on human health, we
would begin to see a rather staggering picture. But, because there is no
systematic global effort to look at the health effects of the various forms'
of degradation, we’re really at a loss to know what the health costs of
some of our economic policies are.

SeNaTorR GoRE. If you would excuse me for one moment, we're going
to take a 4- to 5-minute recess and come right back.

[Recess.]

SENATOR GORE. The hearing will come back to order.

Thank you very much. ’

Mr. Brown, I would like you to supplement your xesponse to that last
question for the recond, if you're willing to do so. -

After polling your colleagues, who help you produce your annual
repont, and if after doing so you have other recommendations in addition
to the ones you listed in response to my question, we'd be very interested.
And from you also, Mr. Tunstall, what specific indicators should we be
attempting to construct to get a morc accurate picture of trends in the
environment—our own environment here in the Umtcd States and the
global environment of which we are a part? .

Shifting gears, do you two believe that we should be satisfied with the
United Nations’ policy of constructing satellite accounts that take the
environment into consideration? Or should we be moving farther to
integrate envxmnmental values into the core accounts at the United Na-
tions?

MR. BRowN. Dan, l'll let you take that first. You’re closer to the satel-
lite—— : ' '
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MR. TunsTALL. Well, as I understand it, Senator, you’re going to have
. additional hearings focused even more directly on resource accounting.
SENATOR GORE. Yes.
. MR TunsTALL.And I have a couple of opinions. But I recommend that
you trust the opinions of my colleagues who come to that session more
than mine.
SENATOR GorE. OK. All right.
MRr. TuNsTALL. My main point is the way the two are related, we
probably have enough information today. We don’t need to wait for what
“CEQ, in its annual report, called a comprehensive database to start this
process.
- *." .Our economic indicators didn’t come out fully blown in 1946 when we
.-, passed the full employment act. They came out of 100 years of work. In

B - fact, they started in 1776 with Playfair’s indicators of trade and econom-

-ics. So, we can’t wait. This idea of waiting 20 years before they change

- “the System of National Accounts—the SNA—is something you may want

10 leave to the United Nations, but I don’t think we in the United States

L - ‘want to stop there.

" SENATOR GORE. No.

MR. TUNSTALL. So, I think we need altemative accounts, whether or
not you first prepare satellite accounts, or national resource accounting,
or environmental accounting independently. I would rather Bob Repetto
~and Willy Cruz from WRI respond to that more directly.

- SENATOR GORE. Very good. Do you want to add somethmg to that?

MR. BrRowN. No, I think that says it all.

SENATOR GORE. You basically agree with that.

~ And, of course, one of the other hot budding issues in this area is

- productivity, and I was thinking of it when you mentioned the effect of

_air pollution, Mr. Brown, on crop yields. When the change in our Na-
tion’s productivity is calculated as a result of the predicted impacts of the
new clean air act, the cost to the polluters of installing new equipment to
cut down on the pollution is subtracted from their productivity gains and
thus, to that extent, has a depressing effect on the national productivity.
Whereas, the improved productivity of farmers, who no longer have yields
that are suppressed by the pollution, are not added to the aggregate pro-
ductivity, and thus we get a biased, one-sided view that serves to discour-

. age policies designed to protect the environment, and serves to encourage

~ - :policies that minimize-the inconvenience imposed upon polluters. .

And again, that will be explored in more depth at later hearings.
.. /MR. BROWN. I've noticed on that that it’s-not only within the Adminis-
*‘tration but often private-sector economists will do the same thing; that is,
_take a very limited view of how they calculate the costs and benefits and
conclude that the GNP may suffer as a result of adopting pollution
controls, for example. And they can reach that conclusion because they
‘haven’t taken into effect the costs of crop losses or human health or what
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have you. This all argues, I think, rather desperately for much broader
comprehensive set of accounts. -

SenaTor Gore, Did you wish to. comment, Mr. Tunstall?

MR. TUNSTALL. Actually, my only comment on both of these questions
is I would like to see more work done and published and available to
people like yourself, so you can use it.

At the World Resources Institute, we have worked with the Indone-
sians on a case study to adjust national accounts, also with Costa Rica and
the Philippines. So, we now have a body of three studies, and we hope
that the Chinese will also prepare a similar study. 7

We’re doing more detailed case studies on resource costs and benefits
for the agricultural sector in about six different countries. Those should
be available early next year.

But if resource accounting is going to take off,.if we're going to use
this information, then we have to do more studies, and we have to see
govemments start to use them. And maybe the United States could play
a leadership role in this arca.

Senator Gore., What are your views on the relauonshxp between envi-
ronmental protection -and competitiveness? Specifically, what kind of
information would you like to see brought to bear in analyzing the extent
to which these two goals. might be compatible, and what information
would you bring to bear in analyzing the potential conflict between
stringent measures to protect thé environment and our abxhty to be com-
petitive in the world economy?

. Mr Brown. That’s probably the easiest questxon you 've asked today,
Senator There are a lot of issues that have to be folded into that. There
is a tendency to assume that protecting the environment is gomg to make
the country less competitive in world markets I think it's quite the
opposite. .

If we can’t protect the economy’s envxmnmemal support systems, the
economy itself is not going to be in very good shape, much less very
competitive. I think some of the best examples at the interational level—
at the moment—are the countries that have seriously pursued the in-
creased efficiency of energy use. And it tums out that those countries that
arc at the top of the list in energy efficiency are also, by far, the most-
competitive.

And I think, as a general matter, those things that are environmentally -
responsible include the more efficient use of resources to satisfy a given
level of demand for goods and services. And more efficient resource use
usually translates into a more competitive position, whether that is water
efficiency in agriculture and crop production, or energy efficiency in
industry or the transport system or what have you.

So.Iﬂxink,overall,asuongcasecanmwbemadeﬂlatﬂleorﬂy '
competitiveness policy that will work over the long term is onc that
strengthens the protection of the environmental mdcxpmmngs of the

-economy and increases the efficiency of resource use in the process.



112

SENATOR GORE. Very good. Mr. Tunstall?
MR. TunsTALL. I agree with that. I have one or two sentences to add,
- basically related to the fourth paradigm of ecodevelopment that I talked
about.
I think if we can push the ideas of that pamdxgm and understand them
better, then we would be able to say that there is no conflict between
- competitiveness and pmtecuon, in fact, just the opposite. We tend to look
only at the cost side. What is a regulation on policy change going to cost
. us. And that’s important to do. But we also ought to look at the benefit
side. I think if we put the economy within an ecosystem framework and
. think of developing both the economy and the ecosystems, then you
would be able to weigh benefits and costs, both economically and eco-
logically.

SeENATOR GoRE. Unfortunately, we are going to have to conclude this
hearing because of developments on the floor. And I would like to submit
additional questions, however, in writing. There are not too many. If you
two would be willing to respond in writing, I would very much appreciate

- that. We plan to be in close communication with the two organizations

. that you represent in preparing for the continuation of this series and other

groups as well.

. I would like to close by thanking you for getting us off to a good start
. today, and I look forward to talking with you in a continuation of these
hearings later on.

*. We stand adjoumned. Thank you.
[Whereupon, at 5:33 p.m., the Committee adJoumed subject to the call

_of the Chair.]

= " [The following written questions and answers were subsequently

_supplied for the record:]
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MR. TUNSTALL'S SUPPLEMENTARY RESPONSE FOR THE RECORD

WORLD RESOURCES INSTITUTE

1709 New York Avenue, NW., Washington, DC. 20006, Telephone: 2026386300
Facsimile: 202-638-0036 Teiex: 64414 WRIWASH  Direct Dial: {202) 662

pec 3 0 9

December 19,1991

Senator Albert Gore, Jr.
Congress of the United States
Joint Economic Committee
Washington, DC  20510-6602

Dear Senator Gore,

I was very pleased to have an opportunity to offer testimony on the importance ’
of environmental information and the role it plays in shaping national economic and
development policy. This is an area that has long received little attention by our
federal government.

In your letter of September 27 you raised three important questions concerning’ . i
the development of indicators, the role of the United States in global environmental
monitoring, and the need for future hearings on the global environment. I'd like to.
address each of these at this time.

1. Can we provide a short list of specific indicators that wonld be most aseful in
tracking environmental trends and identify what programs are needed to provide the
necessary information?

During the past two months, we have undertaken a review of our indicator
program here at WRI and a new consensus has emerged as to what needs to be done
to develop better environmental indicators. I recommend that intensive effort be made
to develop policy relevant indicators at three different levels. .

First, substantial work needs to be undertaken to develop indicators at the
subsector level. In the area of biodiversity conservation, for example, we need a better
indicator of the risk to species of continuing habitat destruction; in coastal waters, we
need a workable indicator of their susceptibility to eutrophication and destruction of
habitat and species; in freshwater, we have long needed a better indicator of pollution
that takes into account waters of different temperature and 3alinity; in toxic emissions,
we need a better way to combine releases of the many different chemicals that are
known !0 cause human and ecological harm.
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Second, we need to begin to develop better indicators at the sectoral level. In
our paper, "Moving Toward Eco-Development: Generating Environmental Information
for Decisionmakers”, Jessica Mathews and I suggest the need for indices of land
degradation, resource wealth and consumption, national pollution emissions, and
ecosystem integrity, to name a few. What is needed here is more than new data .

- collection and conceptual breakthroughs. We are seeking indicators (or indices) that
-will convey to policy- makers both changes in the natural environment and explicit
values these changes have for society. Policymakers know intuitively what the
unemployment rate and life expectancy mean, even if they don't know how those
statistics are collected and processed. We are looking for summary indicators of eco-
development that can reflect the changing values we have for the natural environment
and the way it is used.

Third, we need to address the problem of developing one or a few fully-

- aggregated, single indices. Is it possible, for example, to develop a human environment
index that can be used in conjunction with UNDP’s Human Development Index and the
more traditional measures of economic production such as GNP and GDP? Is it
-possible to develop an index of the sustainable use of natural resources, both renewable
and non-renewable? How are we going to manage our economies and societies in a
resource sustainable fashion if we don’t have measures of resource sustainability and
environmental quality? Most of our resource indicators suggest that we are operating in
an unsustainable manner, e.g., rates of soil erosion, deforestation, marine fish catch,

" species extinction and threats. Can we turn these indicators into a unified measure of
sustainable use, which has meaning for the policymaker—locally, nationally, and globally?

There are a number of examples that can be worked out at each level and we
recommend that EPA, CEQ, and other agencies join forces with NGOs, academics, and
others to develop a national environmental indicator project that would identify
opportunities for progress over the next couple of years.

2. Should the United States take the lead in monitoring and assessing worldwide
" trends in resource use and environmental quality, and if so, who in the government
should take responsibility?

~ Although special studies had been done in the early 1970s suggesting the rapid
acceleration in tropical deforestation is worldwide, it was the Global 2000 Report to the
President, which contained new information compiled by U.S. agricultural attaches and
foreign officers around the world that brought this issue into clearer focus. Only the
U.S. maintains a Bureau of Mines that tracks the production, trade, reserves, and prices
of minerals on a worldwide basis. Only the U.S. has the Foreign Agricultural Service
that can predict global grain production on a timely basis. Similar statements can be
made about global atmospheric monitoring, the compilation of data on marine fish
catch, energy production and use, carbon dioxide and other greenhouse gas emissions,
stratospheric ozone concentrations and carbon dioxide and other greenhouse gas
"concentrations, population growth and distribution, economic production, and many
other vitally important statistics.
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With the end of the cold war, the U.S. will lose its capacity to lead based
principaily on military and strategic interests. Therefore collecting data cannot be
justified on a strictly national security basis. It remains in our national interest,
however, to track and assess the world’s resources and its environment. This
information is required to develop opportunities for U.S. investment, to be aware of
environment conditions and trends that may directly and indirectly affect our welfare,
and 10 play a leadership role in maintaining the viability and livability of the planet.
We will in many instances want to compile information on the quality of the
environment of our close neighbors so that we and they can make honest comparisons
when discussing trade issues and considering agreements.

The U.S. can lead, but not dominate in this field. In the environmental field,
information is more valuable if it is shared than if it is restricted to a single use or user.
CEQ in cooperation with the State Department and the major environmental and
resource monitoring and assessment agencies should undertake a thorough review of
LL.S. monitoring and assessment capabilities on an international and global basis. The
role of the intelligence agencies should be examined carefully. One study that should
be done as soon as possible is to assess the monitoring and reporting aspects of
international and global treaties. Are we collecting the right kinds of information and
are countries providing the information to international secretariats? What kinds of
information should be deveioped to improve the implementation of existing and planned
treaties?

In addition to developing a concerted global environmental monitoring plan and
program, the U.S. should immediately undertake the preparation of a periodic report
on the state of the world’s natural resources and environment. This report would
provide our country with an opportunity to review the state of the world and assess
whether our policies are moving us in the right direction.

3. How can Congressional hearings deepen our pnderstanding of environmental trends
and what kinds of monitoring and assessment policies could emerge from a )
comprehensive overview?

Congress can provide the stimulus and platform for a public review of our
sustainable development policies. As I indicated during the question and answer period;
I would like to see the Joint Economic Committee, in cooperation with other
environmental committees, hold annual hearings on the state of the world’s
environment.
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I believe both WRT's World Resources Report and Worldwatch Instituté’s State of
the World provide a valuable service to the public. But, the public doesn’t know what
the U.S. is doing to pursue sustainable development in a global context. We have no
consistent mechanism for judging U.S. policies. Annual hearings would provide a means
for bringing leaders from various organizations and perspectives together to discuss and
debate the state of the world’s environment and the adequacy of U.S. policies in
addressing global environmental problems.

Please let me know if we can be of further assistance in promoting the
development and use of better environmentai information.

Senior Associate
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MP “I0OWN'S SUPPLEMENTARY RESPONSE FOR THE RECORD

wn" "'s 1778 Massachuselts Ave., N.W. » Washingtan, D C. 20038
Phoas: (202) 452-1998
Fax: (202) 288-7265

November 13, 1591

The Honorable Albert Gore, Jr.
Joint Economic Committee
Congress of the United States
wWashington, DC 205]0-6602

Dear Senatsr Gore:

In response to your letter of September 27, 1991, pursuant to the hearing
held by the Joint fconomic Committee on Monday, September 16, 1991, 1 am
submitting the following list of environmental indicators for the hearing
record. This set of indicators can serve as a guide in the effort to better
track domestic and international environmental trends, as well as to expand
and improve our natfonal accounting system. I have alss included a brief list
of social indicators for the committee’s consideration. Not only are these
social measures central to the country's effort to improve the well-being of
its citizens, but they are also related to the state of the environment.
Simply stated, environmental decline affects our well-being, and conversely,
poverty can drive people to destroy the environment. Of course we need to
keep in mind that over-consumption can be a more potent force stil).

Some of the basic data that make up these indicators already exist, while
other data sets need to be researched and developed. Although data collection
and analysis will take resources and personnel, perhaps the more difficylt
task lies in integrating this information into our naticaal ecenomic
accounting system. Economists generally eschew environmental and social
indicators because they are not easily monetized and integrated into an
accountant’s Jedger. Nonetheless, because we now know that the health of the
environment directly affects the health of individuals and the econoazy,
politicians, business leaders, and citizens need judicators to help them
understand the extent to which the state of our natural ressurce base is
affecting the future of our country.

To this end, economist Herman E. Daly and theciogian John B. Cobb, Jr.,
with Ciifford W. Cobb, developed the Index of Sustainable Economic Welfare,
the single most comprehensive indicator of well-being available. It takes
into sccount not only average consumption but also distribution and
environmental degradation. For inclusion in the hearing record, ! have
enclosed a copy of the appendix from their book [ on {Boston:
Beacon Press, 1988), which discusses the Index in detail. Our country, as
well as the United Nations, would do well to adopt the concept if not the
actual indicator itself.

Establishing a Bureau of Environmenta) Statistics te carefully monitor
environmental trends in the U.S. and around the world would put the United
States on the right track. Such a bureau would need to have encugh autonomy
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to insure that its findings were based in science, not politics, and 1t would
need a close working relationship with government bureaus that develop
economic indicators.

1 commend you and members of the committee for your leadership in this
area, and thank you for this opportunity to share our research with the

committee.
Sificergly, .~

VAl A] D2,

ester R. Brown
President

Enc.
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Submitted by Lester R. Brown For inclusion in the record of
President the Hearing on September 16, 1991,
Worldwatch Institute before the Joint Economic Committee

U.S. Congress

Environmental Indicators
Agriculture
o Crop loss due to stratospheric ozone depletion, air pollution, soil
erosion, and other environmental factors
o Cropland loss/conversion to cropland -
o Pesticide transport and contamination of ground and surface water
s Percentage land area under integrated pest management
o Grassland deterforation
o Fishery status, by species

Biodiversity
o Inventories and loss of genetic, species, and ecosystem diversity
o Wilderness areas, parks, wildlife preserves

Energy
o Efficiency (unit energy per unit 6NP), overall and by sector -
o Renewable energy production as a percentage of emergy consumption and
of potential renewable energy production
o Air pollution emissions per unit energy production
o Percentage of passenger trips made by mass transit, bicycle or walking
o Nuclear waste production

Global change
o Temperature, rainfall, and stratospheric oazone trends .
o Greenhouse and ozone-depleting gas emissions and disappearance
o Health effects of stratospheric ozone depletion
o Effects of global change on biodiversity
o Deforestation/reforestation rates
o Forest damage from air pollution and acid rain, including slower growth

Raterials
o Efficiency of use by sector and per unit GNP
s Reuse, recycling, and disposal rates
o Resultant waste production and air and water pollution

Water
o Nater use and efficiency by sector
o Per capita water use
o Aquifer depletion
o Water pollution and contamination by affected volume, area and cause
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APPENDIX

The Index of Sustainable
Economic Welfare

Introduction

Discussion in Chapters 3 and 19 pointed to the need for a way of measuring
the economy that will give better guidance than the GNP to those interested
in promoting economic welfare.

One response would be to bring up to date one of the welfare measures
that has already been proposed. However, on closer examination, none of
the available candidates seems adequate today. For example, Zolotas (1981)
does not consider sustainability, whereas Nordhaus and Tobin (1972), who
do take sustainability into account, do not consider environmental issues
that have become increasingly important since they published their work.
We find Zolotas more helpful on some points and Nordhaus and Tobin on
others. We have learned something also from the Japanese measure of Net
National Welfare. Accordingly, rather than revising and bringing up to date
one of the existing measures, we propose to build on their accomplishments
and propose a new one. This includes some elements not dealt with by any
of the three indices that were discussed in Chapter 3 as well as fresh ways of
treating topics that were included in them. A

All welfare measures with which we are familiar overlap with the GNP
by including personal consumption. But from that point on these measures
differ from each other as well as from GNP. We begin with this figure. In the
following pages we describe the major theoretical decisions that entered
into our own proposed measure, the Index of Sustainable Economic Wel-
fare. We then offer the table of ISEW statistics from 1950 to 1986 and cer-
tain other conclusions. The remainder of the Appendix explains in detail
the columns composing the table.

We are especially grateful to Clifford W. Cobb for his painstaking work and leadership in pre-
paring this Aprendix.
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Appendix

Income Distribution

We have factored in income distribution on the assumption that an addi-
tional thousand dollars in income adds more to the welfare of a poor family
than it does to a rich family. Though economists generally consider the
question of distributional equity to be important, they regard it as a sepa-
rate issue from the magnitude of economic weifare. Thus one might ask: If
the aggregate quantity of benefits (units of welfare) decreases by X percent
while the measure of income distribution improves by Y percent, are we
better off or worse off? From the perspective of neoclassical economics,
there is no way to answer this question. We are aware of the conceptual
problems involved in including a distributional component in our Index of
Sustainable Economic Welfare. Nevertheless, we believe that continuing to
treat distribution as a separate issue has the effect of devaluing its impor-
tance in the analysi$ of economic welfare. We have chosen therefore to
make it an integral part of our index.

Net Capital Growth

We have considerably altered what Nordhaus and Tobin did in the calcula-
tion of changes in net capital stock. Specifically, we have included only
changes in the stock of fixed reproducible capital and excluded land and
human capital in this calculation.

First, we have not treated changes in the value of land as increases in
capital in the same way that Nordhaus and Tobin did. Rather than adding
the value of land as part of the capital stock, we have assumed that, since
the stock of land is fixed, its increased value represents merely the effect of
growing demand for a fixed resource. In other words, rising land costs con-
tribute to growth of GNP but not to welfare gains.

Second, we have excluded ‘human capital’ from our calculations of
changes in the stock of capital even though we recognize its theoretical im-
portance in sustainable economic welfare. Human capital—the characteris-
tics of the workforce, such as health and skillfulness, that make it produc-
tive—certainly contributes to economic well-being. Yet having granted that
general principle, we question the validity of measuring inputs such as ex-

~~penditures on medical care or on schooling to derive meaningful estimates

of the stock of human capital. We regard the actual sources of human capi-
tal formation as yet undefined and thus unmeasurable. To the extent that
we include health and education expenditures in our calculations, we treat
portions of them as consumption.

The relation between increased medical expenditures and improved
health in a well-nourished society is tenuous, and we have not seen evi-
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The Index of Sustainable Economic Welfare

dence that demonstrates any clear contribution of health expenditures to
productivity. Intuitively, we might assume that more money spent on medi-
cal care will lead to a heaithier population, which will in turn lead to lower
absenteeism at work and higher productivity. Yet the record on this rela-
tionship is ambiguous. According to the U.S. National Center for Health
Statistics (as reported in Statistical Abstract), the number of “restricted-
activity days” per person increased from 16.4 in 1965 to 19.1 in 1980, a
period during which real per capita expenditures on health care increased
by over 70%. This does not mean that we were less healthy in 1980 than in
1965. Other statistics might indicate some degree of health improvement.
We cite the “restricted-activity days” statistic merely to demonstrate the am-
biguity of any presumed connection between health expenditures and en-
hancement of productivity. The effect of increased schooling on productiv-
ity is also far from definitive. In the work of economists Edward Denison
and Theodore Schultz (the latter being a source for Nordhaus and Tobin's
human capital calculations), the contribution of education to productivity.
is assumed to be correlated with inputs such as years of schooling and ex-
penditures per pupil (Denison 1962, 68ff.; Schultz 1961). On its face, that
assumption may seem plausible. However, both theoretical and empirical
issues raise serious doubts about the validity of using these inputs to esti-
mate “educational capital.”

On a theoretical level, the correlation between levels of formal education
and earned income differentials may not indicate a causal relation between
them, or at least the cause may not fit the human capital model. Lester
Thurow suggests that the correlation between education and income may
be explained by a model of what he calls ‘job competition’ (Thurow 1975,
pp- 170-84). In contrast to the usual concept of wage competition, in
which workers receive wages according to the skills that they have when
they seek employment, the jobs competition model proposes that workers
are hired on the basis of their “relative position in the labor queue.” which is
determined more by their academic degrees than by their actual job-related
skills. According to this model, job skills are learned primarily at work
rather than through formal education. The higher earnings of college
graduates compared to high school graduates is thus based not on their
greater stock of knowledge or skills (human capital) but on the fact that
employers use academic degrees as a device to screen out those they expect
will require higher training costs. Thurow argues that, insofar as this model
is valid, .

the function of education is not to confer skill and therefore increased productivity
and higher wages on the worker: it is rather to certify his |or her| “trainability” and
to confer upon him [or her] a certain status by virtue of this certification. Jobs and
higher incomes are then distributed on the basis of this certified status. |Ibid., 172]
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The model helps to explain why equalization of the distribution of educa-
tion since 1950 has not led to a comparable equalization of income distri-
bution and why overall levels of productivity growth have not kept pace
:with growth in educational expenditures. It also. explains why investment
.in education continues to provide a relatively high rate of return for an indi-
\\dual even if it provides only a small return to society. The value of formal
-education lies not in imparting skills but in placing the individual higher in -
the labor queue than others: “In effect, education becomes a defensive expen-
diture necessary'to protect one’s ‘market share.” The larger the class of edu-
_ cated labor and-the more rapidly it grows, the'more such defensive expen-
ditures become imperative” (ibid., p. 182). In other words, an individual is
forced to obtain a college degree to gain accéss to certain jobs simply be-
cause others have the degree. If much of what is spent on education is de-
signed to preserve the relative positions of individuals, the massive in-
creases in educational expenditures since 1950 cannot be counted as a
significant factor in productivity gains or as a source of human capital.

Even if Thurow’s model of jobs competition is completely invalid, other
empirical evidence also casts doubt on the importance of formal education
in the creation of human capital. In particular, the correlation between
earned income and education appears to be very weak. Jacob Mincer, one of
the leading analysts of investments in human capital, has shown that,
among white, male, nonfarm workers, only 7% of the variation in earned
income is accounted for by differences in their levels of education (Mincer
1974, p. 44).! (If the whole workforce were included, education would ac-
count for an even smaller portion of the variation because of discrimination
based on race and gender.) In other words. 93% . of the variation is due to
other factors, ranging from luck and personal connections to ambition, na-
tive ability, and skills learned on the job.

As a consequence of these considerations, we have omitted any estimates
of human capital from our calculations of changes in the stock of capital. In
principle we agree that human capital should be included, but we believe
that medical and educational expenditures vastly overstate actual changes
in the stock of human capacities that enhance productivity.

In addition to removing the land and human capital components from
the procedure used by Nordhaus and Tobin, we have also redefined the
growth requirement as the growth of capital necessary to compensate for
depreciation and population growth, without including any consideration
of changes in labor productivity. It was not evident, even to Nordhaus and
Tobin, why sustainability should mean growth rather than a steady state,

1. In the eighth year after completion of schooling, the level of education accounts
for about one-third of variation in incomes, though this proportion falls rapidly in succeed-
ing years.
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i.e., why net capital should grow at the combined rate of population and
productivity growth:

The capital stock must be growing at the same rate as population and the labor
force. This capital-widening requirement is as truly a cost of staying in the same
position as outright capital consumption. This principle is clear enough when
growth is simply increase in population and the labor force. Its application to an
ecenomy with technological progress is by no means clear. Indeed the concept of
national income becomes fuzzy. [Ibid.. p. 6]

When they proposed 1o include productivity growth as part of the growth
requirement, Nordhaus and Tobin may not have foreseen the possibility
that productivity would decline, which it has during many of the years
since they published their paper. Using their procedure, the growth of sus-
tainable MEW is enhanced by a fall in productivity, which is an absurd re-
sult.’ Instead, declining productivity should expand the growth require-
ment, because capital must be used to compensate for reduced productivity
if the same level of consumption is to be maintained. As a result, one rea-
sonable way of calculating a growth requirement would be to subtract
(rather than add) the percentage growth of productivity from the growth of
population and the labor force. For our ISEW, we have chosen the more
conservative method of leaving productivity changes out of calculations of
sustainability altogether.

Foreign vs. Domestic Capital

Besides calculating whether net capital formation is sufficient to keep up
with a growing population, we have included a category that takes into ac-
count whether the source of capital can be sustained. In the early stages of
a nation’s economic development, growth may depend on borrowing capi-
tal from other countries. However, when an advanced capitalist nation fi-
nances its capital accumulation by borrowing from foreign sources, we as-
sume that that reflects a fundamental weakness in the long-term viability of
that economy. We therefore add the change in the net U.S. investment posi-
tion (or subtract it when negative) on the assumption that sustamablhty
requires long-term national self-reliance.

Natural Resource Depletion

We rave also extended the concern for sustainable production to include
the availability of natural resources or “natural capital” rather than merely

2. Net capital growth. which is added to MEW, is equal to the change in the net capital
stock minus the growth requirement, which is composed of changes in the labor force and

51-706 0 - 92 - §
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humanly created capital. Under the category of natural capital we include
not only fuels and minerals but wetlands and farmland as well. Zolotas took
this issue into account to some extent by correcting for what he regarded as
the slight underpricing of fuels and minerals by the market. MEW omits the
cost of depleting natural resources altogether; however, this is not an over-
sight. Instead, Nordhaus and Tobin explain why they believe that exhaus-
tion. of resources does not involve any threat to sustainability:

The prevailing standard model of growth assumes that there are no limits on the .
feasibility of expanding the supplies of nonhuman agents of production. . . . Pre-

sumably the tacit justification has been that reproducible capital is a near-perfect

substitute for land and other exhaustible resources. . .. If substitution is not pos-
_ sible’in any given technology, or if a particular resource is exhausted, we tacitly as-

sume that “land-augmenting” innovations will overcome the scarcity.

These optimistic assumptions about technology-stand in contrast to the tacit as-
sumption of environmentalists that no substitutes are available for natural re--
sources. Under this condition, it is easily seen that output will indeed stop growing .
or will decline. [Nordhaus and Tobin 1972, p. 14]

Thus the question of whether an adjustment for resource depletion needs to
. be made under the category of sustainability hinges on this issue of sub-
stitution and technological advance. In support of their optimistic view,
Nordhaus and Tobin cite a study by Edward Denison that shows a declining
proportion of national income being contributed by natural resources from
1909 to 1958 (Denison 1962, 13). They also refer to a 1963 study by Barn-
ett and Morse which concluded that, with the exception of forest products,
the price of resource-intensive goods had not risen more rapidly than the
price of goods in general (Barnett and Morse 1963, pt. 3). Thus substitution
and technological change had “come to the rescue of scarcity.” -

The faith in the infinite substitutability of nonrenewable resources is
founded on the expérience of a peculiar period in history, during which
energy was extremely cheap. But now that that era is over, the cost of all
resources will increase because of the increasing energy costs of extraction
and processing. The falling price of natural resources during the first sev-
enty years of this century was a one- time phenomenon upon which a faulty
view of the future has been built. A

The path-breaking book, Beyond Oil: The Threat to Food and Fuel in the
Coming Decades, explains why economists have underestimated the conse-
quences of resource depletion. The problem is that energy is now expen-
sive, not merely in the financial sense of costing more money but also in

productivity. If productivity decreases, the growth requirement would'grow more Slowly and
MEW would grow more rapidly.
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terms of requiring increasing amounts of energy to obtain useful energy.
The energy output/input ratio—the amount of energy made available as
output from a given input of energy for exploration, extraction, and pro-
cessing—declined for oil from about 100 in the 1940s to 23 in the 1970s
(Gever er al. 1986, p. 70).> A similar decline occurred for coal. Yet even
when the energy cost of energy was rising (because the energy output/input
ratio was falling), the cost of energy in dollars could continue to decline.
This paradox was possible as long as the dollar price of fossil fuels was low
relative to labor costs. Energy-intensive technologies for extraction and re-
fining of energy reduced dollar costs as long as they cut labor requirements.
Since the price of fossil fuels was falling, the unit price of other resources
could be cut as well by the same process of substituting cheap energy inputs
for expensive labor, Now that the energy output/input ratio for newly dis-
covered oil has fallen to about 8 and for most other energy sources to less
than 5, the days of declining resource costs are permanently at an end.*

Thus the money cost of energy rose in the 1970s and will continue to rise
in the long run, not simply because of producers’ cartels but because of the
increasing energy inputs required for discovery and extraction and process-
ing of new sources of energy. According to the authors of Beyond Oil, “by
2005 it will be pointless to continue exploring for oil and gas as energy
sources in the United States: after that more energy would be used to look
for these fuels than the oil and gas we found would contain” (ibid., p. 20).
Moreover, even when expected new discoveries are included, their analysis
shows that “domestic oil and gas stores . . . will be effectively empty by
2020 |while] . . . world oil and gas supplies will last perhaps three decades
longer, or more if Third World economies fail to develop” (ibid.). -

The point is not that resources are finite. Economists have long recog-
nized that fact, but they have assumed that resources are effectively infinite
if one is willing to pay a sufficiently high price to get them. Yet energy
analysis allows us to see that a resource may be exhausted even when there
are vast stocks in the ground, if the energy cost of extraction and processing
exceeds the energy content of the unmined resource. Nor is the develop-
ment of nonpetroleum-based energy sources likely to change the general
outlook. Unless unproven technologies such as fusion provide cheap, un-
limited energy (which seems doubtful given the track record of fission com-

3. Beyond Gil uses the term “energy profit ratio” to refer to the amount of output energy
available relative to the amount of input energy used in a system. We have chosen the term
“energy output/input ratio” instead to avoid the possible confusion that the term profit might
refer to financial profit rather than surplus energy.

4. According to Gever and his associates {1986, p. 70). the energy output/input ratio of
electricity production is 4 for nuclear power (less if the cost of reactor decommissioning is
included) and 2.5 for Western strip-mined coal if the cost of using scrubbers is included.
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pared to its initial promise), no technical changes will substantially alter the
basic trend of declining energy resources and higher costs.> Even if tech-
nological breakthroughs cannot dramatically expand production, econo-
mists argue that rising prices will encourage technological improvements in
energy efficiency as well as reduced energy consumption. The idea is that
we will be able to maintain our standard of living and even continue to
grow by using the dwindling supply of energy more efficiently. The authors
of Beyond Oil explain why technology offers little hope of achieving this
goal. First, they note that advances in the material standard of living have
been dependent on two factors working in combination: knowledge and re-
-sources. Growth depended on the embodiment of new ideas in the form of
capital, which required the use of energy. As long as energy was declining
in cost, the limiting factor in material growth was knowledge. Under those
circumstances, a certain degree of optimism that growth could be sustained
indefinitely seemed justified. There was no obvious limit to increases in
knowledge. However, in recent years, resources have become the limiting
factor in growth. By having to spend a larger and larger amount of our re-
sources just to make more resources available, less is left over for improve-
ments in welfare. Thus Cleveland and his co-authors have calculated that
“in the last ten years alone {1974-84], the fraction of GNP accounted for by
natural resource extraction has grown from 4 percent to 10 percent” (cited
in ibid., p. 101). We can now see that technological advances have tradi-
. tionally involved a combination of inventiveness and cheap energy. New
technology can marginally improve energy efficiency but, for the most part
material growth is a thing of the past.

Second, the authors of Beyond Oil point out that previous estimates of
the nation’s capacity to-conserve energy were overly optimistic because
much of what appeared to be conservation actually involved shifts of the
kinds of fuels used for particular purposes (fuel efficiency rather than en-
ergy efficiency per'se). In addition, optimistic estimates of possible im-
provements in energy efficiency have been based on extrapolations from in-
dividual sectors to the entire economy. Yet when the indirect energy costs of
the technology used to increase energy efﬁcnency are included, the gains in
efficiency appear minimal:

5. As the authors of Beyond Oil note, there are already practical reasons for doubting that
_ fusion will provide a technical fix: “Fusion technology is still decades away from commercial
application. Moreover, at least one leading fusion researcher, Lawrence Lidsky of MIT, believes
that the particular fusion technology that is being developed most intensively, the deuterium-
tritium reaction, will never be commercially feasible. According to Lidsky, it produces large
quantities of dangerous radiation that would force plants to be even more sophisticated
and expensive, per units of energy produced, that today's ﬁSSlOI'l reactors” (Gever et al.
1986, p. 72). .
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- If all companies substituted labor and capital for fuel, more fuel would be needed
somewhere in the economy to increase the amount of laber and capital, and the
nation’s net savings in energy are reduced. In agriculture, for example, the amount
of fuel used directly on a cornfield to grow a kilogram of corn fell 14.6 percent be-
tween 1959 and 1970. However, when the calculation includes the fuel used else-
where in the economy to build the tractors, make the fertilizers and pesticides, and
50 on,. it turns out that the total energy cost of a kilogram of corn actually rose by 3
percent during that period. {Ibid., pp. 102~3]°

Thus, technologically achieved energy conservation does not offer a com-
prehensive remedy for the declining stock of energy resources. The precise
extent to which energy efficiency gains will be offset by indirect energy
costs is not clear. In some sectors of the energy economy, such as household
heating and automobile fuel consumption, Amory Lovins has calculated
that tremendous energy savings can be achieved by shifting to technologies
that are more energy efficient but require little more capital than current
technologies. In the economy as a whole, however, net energy efficiency im-
provements (combining direct and indirect energy costs) are likely to be
minimal.

Nevertheless, some economists have argued that resource depletion
leaves future generations better off than our own if a sufficiently large pro-
portion of those resources are transformed into capital rather than being
consumed in the present.” According to this view, true intergenerational
equity is not served by depriving ourselves of present enjoyment so that the
future will have even more than we now have. The implicit assumption be-
hind this view is that capital constitutes a perfect substitute for (or even an
improvement upon) the natural resource base of a society. At one level this
seems plausible. A machine made of steel might reasonably seem like a
better gift to the next generation than the deposits of minerals that were’
used to make it. Yet as E. J. Mishan notes, “A common belief among econo-
mists, that the consumption of finite resources . . . is offset in value by the
formation of other capital, is erroneous. Under familiar behaviour assump-
tions, no more than a fraction of the value of the finite resource is replaced,
and this fraction could be negligible” (Mishan 1984, p. 13n.5). Even if the
entire value of the finite resource were replaced with capital, this often
would not benefit future generations as much as leaving the resource un-
tapped. First, the production of the capital would consume resources that
future generations might wish to use for other purposes. Second, capital

6. Cited from D. Pimentel et al., “Food production and the energy crisis,” Science 182
(1973). 443. ' :

7. See, for example, Robert Solow, "Intergenerational equiry and exhaustible resources.”
Review of Economic Studies 41 (supplement 1974): 29-45 (Symposium on the Economics of
Exhaustible Resources).
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goods would deteriorate over time, imposing maintenance costs on future
generations that would not occur if the resources were left in their natural
state. (An example of this can be seen in the massive cost of restoring high-
ways in the United States, a cost that would have been imposed by weather-
ing even if they had never been used to carry traffic.) Third, capital cannot
ulnmately substitute for resources because capital itself is composed of re-
sources. In other words, as discussed in Chapter 10, labor and capital com-

- plement the material resources that are transformed into a product. Capital

provided for future generanons must be accompanied by natural resources
to be of any value. ‘ )

We have already begun to pay the price of profligate use of resources that

made possible rapid economic growth in the past. The decline in real wages
sifice 1972 and the stagnation of productivity for about a decade are signs of
the effect of rising real resource costs, particularly energy resources.
: The implications of this prospect of diminishing resources and Tising
costs for Nordhaus and Tobin's study are clear. The issue of resource ex-
hausuon needed to be included in their measurement of sustainable wel-
fare. Current welfare should have been reduced to the extent that present
enjoyment deprives the future of the potential for the same level of eco-
nomic welfare. Having introduced the idea of sustamablllty with respect to
net capital accumulation, they should have carried over the same logic to
the depletion of “natural capital.” - .

Yet even if Nordhaus and Tobin had entertained the notion that deple-

. Aion of resources in the present would impoverish future generations, they

would likely have minimized the significance of this intergenerational con-
flict by suggesting that the effects on the future be discounted at the real
interest rate. From the perspective of neoclassical economic theory the
damage caused by exhaustion of resources (either renewable or nonrenew-
able) should be counted in the present only after it has been discounted
(reduced) in proportion to the long-term interest rate. In effect, this theory
says that a resource should be exhausted as long as the rate of increase in its -
price in situ'is less than the interest rate. We regard this process of discount-
ing the effects of our present policies on future generations as socially inap-
propriate, even though the practice is reasonable on an individual level. In
other words, the rational procedure for an individual, given the existing set
of incentives, is not necessarily a rational policy for a society as a whole.
Thus we reject in principle the idea of discounting the effects of resource
depletion (and environmental damage) on the future. Instead we propose
the view that any reduction in economic welfare in the future below the
-level currently enjoyed should be counted as if the cost occurred in the
present.

The attitude of benign neglect toward the future 1mplxc1t in the concept
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.of discounting has troubled some leading members of the economics pro-
fession. As A. C. Pigou noted in 1924

There is wide agreement that the state should protect the interests of the future in
some degree against the effects of our irrational discounting, and of our preference
for ourselves over our descendants. The whole movement for “conservation” in the
United States is based upon this conviction. It is the clear duty of government which
is the trustee for unborn generations as well as for its present citizens, to watch over
and if need be, by legislative enactment, to defend exhaustible natural resources
of the country from. rash and reckless spoliation. [Pigou 1924; quoted in Batie
1986, p. 10}

Yet, in effect, Pigou merely recognized the problem without suggesting an
appropriate basis for addressing it. By implying that consideration of the
distant future lies outside the bounds of economic theory, he washed his
hands of any professional responsibility for thinking about the issue of
sustainability.

In our ISEW, we have thus deducted an estimate of the amount that would
need to be set aside in a perpetual income stream to compensate future gen-
erations for the loss of services from nonrenewable energy resources (as
well as other exhaustible mineral resources). In addition, we have deducted
for the loss of biological resources such as wetlands and croplands (due to
shifts in land use and to erosion and compaction). This may be thought of
as an accounting device for depreciation of “natural capital” similar to the
depreciation of capital subtracted from GNP to arrive at NNP.

Environmental Damage

In the studies by Nordhaus and Tobin and by Zolotas, there is some recog-
nition of the fact that pollution and other environmental damages should be
deducted in the calculation of economic welfare. In the area of air and water
pollution, we have updated Zolotas's estimates using more recent data and
different methodologies for constructing time series. We have also included
an estimate for noise pollution. The most important change, however, is the
addition of a rather speculative estimate of long-term environmental dam-
ages, particularly from climate modification. We have assumed that those
damages are cumulative and directly related to energy consumption. Also,
as in the case of resource depletion, we have not discounted future costs.

Value of Leisure
We have omitted any imputation of the value of leisure from our Index of
Sustainable Economic Welfare because the rather arbitrary assumptions
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_upon which such a calculation are based strike us as bemg partrcularly

problematic.® .
To begin with, the meaning of leisure is not entirely clear Does it simply

mean all time spent on activities for which there is no remuneration? In that

case, it would include the time of ail those who are unemployed, under-

“employed, or involuntarily retired and who would like to be workmg Does
it include time spent in such activities as child care and cooking, which may

fall into the categories of either work or pleasure within the same house-
hold under various circumstances? Finally, how should the value of leisure
time be calculated in dollar terms? As Nordhaus and Tobin explain, “in gen-
eral, time is to be valued at its opportunity cost, the wage rate” (Nordhaus
and Tobin 1972, p. 44). Yet is it appropriate to value the léisure of women

-and.minorities as less than that of white males because the hourly earnings

f

of the former are smaller because of discrimination? These are just a few of

* the imponderables that make any measurement of the value of lelsure con-

ceptually doubtful.
Turning to the empirical evidence on leisure, we find that the growth in
the value of leisure, at least since the 1954 survey used by Nordhaus and

Tobin, has been'due almost exclusively to an increase in the real wage rate,

not to any decrease in the number of hours of work bemg performed As
Zolotas explains: .

For the period prior to 1965, leisure data from a sample survey by Robinson and
Converse' suggest that there has been no change in the amount of free time available
to the four major population segments, namel - male workers, male non-workers,
female workers and female non-workers. This conclusion coincides with the find-
ings of a 1954 survey, which have been used by Tobin and Nordhaus. [Zolotas
1981, p. 95]°

. 8 The lmputation for leisure also tends to be so large that variations in the assumptions

‘about how to calculate it have an enormous impact on any welfare index that includes it. The

rate of growth of the MEW, for example, varies by approximately a factor of 2 according to
which assumption oné makes about the relation of technological progress to the value of lei-
sure and nonmarket labor. Nevertheless, in-each variant, the value of leisure is by far the
largest item in the index, constituting from half to three-fifths of total MEW. Excluding leisure
raises the growth of per capita sustainable MEW to 0.86% per year during the period 1947-65
compared to 0.40% per year when it is included. The omission of leisure significantly reduces
the gap between the growth of MEW and GNP (the latter of which grew annually by 2.2%
during this period). We suspect that the inclusion of an imputation for leisure in the ISEW
would have similarly widened the gap between its growth rate and that of GNP, thus strength-
ening our conclusion that an alternative measure of sustainable economic welfare is needed.
However, we did not attempt this calculation because we could not find a conceptually sound
and empirically well-grounded basis for imputing the value of leisure. In the absence of a solid
framework, the massive contribution of leisure to the outcome of welfare measurements is not
justified.
9. The survey Zolotas cites comes from Robinson and Converse 1967.
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He later adds that the findings of a 1975 survey show that the number of
weekly hours devoted to paid employment had “remained virtually un-
changed over the period 1965-1975." He concludes that the reason for the
rise in total hours of leisure during that decade (from 34.8 hours per week
to 38.5) “is mainly attributable to 2 decrease in hours devoted to family care
from 25.4 a week in 1965 1o 20.5 a week in 1975 (ibid., 97). The extent to
which the rise of leisure time is a function of declining fertility rather than a
change in child-care patterns is not clear. Nevertheless, since the trade-off
here is not between work and leisure, to count this change as a welfare gain
is dubious.

‘Rather than allowing us to work less and enjoy more leisure, increased
market activity has merely intensified status competition. As Zolotas so
aptly observes:

It was originally belicved that economic growth would eventually shorten working
time. This belief has not been confirmed in today's advanced economies. The im-
plication is that mankind is constantly being driven farther away from the point of
long term equilibrium. where it could sit back and enjoy the fruits of civilization in
peace and quiet. The reason is that the growth of the physical product, in the way it
takes place in modern economies, is a source of constant stress and compels people
to work harder in order to be able to afford the unending stream of “new” goods
being supplied by the system. j1bid., p. 94|

If this image of perpetual striving is in fact correct, then the absence of sig-
nificant growth in leisure should come as no surprise.

Given the difficulties of knowing precisely what is meant by the term
leisure as well as the problem of being able to measure changes in it over
time, we regard the inclusion of leisure time in 2 welfare measure as inap-
propriate. If, in the future, the average work week were to decline signifi-
cantly (as it apparently did between 1929 and 1954), some imputation for
_ leisure might be called for. Even then, conceptual problems of valuing the
leisure time of the underemployed and unemployed and of men and women
at their various real wage rates would continue to plague the effort. For
now, at least, we omit the imputation for leisure because of the dubious
calculations involved in it and because it would outweigh all other compo-
nents in a measure of welfare.

Value of Unpaia Household Labor

The imputation for the value of household services has many of the same
problems-as the imputation for leisure, yet the warrant is so strong for in-
cluding nonmarket labor that we could not omit it. The idea that the pro-
duction of services by members of the household should be included along-
side services produced in and for the market is intuitively compelling. In
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addition, because the figure is much smaller than the imputation for leisure,
it does not overwhelm the index. Nevertheless, it, too, has serious prob-
lems, and it is a large enough factor that questionable judgments about it
have a.major effect on the total outcome. After the removal of leisure, the
imputation for household services constitutes between a [hll‘d and a half of
the total MEW for Nordhaus and Tobin.

Though we agree in principle that the value of housework should be in-
cluded in an indicator of economic welfare, the conceptual and empirical
difficulties of measuring it are formidable. Conceptually, the main difficulty
is in the definition of housework or household production. Which of the
activities within the household should be classified as work as opposed to
leisure or an intrinsically satisfying activity? Those who have studied this
issue in some detail, particularly the Berks, have discussed some of. the
rather subtle issues that interfere with any simple calculation of the value of
time spent on housework because of these definitional quandaries. For ex-
ample, when survey respondents are asked to specify whether household
activities are work or leisure, some activities {notably cooking and child
care) are frequently classified as both (Berk and Berk 1979). Moreover, how
should those who are assigned the ultimate responsibility for managing the
household (generally women, by virtue of gender expectations) be regarded
with respect to those who merely carry out specific tasks under super-
vision? " If the distinction between management and labor is important in
the market, it should also be considered significant in the home. The time
of women, who bear the brunt of this burden, should then be valued not at
their wage rate but on the basis of a managerial salary from which the mar-
ket generally precludes them.

The foregoing comments should clarify why empirical measurement of
either “household production functions” or even time spent in housework
presents enormous difficulties. Yet even though researchers have not known
exactly what they were measuring, the few studies that have taken place of -
household time allocation have shown surprisingly similar results in terms
of time spent in housework. Despite all of the “labor-saving” devices intro-
duced into the household in the past eighty years, their effect on the num-
ber of hours spent in housework has been trivial or perhaps nonexistent.
Whereas housewives spent an average of 56 hours per week doing house-
work in the 1910s, they still spent about 53 hours per week in 1965-66.
Similar findings were discovered by studies in 1924—25 and 1930-31
(Cowan 1983)." For the 1980s, Berk's study showed that the average num-

10. “The accomplishment of household labor involves thinking about or planning for the
task, as well as the actual work demanded by the task itself. . . . Our early research . . . re-
vealed a clear distinction between help with and responslbnllty for household labor” (Berk
1985, p. 69).

11. For the 1910s, Cowan cites (on p. 159) an unpublished doctoral dissertation by Leeds
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ber of weekday hours devoted to housework was 8.5 for housewives and 7
for women who were employed (Berk 1985, p. 64). Since this study re-
quired respondents to keep diaries only of weekday activities, it is not pre-
cisely comparable to previous studies. Nevertheless, it suggests that average
weekly hours devoted by women to housework are probably still in the
neighborhood of fifty. Berk also notes that the widely touted increase in
men's level of housework is largely a mirage, not confirmed by any large-
scale studies (ibid., p. 8).

Despite the enormous difficulties in defining the exact boundaries of
nonmarket household labor and in measuring its contribution to economic
welfare, we could not ignore it. We have chosen to use the rather conser-
vative estimates derived by Robert Eisner, who computes the value of time
spent on unpaid household work on the basis of the average wage rate of
household domestic workers (Eisner 1985, p. 30). Though this undervalues
the managerial element of household production, it avoids the problem of
using differential market wage rates for men and women.

Caveats and Limitations

Nothing is better calculated to make one realize the difficulty of estimating
economic wellare over time than the effort to devise an index. Consider the
limitations of this one.

First, it relies for its base on personal consumption, which is certainly a
more appropriate measure of welfare than production, though it is still
questionable. There are many questions one could raise about the extent to
which human beings become better off as a result of increased consump-
tion. Above all, it seems likely that there are diminishing returns with re-
spect to the satisfaction gained by marginal increases in consumption. In
fact, by using distribution of income to weight consumption, we have im-
plicitly assumed that marginal increases in consumption by the poor are of
greater value than marginal increases by the rich.

On the other hand, our calculus of economic well- bemg has failed to
take into account the fact that happiness is apparently correlated with rela-
tive rather than absolute levels of wealth or consumption. Having more is
less important than having more than the “Joneses” (Easterlin 1974). Yetin
the absence of any way to quantify-this sense of relative well-being, we have
ignored this important finding in our index, just as others have.

Second, there are many possible categories of additions and deductions
that we have omitted. To the extent that unreported income from the “under-

from 1917. For the 1920s and 1930s she refers (on p. 178) 1o U.S. Department of Agriculture
surveys that found a range of hours spent in housework from a high of 6 to a low of 48. For
the 1960s, she cites John P. Robinson, How Americans use time: A social-psychological analysis
of everyday behavior (New York: Praeger Publishers, 1977). pp. 63-64.
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ground economy” (excluding illegal activities) is not already imputed in
- NIPA, we would like to include it in a measure of welfare. Changes in work-
ing conditions should also be included, if there were some reasonable way
to calculate such a change.'? On the deletion side, one might be tempted to
subtract expenditures for junk food, tobacco, pornography, and innumer-
able other items that make questionable contributions to genuine economic
welfare. We recognize that this would lead to highly subjective judgments,
though we suspect that a consensus might be formed around certain items.

Third, we have been forced to make some heroic assumptions in the pro-
cess of compiling the ISEW. In some cases, we have included estimates of
quantities that are inherently unmeasurable, as in the imputation of the cost
imposed on future generations by the depletion of natural resources. In the
case of long-term environmental damages, the estimation of costs is clouded
by a high degree of uncertainty about the precise physical effects of human
actions. (How high will temperatures rise as a result of the greenhouse
effect and what will the ecological ramifications be? Are there any geo-
logical structures that can permanently hold high-level radioactive wastes
and prevent them from contaminating the environment?) We certainly do
not presume to have any definitive answers to these and other questions.
We have merely made what we regard as moderate conjectures, ones that do
not overwhelm the index, but which play a substantial role in its final
outcome.

Nevertheless, because the methodologies for estimating the costs of de-
pletion of natural resources and of long-term environmental damage (col-
umns T and U in table A.1) are more speculative than the procedures used
for other estimates, we have also calculatéed the Index of Sustainable Eco-
nomic Welfare excluding those columns. (In other words, we added the
amount in columns T and U to the amount in column X in table A.1 be-
cause they were originally subtracted in the calculation of column X.) Al-
though we have not shown this calculation in table A.1, we have included a
revised estimate of per capita ISEW, which we label PC-ISEW*, in figure
A.1 (following table A.1) and in table A.12. In the latter, we have calculated
annual growth rates of three alternative measures of economic welfare: per
capita GNP, ISEW; and ISEW*.

Explanation of Columns in Table A.1
Column A: Year.

Column B: The value of personal consumption expenditures comes from
table 1.2 of the National Income and Product Accounts (NIPA) and July issues
of Survey of Current Business, both published by the Bureau of Economic

12. We are indebted to comments by C. O. Matthews on Nordhaus and Tobin's study for
this idea. See Nordhaus and Tobin 1972, pp. 88-89.
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Analysis, US. Commerce Department. Up to 1984, this was available in
1972 dollars. Since the inflation adjustment for 1985 and 1986 is in 1982
dollars, we estimated personal consumption for 1985 and 1986 in 1972 dol-
lars by calculating the percentage increase in 1982 dollars from 1984 to
1985 and to 1986, then adding that proportional increase to the 1984 figure
in 1972 dollars. ' : ‘

Column C: The “index of distributional inequality” was derived from Cur-
rent Population Reports: Consumer Income, series P-60, no. 159, table 12,
page 39, “Income at Selected Positions and Percentage Share of Aggregate
Income in 1947 to 1986 Received by Each Fifth and Top 5 Percent of Fami-
lies and Unrelated Individuals by Race of Householder.” We created an in-
dex of inequality that is similar to the Gini Coefficient except that our index
assigns weights according to the degree of difference between each of the
four lowest quintiles (ffths) of income and the highest (richest) quintile. In
1975, for example, the top quintile received about 7.6 times as much in-
come as the lowest quintile, 3.5 times as much as the second quintile, 2.3
times as much as the third quintile, and 1.7 times as much as the fourth
quintile. We then added those four numbers (plus 1 to represent the highest
quintile’s relation to itself) and divided by 5 (that being the number that
would be obtained by perfectly uniform distribution of income). The lowest
possible number for a given year is 1 (5 divided by 5}, but there is no upper
maximum (unlike the Gini Coefficient, which varies between 0 and 1). We
then used the numbers we derived from this procedure (numbers which
ranged from 3.1 to 3.75) to make an index, setting the 1951 value at 100.
(See table A.2 below.) ]
The income figures we used may not accurately reflect actual income dif-
ferences for two reasons. First, they may overestimate inequalities to the
extent that they do not include transfer payments made to the poor in the
form of AFDC, food stamps. public housing, and other welfare programs.
On the other hand, the disproportionate benefits received by the middle
and upper classes from government services offset the modest transfer pay-
ments to the poor: Second, the before-tax income reported in the surveys
we used does not take into account the graduated scale of income taxes,
thereby overestimating inequalities. At the same time, however, tax benefits
"to the middle and upper income brackets {such as the write-off of mortgage
interest payments) tilt the distributional balance the other way. We encour-
age a thorough study of this very complex issue of income inequality, net of
all taxes, transfer payments, and hidden benefits. In the meantime, we must
use the data available to us.

Column D: Weighted personal consumption is column B (personal con-
sumption) divided by column C (index of distributional inequality) multi-
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Table A.1
Index of Sustainable Economic Welfare, 1950-86
Public
expen- Defensive  Expen-
Weighted ditures on  Expen- private  ditures
personal  Services: Services:  health &  ditures expen- on
Personal Distn-  consump-  house-  Services:  streets  education  on con-  ditures’ natonal  Costs Cost
consump-  hunonal tion hold consumer & high-  {(con- sumer  health & adver-  of com- of Urhan.
Year uon nequatity BICY labor durables  ways puon) durables ed tising muung  ization
A B [ n E(+) Fi+} GUv) H(+) -y = K(-}) - M(-}
1950 3373 9.0 309.5 3it4 134 6.4 1.1 426 28 6.9 9.0 58
1951 3416 100.0 3416 3154 146 6.6 1.2 39.1 33 74 85 62
1952 350.1 1020 3432 3195 155 68 14 380 38 7.8 84 66
1953 363.4 100.8 360.4 3236 16.6 7.0 15 2.1 44 82 93 7.0
1954 3700 106.2 3485 3278 175 - 73 1.7 425 5.0 8.4 926 73
1955 3u4.) 101.2 389.3 3320 88 7.7 211 511 5.8 9.3 109 77
1956 405.4 uR 1 413.2 336.3 19.6 80 2.4 8.8 68 9.9 10.4 88
1957 1138 953 0 4340 340.6 203 83 28 8.6 78 10.1 10.5 92
1958 4180 o7l 430.6 3450 20.6 88 3.1 45.3 8.4 99 9.9 9.7
“1959 440 + w6 4421 3495 212 92 35 50.7 9.2 10.4 10.7 102
1960 4520 1003 4463 354.0 217 9.6 +0 514 100 108 1.3 116
el 101 4 1053 +38.1 358.5 220 10.0 +8 93 11.8 10.5 109 12.1
1962 820 o 6 484.2 3632 2.7 10.5 5.7 547 137 109 17 128
1963 0.5 w2 504.3 3679 236 1.0 6.7 59.7 15.5 1.4 12.4 133
1964 S0 u85 73363 3726 25.0 1.5 7.6 648 17.3 120 12.8 140
1965 3575 w65 577.7 377.4 268 120 8.5 726 190 12.7 143 147
966 3857 RREV] 636.5 382.3 290 125 104 78.4 207 134 149 171
tve7 o027 uls 651.7 387.2 30.9 13.1 1318 795 214 130 15.2 178
1068 [LX] w0 089.6 392.2 334 13.6 15.5 #8.3 225 - 133 16.7 187
1969 n379 v+ 7123 397.2 35.7 14.1 17.0 918 230 13.4 17.7 196
1970 072.1 95.0 7078 402.4 37.3 14.6 18.7 89.1 23.4 127 17.4 20.4
1971 6968 949 7342 4075 393 15.1 0.1 98.2 247 123 195 213
1972 7371 6.6 763.1 412.8 2.1 15.5 217 [JE 0T 268 129 21.6 225
1973 7079 95.1 807.7 +18.1 453 15.9 233 1213 288 13.1 23.1 244
1974 7628 947 805.6 423.5 47.2 6.3 253 " H23 285 13.1 224 25.6
1975 . 7794 959 . 8123 429.0 48.8 16.5 260 1127 28.4 125 224 26.5

1976 823.1 959 857.9 134.5 51.1 16.7 276 126.6 297 143 25.0 295
1977 H64.3 W 873.2 +40.1 54.1 170 . 281 -~ 1380 3L0 15.1 272 326
1978 3.2 Q.0 912.1 445.8 57.3 17.1 293 14968 323 15.8 282 36.0
1979 N27.6 9.5 9325 451.5 60.0 173 305 147.2 337 16.5 29.2 393

1980 olrg 1001 9309 457.3 61.3 175 322 1375 351 16.7 286 414
1981 950.5 102.4 928.6 463.2 02.7 17.6 334 1409 37.0 17.2 200 454
1982 9033 1079 8924 469.2 63.8 178 330 1405 381 177 217 409
1983 1009.2 1081 9335 4753 66.1 179 332 1575 397 188 302 464
1984 10586 1089 9759 481.4 69.6 18.1 336 © 1779 416 20.1 328 474

1985 11082 1119 9903  487.6 743 183 349  1955- 428 206 353 488
1986 11555 1128 10244 4939 79.8 185 349 2120 442 209 335 513
NOTES:

— All figures are n billions of inflation-adjusted (1972) dollars except column A (year), column C (an index
number 1951 = 100}, and columns Y and AA (dollars, not billions of dollars).

~-The explanation of the columns in table A.1 is given on pages 416~ 43.

—Figure A.l on page 420 compares, in graphic form. columns X and AA plus a revised estimate (not
shown) of per capita ISEW excluding columns T and U.

—Calculations of columns C, G. H, J, L. M, P. 5, U, and V may be found in tables A.2-A.11 on
pages 443-52. .

—Calculations of the annual changes of per capita GNP and per capita ISEW (columns Y and AA) may be
found in table A.12 on page 453.
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Figure A.1: Alternative Measures of Economic Welfare
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0= PC-GNP stands for per capita Gross National Product.
=B~ PC-ISEW stands for per capita Index of Sustainable Welfare.
" a0= PC-ISEW* is PC-ISEW exciuding columns T and U in table A.1.

plied by 100. (The reason for division rather than multiplication is that in_
column C larger numbers indicate greater inequality.) '

Column D is-the base number from which other modifications are either .
added or subtracted. We first add four columns (E. F, G, and H) that repre-
sent streams of services that are not counted as part of personal consump- E
tion in the national income accounts. Next, we subtract nine columns (I
through Q) that represent items intended to compensate for implicit over-
estimates of welfare in the measure of personal consumption. We then sub-
tract four columns (R, S, T, and U) that represent our estimate of how
present activities undermine the sustainability of our natural resource base.
Finally, we add two columns (V and W) that represent the degree to which
the level of capital accumulation and shifts in control of capital between
domestic sources and foreign sources affect the sustainability of the U.S.
economy. Thus columns R through W represent items that reflect the ca-.
pacity of the economy to continue to provide the same level of welfare over
a prolonged period. )

Column E: Household services such as cooking, cleaning, and child care
contribute to economic welfare even though they are not sold in the market
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at an observable price. On pages 414~ 15 we pointed to several theoretical
and-empirical problems involved in imputing the value of household, non-
market labor. We have nevertheless included it because of its tremendous
significance as a factor in overall economic welfare.
We have derived this column from figures presented by Robert Eisner in
. "The Total Incomes System of Accounts” (Survey of Current Business, Janu-
“ary 1985) He provides estimates in 1972 dollars for 1946, 1956, 1966,
1971, 1976, and 1981. We have used a regression on the logarithm of those
estimates to interpolate and extrapolate for other years. Eisner explains the
methodology he used: “The value of unpaid household work is taken con-
servatively to be the prodiict of annual hours in relevant household activi-
ties and the average hourly compensation of houschold domestic workers.
The time estimates were derived from the Michigan Survey Research Cen-
ter time use studies of 1965, 1975, and 1981, with the 1975 survey used as
the benchmark” (Dsner 1985 p. 30).

Column F: In ordcr 0 count only the value received each year from capital
equipment rather than its initial purchase price, we add-the value of the
services that flow from consumer durables here and subtract the actual ex-
penditures-on consumer durables elsewhere (column 1). To the extent that
household equipment wears out more quickly than it might. it inflates the
personal consumption account without contributing to welfare. If washing
machines, on- average, lasted 100 years rather than'15, fewer would be
bought, and personal consumption would not rise as rapidly as it would
otherwise, but welfare would not be diminished. By using the estimated
value of the service from such equipment rather than its purchase price, we
have attempted to overcome this distortion in current measures.

To calculate this column, we used the table entitled “Constant Dollar Net
Stock of Consumer Durables” in the Survey of Current Business. March
1979, April 1981, October 1982, and August of 1983, 1984, and 1987. For
each year we multiplied the total net stock by 10% to approximate the ratio
of housing services to net housing stock given in the National Income and
Product Accounts (NIPA). (Actual proportions for a sample of years are:
1950, 8.5%: 1955, 9.6%:; 1960, 10.7%; 1965, 11.7%; 1971, 11. 2% 1974,
10.0%; 1977, 9.7%; 1980, 9.5%; and 1983 11.3%)

Column G: With the exception of this column and column H (certain ex-
penditures for health and education), we have not included government ex-
penditures as adding to welfare because they are largely defensive in nature.
That is, the growth of govérnment programs does not so much add to net
welfare as prevent deterioration of well-being by maintaining security, envi-
ronmental health, and the capacity to continue commerce. In addition,
some government enterprises, such as transit systems and sewer or water
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dlstrlcts provide services for a fee in 2 manner similar to private busmesses
These payments already show up as personal consumption in the national

- income accounts. However, there are some services provided by the gov-
ernment that could theoretically be offered through the market but which
are difficult to meter. The main item in that category is the provision of
. streets and highways. Since the annual value of services from roads is not
calculated, we have imputed it from estimates of the value of the stock of -
streets and highways.

" To calculate this column (see table A.3), we used the table entitled “Con-

. stant Dollar Gross Stock of Government-Owned Structures, Excluding
* Military, by Type of Structures” in the Survey of Current Business, March

~ 1980, February 1981, October 1982, August 1983, and August 1984. (Be-

"-..'fcause later estimates of the stock of government-owned structures—for

~1984-86—were not disaggregated by type of structure, we had to make
. estimates for those years based on aggregated figures.) We added together
" the “highways and streets” columns for federal and state and local govern-
" ments. We estimated the net stock as being two-thirds of the gross stock,
based on the approximate ratio of net to gross for all government-owned
nonmilitary structures. We then estimated that approximately three-fourths
of all vehicle miles (for both passenger and freight travel) are for noncom-
muting travel and therefore contribute to welfare. The net stock of road-
" ways that contributes to welfare is thus two-thirds times three-fourths—
i.e., one-half—of the: value of the gross stock in each year. To find the:
" annual value of services from this stock, we multiplied by 10%, which is the
approximate ratio of housing services to net housing stock that appears in-
- the NIPA. (See the explanation of column F.)

Column H: We have excluded most government expenditures from our
estimate (but see column G) because they measure inputs or costs rather
than outputs or benefits. The correlation between increases in government
spending and real increases in welfare is tenuous because of the difficulty of
measuring the demand for the kinds of services that government offers.
Nevertheless, we have assumed that a portion of the money spent on educa-
tion and health contributes to welfare and should be added to personal
consumption.

With the exception of one-half of public spending on hlgher education,
we regarded most expenditures on education as being neither consumption
nor investment. Earlier, we explained why we have not counted education
as investment: the evidence suggests that it contributes little to productiv-
ity. On the other hand, it would be inappropriate to count education as con-
sumption because most schooling appears to be defensive. In other words,
people attend school because others are in school and the failure to attend
would mean falling behind in the competition for diplomas or degrees that
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confer higher incomes on their recipients. (We assumed that compulsory
attendance laws are not the primary motivation for going to school.) We
assumed, nevertheless, as Zolotas did in his study, that one-half of post-
secondary education is pure consumption in the sense that it is sought for
its-own sake rather than to serve another purpose. Thus, we have added
one-half of public expenditures (federal, state, and local) for higher educa-
tion from tables 3.15 and 3.16 of the National Income and Product Accounts.
(See table A .4, column c.)

In the case of expenditures on health by the public sector, we have as-
sumed that they are valued as highly as private expenditures for the same
purpose. We have added only that portion of public health expenditures
that are assumed to add to social welfare. (See table A.4, column ¢.) From
the inflation-adjusted expenditure in each year, we subtracted the amount
spent in 1950 (also in 1972 dollars) to determine the increase over the base
year. We divided that difference by two to take into account the “defensive”
expenditures necessary to compensate for the growth of environmental
stresses on health (as we do-for private health expenditures in column J).
All figures are derived from the Statistical Abstract of the United States
(1988, table 129, p. 86). Expenditures are adjusted for inflation using the
“medical care” component of the Consumer Price Index in the Statistical
Abstract (1988, table 738, p. 450). (Please note that for this and all later
references to the Statistical Abstract, we have cited only the 1988 edition. In
fact, we often referred to previous editions to fill in gaps in the data.}

Column I: The value of private expenditure on durable goods in constant
(1972} dollars comes from the National Income and Product Accounts, table
1.2. The estimates for 1985 and 1986 were derived in the same manner as .
the estimates of personal consumption. The reason for subtracting expen-
ditures on consumer durables is explained in the note on column F.

Column J: Here we subtracted the portions of private education and health
expenditures that do not contribute to welfare. We subtracted them because
they are included in column B, personal consumption.

We subtracted all expenditures on private education except one- half of .
private expenditures on higher education, based on the same: rationale
given in the explanation of column H. (See table A.5, column'd.) The cost
of private-education, for both total and higher education, was taken frqm
the NIPA, the table entitled “Personal Consumption Expenditures by Type
of Expenditure” (table 2.4), and adjusted to 1972 dollars by the :mphc:t
price deflator for private education in table 7.12.

Similarly, we subtracted defensive private health expendxmres from total
welfare. As in the case of public expenditures on health, we assumed that
half of the real growth in private:health expenditures is purely defensive in
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nature, i.e., compensating for growing health risks due to urbanization and
industrialization. We subtracted the inflation-adjusted expenditure level in
1950 from the expenditure in each subsequent year to determine the in-
creased spending on health above a base level. We then divided the differ-
. ence by two to represent the proportion of expenditures that are defensive
in nature. (See table A.5, column {.) Total private health expenditures come
from Statistical Abstract (1988, table 129, p. 86). Costs are adjusted for
1972 prices by the “medical care” component of the Consumer Price Index,
from Statistical Abstract (1988, table 738, p. 450).

Column K: The value of national advertising expenditures comes from the
Statistical Abstract (1988, table 896, p. 529), and is adjusted for inflation
‘using the “Services. Deflator” in the National Income and Product Accounts
(table 7.12). We subtracted national, but not local, advertising expenditures
(in contrast to Zolotas, who subtracted one-half of total advertising expen-
" ditures) because we reasoned that local advertising (especially in news-
papers and on the radio) tends to offer information of value to consumers
about the location and price of goods. By contrast, national advertising (es-
pecially on television and in magazines) tends to be aimed at creating de-
mand for products and brand-name loyalty through the use of images that
_have little to do with the actual product.

Column L: The direct (out of pocket) costs of commutmg were calculated
as follows (see table A.6):

C=03(A—-03A)+03B
. : =03(0.7A)+03B
. =021A+03B
where: ’ '

C is the direct cost of commuting.

A is the cost of user-operated transport (mainly cars) from the National In-
come and Product Accounts (table 2.4). This figure was adjusted to con-
stant (1972) dollars with the implicit price deflator for personal con-

_ sumption expenditures on motor vehlcles and parts found in the NIPA
(table 7.12).

0:3-A is the estimated cost of deprecnanon of private cars (which is excluded
here to avoid double counting since it was already included as an element
in column G) from the Statistical Abstract (1987, table 1040, p. 593).

0.3is the éstimated portion of total noncommercial vehicle miles used in
commuting in 1983 (see Statistical Abstract 1987, table 1033, p. 591).

B is-the price of purchased local transportation (see National Income and
Product Accounts, table 2.4). :

0.3 is the estimated portion of passenger miles on local public transporta-

- tion used for commuting.
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We did not include indirect costs of commuting (the value of the time
lost in commuting) in our calculations because we lacked reliable data. In
theory, we regard this as a significant cost of the presumably increased con-
gestion that accompanies urban growth, but we could not find a time series
showing changes in the amount of time spent commuting to work. Zolotas
used an estimate made in 1965-66 of 52 minutes for men and 42 minutes
for women. He then assumed an increase of 2 minutes per year after that
period. That would indicate that commuting time in 1980 should have been
80 minutes for men and 70 minutes for women. In fact, according to the
1980 Census (vol. C 3.223/7:980, General Social and Economic Characteris-
tics, p. 70), average commuting time in 1980 was 43 minutes, less than the
combined average for men and women in 1965-66. Did commuting time
actually decrease over time? Were the methodologies or populations of the
two surveys sufficiently different to account for this difference? We simply
do not know. Therefore, we have not subtracted the indirect costs of com-
muting, though doing so would certainly reduce economic welfare each
year by tens of billions of dollars.

Column M: A partial measure of the cost of urbanization is the higher cost
of living associated. with increasing density. In other words, as population
grows in urban areas, the cost of land increases without any compensating
increase in welfare. In order to measure this aspect of the cost of urbaniza-
tion, we computed the proportion of rental (and imputed rental) payments
that reflect the price of land rather than structures built on land. To arrive at
the figures in column M (see table A7), we multiplied (a) the value of resi-
dential land as a percentage of the total value of residential property (land
value divided by the combined value of land and improvements) times (b)
aggregate annual expenditures on housing (including the imputed rental
value of owner-occupied dwellings). The first part of the equation (value of
land divided by total value of property) is derived from Balance Sheets For
the U.S. Economy 1947-86 (Federal Reserve Board, pp. 11~ 15, lines 4 and
9). The second part of the equation (aggregate housing expenditures, in-
cluding imputed expenditures) comes from the National Income and Product
Accounts, table 2.4, adjusted for 1972 prices by. the implicit price deflator
for housing, table 7.12.

Column N: Damage due to accidents represents a real cost of industrializa-
tion and higher traffic densities. Figures are available only for the damages
due to motor vehicle accidents. They are derived from Statistical Abstract
(1987, table 997, p. 579). They are adjusted for inflation using the Con-
sumer Price Index.

Column O: The figures in this column are a composite of two estimates:
(1) damages to water quality, primarily from point source discharges (sew-
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age and industrial wastes), and (2) damages due to siltation resulting from
erosion from farms, construction sites, and roadways. Although this may
.involve some double counting (insofar as siltation also damages water
quality), we suspect that on the whole we have underestimated the first
type of damage because of the lack of data on non-point sources of pollu-
tion. If they are marginally included under erosion costs, that only partially
corrects for a more general underestimation of the total damage.

Damages due to point source discharges. We have estimated the cost of
damage from water pollution as $12.0 billion in 1972 and derived estimates
for earlier and later years based on subjective estimates and surveys. (We
did not include the cost of building sewage treatment facilities because that
is a public expenditure and therefore not included in our initial estimate of
welfare, i.e., column B, “personal consumption.”) The numbers in this col-
umn are of limited reliability, though we consider them reasonable and
plausible.

A number of factors contribute to the difficulty of making reliable esti-
mates of the dollar value of the damage caused by water pollution:

1. No universally acknowledged measure of “water quality” exists. A
number of different elements may contribute to poor water quality, such as
biological oxygen demand (or conversely, low dissolved oxygen levels),
phosphorous, nitrogen, suspended solids, dissolved solids, turbidity, and
temperature. With no means of developing a single composite measure of
their joint effects, the term “water quality” has no precise meaning.

2. Even if we had a single composite measure of water quality, the actual
‘measurement of water samples is not very reliable. Infrequent samples,
measurement inaccuracy due to the imprecision of laboratory tests, and
faulty monitoring and laboratory procedures all contribute to a low level of
confidence in measured results."”

3. Precise numerical relations have not been established between the
components of water quality (number 1 above) and the capacity of water to
support fish or other wildlife or to support swimming and other recre-
ational activities. '

4. 1f a reliable estimate of water pollution could be devised for a particu-
lar water basin, aggregating data across regions would still elude us. Unlike
the problem of air pollution, where the entire atmosphere serves as a “sink”
for airborne wastes and where speaking of national air quality has some
meaning, an aggregate measure of water quality is complicated by the fact
that there may be improvements in one river basin or lake while another is
becoming more polluted. :

5. Even if a reliable baseline estimate could be derived for one year, we -

13. See Gianessi and Peskin 1981, 803-21, and especially 813-17.
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would still not know whether water quality were improving or deteriorat-
ing without comparable data for other years. Such data exist only in the
form of highly subjective estimates.

6. Unlike the relatively direct estimation of air pollution damages (see
the explanation of column P}, many of the costs of water pollution must be
calculated almost entirely from indirect evidence such as the loss of swim-
ming, fishing, 'and boating opportunities. Thus, to determine recreation
benefits of improving water quality, economists have had to rely on proxy
measures such as changes in the amount of time and money spent on trans-
portation to alternative recreation sites in response to changes in water
quality. (In other words. the measure of pollution damage comes from esti-
mating the additional money people are willing to spend to drive to a new
recreational site if a closer one has been contaminated by pollution.) The
outcome of these studies is heavily dependent on the assumptions about the
magnitude of shifts in participation rates in water-based recreation in re-
sponse to meeting the 1985 water quality objectives set by Congress.

7. Finally, estimates of the cost of water pollution generally attempt to
measure only damages tesulting from point source discharges (i.e., pollu-
tion coming out of municipal and industrial sewers). The cost of damage
caused by urban and farmland runoff is not included. Since those non-point
sources of pollution are often at least as serious as point sources, neglecting
the impact of the former considerably underestimates the actual costs or
damages from water pollution. As of the late 1970s, after several years of
efforts to control point sources but with minimal control of non-point
sources, the latter-contributed 57%-of BOD, 98% of suspended solids, 83%
of dissolved solids, 87% of phosphorus, and 88% of nitrogen discharged
into U.S. waterways. (These ﬁgures are derived from Gianessi and Peskm
1981, 804, table 1.)- ‘

Keeping those caveats and conditions in mind, we have estxmated the
total damage from water pollution in 1972 as approximately $12 billion. Our

source is A. Myrick Freeman, Air and Water Pollution Control: A Benefit-Cost =

Assessment, chapter 9. Three of the studies he cites came to the conclusion
that the upper limits of the range of estimated damages to recreation from
point source pollution was around $18 billion in 1978 dollars. Freeman's.
OWn upper estimate of recreation benefits that would be realized by eliminat-
ing point source discharges is $8.7 billion in 1978 dollars (or about $6 bil-
lion in 1972 dollars). Adding damages to aesthetics, ecology, property val-
ues, and diversionary uses (household and industrial water supplies), his
upper estimate of damages is $18.4 billion in 1978 dollars ($12 billion in
1972 dollars). Though Freeman’s best estimate for damage from point
source pollution is-only $9.4 billion ($6 billion in 1972 dollars), we have
used the less conservative figures on the assumption that the inclusion of
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non-point source pollution would at least double the total pollutant load in
many river basins and increase it several-fold in others. Thus a $12 billion
estimate of water pollution damage in 1972 may even be conservative. -
In the absence of any reliable time series data about water pollution, our
estimates of changes in pollution damages over time are not very reliable.
Based on the Conservation Foundation’s State of the Environment: An Assess-
ment at Mid-Decade, “the years 1974 to 1981 saw little change in water
quality with respect to the conventional pollution indicators.” This finding
is based on the U.S. Geological Survey's National Ambient Stream Quality
Accounting Network. It is confirmed by a 1984 survey of the Association
of State and Interstate Water Pollution Control Administrators and the
198283 National Fisheries Survey. (See page 109 of the Conservation
Foundation report.). We assume that this overall lack of improvement
. means that the improvements that did take place as a result of more strin-
gent pollution controls were offset by the growth of population and pollut-
~ ing activities. By contrast with the unvarying levels of the 1970s and 1980s,
‘we have assumed that water quality declined during the.1950s and 1960s at
3% per year before a concerted national effort was undertaken to address
the issue.
Damages due to siltation. In addition to the estimates of damage to water
_ quality, we have included data on the effects of erosion from farmland as
well as streambanks, roadbanks, and construction sites. We assume here
that the deterioration of water quality due to these non-point sources has
already been included in a general way in the calculations on point source
discharges. Our estimate here is of the costs of dredging navigable rivers
and ‘the damages posed by siltation to dams and other water impound-
ments, as well as costs- of sediment-related flooding and other. off-stream
effects. The Conservation Foundation estimated that these damages were in

- the range of $3.2 to $13.0 billion in 1980, with a best estimate of around
$6.0 billion.  That would be about $3.3 billion in 1972 dollars (usmg the
implicit GNP deflator).

Estimating changes in these costs over time is dltﬁcult Two point esti-
mates of the amount of total erosion exist for 1977 and 1982, derived from
the National Resources Inventory, which was undertaken in both of those
years by the Soil Conservation Service in conjunction with lowa State Uni-
versity. In both 1977 and 1982, total erosion was estimated at 6.5 billion
tons. We have assumed that the five-year trend has remained constant until
the present and that it began in 1972 when the massive growth of grain
exports led to shifts in land use, particularly the plowing of marginal,
erosion-prone soils, in an attempt to profit from the high levels of world
demand. We have assumed that during the previous 22 years erosion in-
creased by an average of 1% per year. We recognize that estimates for these
previous years are essentially speculative and would prefer reliable data. We
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also realize that farmland erosion may have remained approximately con-
stant during that period in the absence of data to the contrary. Nevertheless,
we believe that the overall problem of sedimentation from erosion probably
increased during this period as a function of general economic growth, par-
ticularly from urban construction and the development of the interstate
highway system. ’

Column P: Following A. Myrick Freeman’s analysis in Air and Water Pol-
lution Control (cited in discussion of water pollution above), we have di-
vided estimates of the costs of air pollution into six categories: (1) damage
to agricultural vegetation; (2) materials damage; (3) costs of cleaning soiled
goods; (4) acid rain damage; (5) urban disamenities: and {6) aesthetics.

1. We have estimated damage to agricultural vegetation at $4 billion.
According to a study by Heintz, Herschaft, and Horak in 1976, entitled “Na-
tional Damages of Air and Water Pollution,” the level of damages to agricul-
tural vegetation due to oxidants in 1973 was $2.8 billion. Freeman suggests
this estimate is too low because it fails to reflect the fact that farmers have
not only sustained crop damage from air pollution but that they have also
shifted to less profitable crops. We have assumed this added cost would
raise the total cost of air pollution damage to crops to approximately $4
billion in 1970 (in 1972 dollars). - - - -

2. We have estimated materials damage due to corrosion of paint, metals, -
rubber, and so on at $6 billion. Zolotas uses an estimate from Liu and Yu of
$38.4 billion in 1970, and since that amount is only about 3% of the net
stock of fixed reproducible wealth owned by households for that yéar (in-
cluding all residential structures and durable equipment), that rate of dete-
rioration due to air pollution may in fact be plausible. We have chosen $6
billion as our estimate to bring it more into line with Freeman’s middle esti-
mate of $3.2 billion. S '

3. We are using the same figure as Zolotas for our estimate of the cost of
cleaning soiled materials as a result of air pollution-—$5 billion. That figure
is derived from Liu and Yu. It is confirmed by Freeman’s estimate that a
20% reduction in airborne particulates would reduce cleaning costs by $0.6
to $3.8 hillion. Though additional reductions in particulates would not
have correspondingly dramatic results, this nevertheless suggests that an
estimate of $5 billion for total damages in this category is reasonable and
perhaps conservative. - -

4. Based on Freeman, we have conservatively estimated total damages to
forests and aquatic ecosystems due to acid rain-as $1.5 billion i 1972 dol-
lars. (See Freeman 1982, p. 107).

5. We have estimated the total reduction in the quality of urban life as a
result of air pollution to be approximately $9 billion. This involves two
components: (1) a reduction in property values in proportion to the level of
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pollution in an area and (2) the necessity of paying higher wages to attract

- people to work- in areas with high levels of pollution. Freeman estimates .
reduced property values to be $4 billion as a result of stationary sources
and $1.5-billion as a result of mobile sources (both in 1972 dollars). For
wage differentials, he cites a study by Meyer and Leone that concluded that
-wage differentials necessary to attract workers to pollution prone areas were
$6.1 billion for particulates, $2.1 billion for sulfur dioxide, and $5.1 billion
for nitrogen oxides. If all of these factors (reduction in property values and
wage differentials) were simply additive, the total reduction in quality of life
would be $18.8 billion. Since there is overlap among their effects and with
other damage estimates (such as between cleaning costs and property val--
ues), we.have included only $9 billion, or approxnmately one- half of the
total from this category.

6. We have assumed a total of $4.5 billion in damage to aesthenc values
due to loss of visibility and enjoyment in national parks and other scenic
areas. This is based on a study in the region surrounding the Four Corners
Power Plant where residents said that they would be willing to pay $85 per
year to improve the aesthetic conditions of the area considerably. Since our
estimate of $4.5 billion amounts to about $20 per person per year to pay for
visibility improvements, we believe that it is a plausible figure.

Adding these figures (vegetative damage, $4 billion; corrosion and mate-
rials damage, $6 billion; cleaning and soiling, $5 billion; acid rain, $1.5 bil-
lion; reduction in urban quality of life, $9 billion; and aesthetic costs, $4.5
billion) we arrive at a total of $30.0 billion in costs associated with air pol-
lution for 1970 (in 1972 dollars).

If this $30 billion estimate seems excessive, we would like to point out
that we consider it conservative because we have attempted to exclude from
our calculations all estimates of damages to health due to air pollution.
Those damages may.be included indirectly in the estimate of wage differ-
entials, but we have consciously avoided including health costs as a separate
category. We have also excluded health costs because we have put in two
other columns (H and J) that specifically eliminate “defensive” health ex-
penditures from the estimation of health benefits. Despite this, we suspect
that some portion of health damages due to air pollution could be included
here without double counting because many respiratory ailments (such as
colds, flu, bronchitis, etc.) do not require medical attention, yet they are
exacerbated and prolonged by exposure to air pollution. Other chronic con-
ditions that cause discomfort and reduce productivity but that do not re-
quire medical attention—from shortness of breath to headaches to burning
eyes—would all constitute damages to health from air pollution that would
not show up as “defensive” health expenditures. We suspect that these costs
would amount to several billion dollars per year. '

Furthermore, we have not included any estimate of the cost of increased
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mortality in our calculation of the costs of air pollution, in part because this
might involve some double counting. We are also not entirely satisfied with
the idea of setting a dollar value on human life. On the other hand, neglect-
ing this category altogether, as we have done, implicitly places zero value
on human life (or more precisely on the value of living a longer life). We are
not entirely happy with that result either. Nevertheless, if we were to in-
clude some measure of the costs of increased mortality, we would base it on
the value of life revealed in the willingness of people to pay to reduce the
overall death rate in a large population. Since all of us make trade-offs
between activities involving a higher probability of death and measurable
benefits, this procedure reflects the value we implicitly place on the proba-
bility of remaining alive. If the value per death avoided (in this probabilistic
sense) is approximately $1 million in our society as some studies suggest,
" we can determine the dollar cost of air pollution on mortality rates at least
within an order of magnitude. With that dollar value as a baseline figure, it
is possible to estimate the damage of air pollution once the physical relation
between air pollution and mortality is known. Freeman cites a number -
of studies that derive estimates of the elasticity of mortality with respect
to air pollution of between 0.01 and 0.09 (meaning a 1% increase in air
pollution causes an increase in mortality of between 0.01% and 0.09%).
Using those figures and Freeman's calculations, we arrived at a best esti-
mate of the cost of increased mortality due to air poliution of about $13
billion (in 1972 dollars). This is based on estimates of mortality benefits of
about $10.5 and $12 billion for 20% and 60% reductions in air pollution,
respectively We assume that elimination of the remaining 40% of air nollu-
tion would add only $1 billion in benefits. In any case, we assume that the
addition of the costs of higher mortality associated with air pollution would
add another $10 to $15 billion in 1970 to the $30 billion estimate we are in
fact using. ) _

Our estimate of time series for air pollution damages is based on EPA's
National Air Pollutant Emission Estimates, as summarized in the Statistical
Abstract (1988, table 332, p. 192). The volume of emissions in 1986 is an
extrapolation from previous years since data were not available. We com-
bined the emissions of particulates, sulfur oxides, and nitrogen oxides for
each year and created an index number to show changes over time. (See
table A.8.) A better model would calculate the damage from each type of
pollutant each year and add the sum of those dollar figures together, but we
do not have the sophistication to develop such a model.

Column Q: The damage caused by noise pollution in the United States in_
1972 was estimated to be $4 billion by the World Health Organization (ac-
cording to an article on noise pollution in the 1972 Congressional Quarterly
Almanac, p. 980). We have assumed that increasing industrialization and
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expansion of the highway system and of the number of airports caused

. noise pollution to get worse during the period from 1950 to 1972 at 3% per
year. We have assumed that since 1972 noise abatement regulations have
slowed the rate of growth of the noise level to 1% per year.

Column R: To calculate the value of the loss of wetlands, we first estimated
the value per acre of the flow of services from an acre of wetland at $600
(1972 dollars). This is approximately one-third more than the median value
of $448 per acre per year estimated for flood protection, water purification,
provision of wildlife habitat, and aesthetics by T. R. Gupta and J. H. Foster
in “Economic Criteria for Freshwater Wetland Policy in Massachusetts.”"
We estimated a higher figure than Gupta and Foster because they did not °
account for what economists call “consumers’ surplus” in their valuations.
(Consumers’ surplus means the amount that purchasers or beneficiaries of
an item or service would have been willing to pay above and beyond the
actual price. We do not know how much this would actually be in the case
of wetland services, so we have made a reasonable estimate.) In addition,
'$600 is a relatively conservative figure since calculations of the value of
saltwater wetlands have arrived at estimates 3 to 20 times as high. (See
Lugo and Brinson, “Calculations of the Value of Saltwater Wetlands,”
Greeson, Clark, and Clark 1979, p. 124.) The estimated loss of 600, 000
acres per year through 1973 comes from the Annual Report of the Council
on Environmental Quality (July 1982), and the estimated loss of 300,000
acres per year in subsequent years comes from the testimony of Robert A.
Jantzen, director of the U.S. Interior Department’s Fish and Wildlife Service
before the Senate Environment and Public Works Committee on 20 No-
vember 1981.

The loss of the stream of benefits from wetlands is a cumulative process
In other words, if 600,000 acres of wetlands were filled or drained in two
successive years, at the end of the second year the loss would equal the
stream of benefits flowing from 1.2 million acres of wetlands. Thus we have
added the loss of benefits from wetlands each year to the total from the pre-
vious year.

Our base figure of $10 billion for 1950 is largely arbitrary. We estimated
that a total of approximately 100 million acres of wetlands were filled in
North America to make way for farming and other activities from the colo-
nial period to 1950. (This is based on a decline from approximately 215
million original acres to about 110 million in 1950, according to Wetlands
of the US.: Current Status and Recent Trends, Fish and Wildlife Service,
March 1984, p. 29.) We reasoned that the value of each of the initial tens of

. millions of acres of lost wetlands was lower than the margmal value of the

14. From ﬂeAmcrwan]oumal of Agncultural Economics 57 (l) 40-45; cited in Greeson.
Clark, and Clark 1979, pp. 88.
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remaining acres that were filled in recent decades. (Likewise, the value of
the last million acres on the continent will be greater than $600 per acre
because of the greater scarcity of the resource at that time.) Thus we multi-
plied an average value of $100 an acre of services from wetlands by 100
million acres to arrive at $10 billion as a plausible estimate of the cumula-
tive loss to that time.

Column S: This column reflects two logically distinct ways in which the
biologically productive capacity of farmland has been reduced. On the one
hand, urban expansion (including the construction of highways) perma-
nently removes land from production by paving it over. On the other hand,
poor land management that destroys the soil through erosion, compaction,
and decomposition of organic matter removes land gradually from produc-
tion by lowering its productivity. Measuring either of these losses in dollar
terms is both complicated and somewhat arbitrary, but because of the im-
portance of food production in the long-run sustainability of the economy,
we [eel that it is imperative to make an attempt at measuring this loss.

As a result of the industrialization of agriculture, particularly since
World War Il the productivity of labor and other nonenergy inputs (in-
cluding farmland) increased steadily over time as those inputs were re-
placed by increasing amounts of energy (including embodied energy such
as fertilizers or machines that themselves required energy to produce). This
led to the assumption that crop yields would continue to increase indefi-
nitely as new genetic strains were developed and new techniques were ap-
plied. From that perspective, the loss of a fraction of a percent of the
cropland base to nonagricultural uses each year or a slight annual decline in
productivity of the underlying soil base is insignificant if tcchnologxcal
progress grows faster than those sources of decline.

In a world of continuously declining real energy costs, that perspective
would be partially valid (though with some reservations because chemical
inputs cannot entirely substitute for the organic content of the soil beyond a
certain point). However, as we noted in the introduction, the real cost of
energy is rising and will continue to rise in the future because of the in-
creasing energy cost required for discovery and extraction and processing
of new sources of energy. The implications of the rapid depletion of low-
cost energy resources available for agriculture are staggering. For over forty
years, the use of energy-intensive inputs to agriculture has masked the de-
clining size and quality of the soil base upon which farming ultimately de-
pends. Fertilizer has increased crop yields dramatically, but at a cost of
breaking down the humus in the soil, oxidizing the soil carbon, and allow-
ing farmers to ignore the effects of erosion. As long as fertilizer is relatively
cheap, the effects of this degradation can be temporarily overcome by
adding more fertilizer, though that merely exacerbates the problem in the
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long run. Likewise, irrigation can boost yields considerably as long as water
can be pumped from rivers or aquifers at low cost. However, as energy (in-
cluding embodied energy) costs rise and as aquifers are depleted, this
source of growth in agriculture will be shown to be unsustainable. More-
over, the process of irrigation can itself lead to soil degradation if it in-
creases either erosion or the salinity of the soil.

Economists also tend to downplay the reduction in quantity and quality
of cropland by pointing out that there are over 100 million acres of land
that are currently unused or are being used as rangelands or pasture that
could be brought into crop production. Undoubtedly some of this land will
in fact be brought into production in the future as energy inputs to agricul-
ture become more expensive and as some of the land currently used for
crops becomes exhausted from overuse. Nevertheless, this land is not al-
ready being used as cropland for economic reasons and because it has high
erosion potential: “Most of the land with high or medium potential for con-
version is in soil classes 1le, Ille, or Ve, and ‘e’ stands for erodible. Accord-
ing to the 1980 RCA draft (p. 3—4), even the better of those soils are dan-
gerously erodible when in crop production” (Healy 1982, p. 115). In other
words, the sanguine view that the loss of valuable cropland can be compen-
sated by conversion of other land to more intensive use is not supported by
the facts.

Another pernicious idea in economics that downplays the significance of
soil loss is the discounting of future costs and benefits. Thus the present
value of farmland is based on the productivity of the land, but only after the
value of future yields has been reduced by a compound interest formula.
The damage caused by erosion or urbanization to future productivity thus
appears as insignificant in conventional economic analyses. In effect, this
theory says that the fertility of the soil should be exhausted as long as the
expected rate of increase in the value of farmland is less than the interest
rate. The farmer who does this will then be able to pass on greater total
assets (higher profits alongside a lower land value) to the next generation
than the farmer who is concerned primarily with maintaining a perma-
nently viable farm.

Our purpose is to calculate the sustainable economic welfare of our activi-
ties. We have therefore subtracted the cumulative damages to long-term
productivity of land that result from urbanization and poor land manage-
ment. We would like to have estimated the undiscounted costs our current
practices impose on our descendants who will no longer be able to make up
for the loss of land area and declining soil quality with fossil fuels. How-
ever, we were forced to settle for estimates that are undoubtedly based only
on the discounted value of lost productivity (especially in the discussion of
losses due to deteriorating soil below). Thus we believe that our estimates
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understate the magnitude of the cost being imposed on the future as a result
of unsustainable practices.

Losses due to urbanization. The amount of farmland that has been lost to
urbanization is the subject of a great deal of controversy. The 1981 National
Agricultural Lands Study (NALS) created a furor by arguing that the rate of
farmland loss had grown from about one million acres per year in the pe-
riod 195867 to about three million acres per year in the period 1967-75.
Recognizing certain methodological and definitional problems in the study,
we have chosen to assume that the one million acres per year figure has
probably been constant throughout the period of our study (1950—-84) and
that the proportion of cropland being converted to urban uses has remained
at about 30% of that. In other words, we have adopted a conservative esti-
mate for cropland loss due to urbanization of 300,000 acres per year. (This
compares to the estimate in the NALS of 600,000 acres per year of cropland
or 800.000 acres per year of cropland plus potential cropland.)

We then estimated that the value of an average acre of converted cropland,
based on its productivity in the absence of high applications of fertilizers
and other energy-intensive inputs, would be $100 per acre per year or a
capitalized value of $1.000 per acre (in 1972 dollars). We are assuming that
the underlying value of farmland exceeds the market value today. Since our
aim is to calculate sustainable economic welfare, we have chosen a figure
that represents the value of land as if cheap energy sources had already been
depleted. Without nitrogen fertilizer (derived from natwral gas), for ex-
ample, farm output. would be lower and food prices would be higher. The
demand by farmers for high-quality agricultural land would increase, rais-
ing its price. We regard that (unknown) price as the appropriate one to use
when calculating the value of land lost to urbanization. We believe $1,000
per acre to be conservative, even if it seems high in terms of current market
prices. It should be remembered that the best land for urban uses is gener-
ally the highest quality farmland in terms of slope, drainage, and other soil
- characteristics. Thus urbanization has generally caused the conversion of
the most valuable croplands.

We began this calculation with an estimated accumulated loss of $1 bil-
lion to represent the value of services from farmland that had already been
lost through urbanization by 1950. Since 15 million acres were in urban
areas by that date and another 24 million had been transformed into high-
ways and rights-of-way by then," our estimate of $1 billion implies that the
average value of the loss 1o agriculture was about $25 per acre per year. As
in the case of wetlands, we have assumed that the marginal utility or value

13. Statistical abstract 1982, table 1154, p. 658, from US. Department of Agriculture,
Major uses of land in the United States: 1978.
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of the first acres removed from agriculture is lower than the value of the
land most recently urbanized. '.\«

In ‘summary, we have calculated that urbanization annually removes

- from the cropland base a stream of agricultural services worth $30 million
(300,000 acres times $100 per acre) and that the total cost is an accumula-
tion of these losses, beginning with a loss of $1 billion in 1950. (See table
A9, column d.)

Losses due to deteriorating soil. The visible loss of land to urbanization is
probably not as serious a problem as the less evident reduction in the
quality of land as a result-of poor management practices. Economists tend
to downplay productivity losses resulting from ‘mismanagement because
tangible productivity (in terms of yield per acre, though not in terms of -
yield per unit of energy input) has -increased rapidly over the past forty
years. In addition, productivity losses due to soil depletion are probably not
linear, which means that the effects of erosion and compaction and loss of

. organic matter from the soil may not show up in yield reductions until the

- ~soil is irreversibly damaged. This is especially true, as noted above, when

chemical fertilizers mask the effects of soil depletion temporarily, even as
they contribute to it in the longer run.

As a result, calculation of the loss of soil productivity is difficult. We ex-
pect that our estimates of this cost are underestimates of the true cost of
current practices because the impact on the future has presumably been dis-
counted and because loss of productivity is measured only against yields
inflated by energy-intensive inputs.

In 1980 economists at the Soil Conservation Service of the U.S. Depart-
ment of Agriculture estimated that agricultural productivity losses resulting
from erosion were approximately $1.3 billion (or about $0.7 billion in 1972
dollars)." Since we do not know the methodology for arriving at that result,
we checked it using an alternative method of calculation and a different
data source. The NALS estimated in 1977 that 1.7 million acre-equivalents
of land were lost each year because of erosion. If we assume that about one-
half of the serious erosion takes place on cropland, then a per-acre cost of
about $800 for this eroded land would yield the same result as the SCS esti-
mate. (Thus 1.7 million acre-equivalents divided by 2, times $800 per acre
== $680 million or $0.68 billion.)

We have assumed, as we did in the discussion of erosion impacts on water-
courses (see explanation of column O), that the rate of erosion has re-
mained fairly constant since 1972 and that it increased by 1% per year from
1950 up to that point. We have also assumed that some damage had already

16. From “Background for 1985 farm legislation,” Agricultural Information Bulletin 486
(January 1985); also cited in Environmental quality (1984), Fifteenth Annual Report of the
Council on Environmental Quality.
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occurred prior to 1950. Thus we have begun our calculation with a cumula-
tive loss of $5 hillion in 1949, with further costs added to that. {See table
A9, column b.)

The damage to soil from compaction by heavy machinery was estimated
at $3.0 billion in 1980 ($1.67 billion in 1972 dollars) by R. Neil Sampson in.
Farmland or Wasteland (1981). We assume that that figure increased by 3% . -
per year both before and after 1980. (See table A9, column ¢.)

The amount in column S represents the total from the two types of soil
loss: urbanization and deterioration, of which the latter is divided into two
components. (See table A9, column e.)

Column T: We consider the depletion of nonrenewable resources as a cost
borne by future generations that should be subtracted from (debited to} the
capital account of the present generation.

In order to estimate the proper amount to subtract for depletion of
“natural capital,” we have examined a procedure developed by Salah El’
Serafy of the World Bank in an article entitled “The Proper Calculation of -
Income from Depletable Natural Resources” (El Serafy 1988). El Serafy’s
approach is to estimate the amount of money that would need to be set
aside from the proceeds of the liquidation of an asset (such as a mineral
‘deposit) to generate a permanent income stream that would be as great in
the future as the portion of receipts from the nonrenewable assets that are
consumed in the present.

" An owner of a wasting asset, if he is to consume no more than his income, must
relend some part of his receipts in order for the interest on it to make up for the
expected failure of receipts from his wasting asset in the future. This proposition,
which can be found in J. R. Hicks's Value and Capital, led me to convert the mineral’
asset concerned into a perpetual income stream. The finite series of earnings from
the resource, say a 10-vear series of annual extraction leading to the extinction of
the resource, has to be converted to an infinite series of true income such that the
capitalized value of the two series be equal. From the annual earnings from sale,
an income portion has to be identified, capable of being spent on consumption,
the remainder, the capital element, being set aside year after yéar to be invested in
order to create a perpetual stream of income that would sustain the same level of
“true” income, both during the life of the resource as well as after the resource had
been exhausted. I set out to find the two constituent portions of current receipts: the
capital portion and the income portion. Under certain assumptions which are nei-
ther too restricting nor unrealistic, I arrived at the ratio of true income to total re-
ceipts, viz.:

i
XR=1-(1+nm"!

where X is true income. R total receipts (net of extraction cost); r the rate of dis-
count; and n the number of periods over which the resource is to be liquidated.

51-706 0 - 92 - §
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R — X would be the “user cost” or “depletion factor” that should be set aside as a
capital investment and totally excluded from GDP {or in this case from ISEW]. {El
Serafy 1988.]

We applaud this model as the best attempt we have seen to come to grips
with the proper method of accounting for depletion of nonrenewable re-
sources or “natural capital.” As a general principle, we agree with the capi-
talization of current income to yield a permanent income, but we are not
entirely satisfied with the details of El Serafy’s model.

First, the calculation of n, the number of years to exhaustion of a re-
source, poses some conceptual problems. The longevity of a mineral de-
posit at a specified rate of extraction is not a simple physical fact. The avail-
ability of the resource is a function not only of how much is “out there” but-
also of the intensity of the effort (in labor, capital, and energy) used to ex-
tract it. In other words, in El Serafy’s equation, n (years to exhaustion of
resource) is dépendent on an exogenous variable, extraction costs. The
equation is thus unspecified or indeterminate."” .

Second, we replace the simplifying assumption in El Serafy’s model that
the price of nonrenewable resources in relation to the general price level
will remain constant in the future. We do not do this in the way El Serafy
suggests, but rather adopt a simpler expedient. From before 1900 to 1972,
the declining cost of energy permitted resource prices to remain stable.
During that period the proportion of GNP devoted to mineral resources
fluctuated between 3% and 4%. However, that trend has shifted, presum-
ably irreversibly. As noted above on page 408, the proportion of GNP de-
voted to mineral resources jumped from 4% to 10% from 1972 to 1982.
_Although this drastic increase has been somewhat reversed as a result of
temporary declines in demand for oil and thus of il prices, the analysis in
Beyond Oil suggests that the real price of oil and other energy sources can
be expected to begin climbing again in the 1990s, pushing up the price of
all energy-intensive mineral exploration and mining as well.

_ As a result of rising resource prices, the amount set aside to maintain a
permanent income stream in El Serafy’s model should be some portion of
the future price of extracted minerals, not of the current price. Otherwise
the income stream would pay for less in the future than in the present, thus
violating the avowed p_rincii)le of creating equal real incomes in each time
period. Consequently, using the R calculated on the simplifying assumption
of constant prices would provide an insufficient amount to cover future

17. El Serafy suggests taking into account the conceptual problem of rising extraction
costs by proposing that “reserves . . . be adjusted downward by a factor that would reflect the
rising future costs of extraction” (El Serafy 1988, p. 22). This adjustment would reflect the
closure of mines and wells when market prices are below extraction (and processing) costs.
This is clearly an ad hoc adjustment that is exogenous to the basic model. Nevertheless, this is
the most satisfactory treatment of it we have found.
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claims against the income stream. However, since we cannot predict the fu-
ture price of resources any more than El Serafy could, we cannot offer a
specific way to replace R in the equation. Nevertheless, we are more in-
clined than El Seraly to say that future resource prices relative to general
price levels will be higher than today.

Third, on a very practical level, we are not clear how one would estimate
the value of R from existing sources, at least in the United States. The Cen-
sus of Minerals provides data on the value of shipments, capital expendi-
tures, cost of supplies, and value added in mining, and it defines value
added as the sum of the first two values minus the third. Presumably, in El
Serafy's equation, R is supposed to indicate rent, the return or “profit” to the
enterprise holding the mineral rights. In principle, this could be calculated
as a residual after subtracting wages. interest, and other production costs
from value added, but in practice the data are not presented in a way that
makes that possible.

Summarizing these criticisms of El Serafys model, we can see that there
is a great deal of arbitrariness in even the best effort to account for depletion
of “natural capital.” Our arguments suggest that the appropriate value of R-
might be several times as large as current market prices (to account for fu-
ture price increases). The value of n cannot be specified in the equation
without taking into account some estimate of extraction costs. In addition,
since the availability of a resource is a function of both its cost of extraction
as well as the limitation of its total quantity, R (receipts minus extraction
costs) is not the proper figure for a welfare index. We have therefore used R
plus extraction costs. Because extraction costs are “regrettable necessities,”
they should not be eliminated from this column, which will be subtracted
to arrive at a welfare measure. _

Consequently, we have chosen to subtract the total value of mineral pro-
duction each year. We did not try to arrive at the figure of 100% of value
through any precise means. Instead we offer several general considerations
that lead to this result within the basic framework of El Serafy’s model.
First, with a zero discount rate we would always set aside 100% of receipts
as capital, regardless of the life expectancy of the resource. Consequently,
our earlier arguments against social (as opposed to individual) discounting
~ may be invoked in this context. Combinations of low discount rates and
low life expectancy of resources also produce a capital set-aside approaching
100%. A moderate discount rate of 4% combined with a life expectancy of
35 years, however, resuits in a 25% set-aside. Yet if we assume a fourfold
increase in resource prices relative to prices in general over that period,
which is not unreasonable, then the set-aside would again be 100%. For’
these reasons, we believe our procedure gains some support from El Serafy’s
method, although we recognize that our argument is suggestive rather than
rigorous. ’ : ' .
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The source for the value of mineral production is Historical Statistics:
Colonial Times to 1970, Series M 13-37, and updates in Statistical Abstracts.
The original source is the Minerals Yearbook, and, for years after 1976, in-
formation on fuels comes from Energy Data Reports. For 1986, the value of
fossil fuel production was unavailable, so we estimated it according to the
quantity produced using 1985 prices. A

The deflator we used is the Consumer Price Index (CPI) for all commodi-
ties. This may seem like an inappropriate index for this purpose, but we
have chosen it deliberately. The more logical choice might seem to be the
Producers Price Index (PPI) for energy (which is a fairly good proxy for
price changes in all minerals). If our purpose were to determine changes
over time in the physical quantity of energy produced, weighted by changes
in energy sources (such as from coal to natural gas), the PP1 would be the
correct index. However, our purpose in selecting a deflator has to do with
compensating for the effect of relative changes in price between minerals
(especially energy resources) and the general price level that confronts con-
sumers. In other words, we wish to separate out the rise in price of minerals
dde to general inflation from the price increases in this sector due to in-
creased scarcity of particular resources. The use of CPI as a deflator has the
effect of showing how much the price of minerals has grown in relation to
prices in general.

“We are far from satisfied with the arbitrary approach we have taken.
“Nevertheless, we regard the issue of resource depletion as too important to
ignore. We hope, therefore, that others will pursue different approaches to
 this problem of estimating an amount that, subtracted from current welfare,
would adequately compensate future generations for the resources we con-
sume today. One way to do this might be to estimate the size of a tax on
nonrenewable resources that would be high enough to prevent them from
increasing in price faster than prices in general. The tax would achieve
what Talbot Page calls the “conservation criterion” for-equitable resource
depletion (Page 1977, chap. 8). Nevertheless, we are not clear how to esti-
mate the appropriate size of the hypothetical tax or how to incorporate it
into the ISEW, so we have not followed this procedure.

Column U: In addition to using up mineral and fuel resources, our collec-
tive behavior also loads costs onto the future by dumping waste products
into the environment that will have long-term consequences. The cost of
keeping radioactive elements with long half-lives out of the environment
for thousands of years is anybody’s guess, since we have not yet devised a
- method of long-term storage. The costs to the future imposed by industrial
-activities that add carbon dioxide, nitrogen dioxide, and methane to the at-
mosphere (thereby contributing to the “greenhouse effect” and global cli-
mate change) and chlorofluorocarbons (which destroy ozone in the upper
~atmosphere) have only recently begun to be recognized. The full extent of
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the physical damage that has already been irreversibly inflicted on future
generations is not yet known in each of these cases. The observable effects
of flooded cities and completely eroded beaches as a result of higher sea
levels as well as an exponential increase in cases of skin cancer from greater
ultraviolet radiation represent only the first level of the threat. Even the dis-
ruption of established patterns of agriculture as a result of increased varia-
tions and unpredictability of weather will not be the most serious conse-
quence of these changes. The greatest threat is ecological. The almost
instantaneous change (on a geological scale) of the global climate and of
ultraviolet radiation could have harmful effects on all but the most resilient
species of plants and animals in those regions of the planet most drastically
affected by climate change. ‘

Almost no effort has been undertaken to estimate any of these damages
in economic terms other than one EPA study which estimated that a sea-
level increase of five feet would inundate 25% of Charleston, South Caro-
lina. and increase storm damages in Galveston, Texas, by $82 miilion per
year. Nevertheless. if we are to have a measure of net sustainable welfare,
we cannot simply neglect the effect of these tremendous ecological catas-
trophes which our economic activities have begun to produce in such a
short time. ' : o

We have assumed that the amount of damage to the furture in terms of
ecological disruption is directly proportional to the consumption of fossil
fuels and nuclear energy—in effect to nonrenewable energy consumption.
We have therefore begun by adding the total quantity of nonrenewable en-
ergy consumed each year. in quadrillions of BTUs, starting in 1900." As-
suming that a barrel of crude oil contains approximately 5.8 million BTUs,
we calculated the total barrel equivalents of energy consumed each year
from 1900 to 1984. We then imagined that a tax or rent of $0.50 per barrel-

- equivalent had been levied on all nonrenewable energy consumed during
that period and set aside to accumulate in a non-interest-bearing account,
as in the caseé of resource depletion. (See table A.10.) That account might be.
thought of as a fund available to compensate future generations for the
long-term damage caused by the use of fossil fuels and atomic energy. We-
are implicitly assuming that the cumulative undiscounted damages in the
future caused by consuming a barrel of oil or its equivalent in the present
are equal to $.50 in 1972 dollars. This is of course speculative, but consider-
ing the billions of dollars of property and recreational damage already
caused by the rising of the oceans, it is not unreasonable. (See “Where’s the
Beach?” Time magazine, 10 August 1987, for anecdotal evidence.)

18. These figures are derived from the Statistical abstract 1988, table 904, p. 534, and from
Historical statistics of the U. $.: Colonial times to 1970, supplemented with statistics from Energy
Jacts, 2 Bureau of Mines annual publication.
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Column V: In order for economic welfare to be sustained over time, the
supply of capital must grow to meet the demands of increased population.
“More specifically, we have assumed that one element of economic sus-
~ tainability is constant or increasing quantities of capital available for each
worker. We have followed the general procedure used by Nordhaus and
Tobin. However, unlike them, we have excluded human capital from our
_estimates for reasons explained earlier. We have thus calculated net capital
growth by adding the amount of new capital stock (increases in fixed re-
producible capital) minus the capital requirement, the amount necessary to
maintain the same level of capital per worker. We estimated the capital re-
quirement by multiplying the percentage change in the labor force by the
stock of capital from the previous year. (See table A.11, column h.) Actu-
ally, we used a five-year rolling average of changes in labor force and capital
to smooth out year-to-year fluctuations. (See table A.11, columns d and f.)

leed reproducible capital is derived from Survey of Current Business,
August 1982 to August 1987. The size of the labor force comes from the
" Economic Report of the President, table B-29, which uses the estimates of the
U.S. Bureau of Labor Statistics, Employment and Earnings.

Column W: The U.S. net international position measures the amount that
Americans invest overseas minus the amount invested by foreigners in the
United States. The annual change in the net international position indicates
whether the United States is moving in the direction of net lending (if posi-
‘tive) or net borrowing (if negative). If the change is positive, the United
" States has in effect increased its capital assets. If it is negative, part of U.S.
capital formation is in fact based on the borrowed wealth of foreign-owners
“that must eventually be repaid with interest. We have thus included annual
changes in the net international position as a measure of the sustainability
- of the welfare. of our economy. Some years from 1950 to 1975 have had to
be interpolated. The figures each year have been adjusted for inflation using
the implicit GNP deflator in the National Income and Product Statistical Ab-
stract (1988, table 1330 p- 758) or Survey of Current Business.

Column X: The column marked lSEW or lndex of Sustamable Economic
Welfare starts with “Weighted personal consumption” (column C), adds the
following 4 columns (D through G), subtracts the next 13_columns (H
‘through T), and adds 2 columns (U and V). . +

" Column Y: Per capita ISEW is calculated by dmdmg ISEW by the popu-
lation for each year. For population, see Statistical Abstract (1988, table
2,p.7).
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Column Z: The value of GNP in constant dollars comes from the National
Income and Product Accounts. table 1.2. We made the same adjustment for
1985 and 1986 as we did for personal consumption. (See column B.)

Column AA: Per capira GNP is calculated by dividing GNP by the popula-
tion for each vear.

Table A2
tadex of Income Incquality

Income tncome Income Income income  Sum [{{/b}

received received receved received received + (fic) + index of

by tst _ by 2d by id by 4th by top  {f71d) + (fie)  income
Year quintile guntile quintile quintile quintite  + (/)] = 5 ineguality
a b . o N i N h
50 45 e 17.4 234 4127 307 {080
51 S 124 17¢ 234 +i.6 336 HILARY
52 LR 123 174 234 4y 343 1020
53 17 123 ing 139 Y 33 8
54 15 121 177 13a 418 3.57 ido.2
55 1H 123 178 17 413 340 2
56 S 125 179 337 410 3.30 YR
57 S 117 181 238 .4 3.21 u9.3
58 30 ils js 339 400 3.26 u7 i
59 +.4 P23 179 SR 411 335 U3 6
60 +.8 122 174 40 4.3 341 HUB
61 +7 1y 75 238 +2.2 3 54 1053
62 30 [ 76 240 4.3 335 W
63 3.0 P21 ir7 349 +1.2 3.3+ g2
64 3.4 [REY] 177 140 412 3.3 98.5
65 5.2 122 i78 239 WY 3.25 6.5
66 3.6 124 i7.8 238 0.9 310 920
67 35 t24 179 139 40 4 3.0 92.5
68 36 124 i7.9 37 W05 308 828
69 Se P24 177 337 4.6 3 424
70 3.4 132 i76 238 0.9 319 4950
71 3.3 P2 i76 238 41 3.4 RARS
72 3.4 i1y 17.5 239 414 3.25 RLE
73 5% 19 173 240 i 320 95t
74 395 124 i7T5 4.0 RIRY 318 947
75 34 (R t7e 24 41 323 959
76 3.4 IR t7.6 241 ot 323 959
77 3.2 tio 17,5 242 4.5 333 W
78 5.2 e 175 24 +1.5 333 99.0
79 3.2 ito 175 241 1.7 335 995
80 R tt 6 175 243 Ho 337 1001
81 3¢ (R 174 244 {19 344 102 4
82 +.7 P2 171 243 27 363 079
83 +.7 et 171 244 +2.7 364 HE B
84 +.7 o 170 244 129 366 8.9
85 +.6 L) 169 142 435 37 1y
86 46 TR 168 230 437 319 1128




164

Appendix

Table'A3
Value of the Services of Highways and Streets
Gross stock Gross stock  Imputed services
of federal of state & . of highways
Year highways local highways 5% (b + ¢)
a b c d
50 23 126.6 6.4
51 24 130.0 6.6
52 24 133.7 6.8
53 25 138.2 70
54 27 144.2 73
55 28 150.5 7.7
56 29 157.0 8.0
57 31 163.8 83
58 33 171.7 88
59 34 180.0 9.2
" 60 3.6 188.0 9.6
61 38 196.6 10.0
62 4.1 205.7 10.5
63 4.4 215.4 ilo0
64 4.6 225.1 I15
65 49 235.1 120
66 52 2455 125
67 56 255.7 13.1
68 59 266.3 13.6
69 6.1 2759 14.1
70 6.4 285.2 14.6
71 6.7 294.4 15.1
72 6.9 3027 15.5
73 72 3109 159
74 74 3177 16.3
75 76 27 16.5
76 78 327.1 16.7
77 8.1 3310 17.0
78 8.3 334.4 17.1
79 8.5 3373 17.3
80 8.6 340.4 17.5
81 89 343.1 17.6
82 9.1 .346.1 17.8
83 93 3496 179
84 9.5 352.6 18.1
-85 97 356.0 18.3
86 9.9 360.0 18.5
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Table A4
Public Expenditures on Health and Education Counted as Personal Consumption

Public Public
expenditures Public expenditures
Public on higher expenditures  on health and
expenditures cducation for Public on improving  education
on higher  consumption expenditures health  for consumption
Year education (h/2} on health d - 7.6)/2 (c + e}
a b S d e f
50 22 i1 7.6 0.0 L1
51 2.0 1.0 79 0.1 1.2
52 2.2 il 8.1 02 i4
53 22 L1 8.4 0.4 15
54 24 12 87 (.6 1.7
35 2.6 1.3 9.0 07 21
36 29 b4 93 1o 24
57 3.2 te 99 1.2 238
38 36 1.8 1601 1.3 31
39 41 21 0.4 1.4 35
ol +8 24 10.7 1R +0
ol 3.4 2.7 11.8 2.1 +8
62 LRy Jo 129 27 5.7
03 70 3.5 13.9 32 6.7
6 7.8 39 149 37 76
b3 48 +4 159 4.1 85
66 103 ! 200 6.2 114
o7 129 [SRUSE 232 78 138
63 12.4 6.2 . 262 93 15.5
[ 130 65 285 10.5 170
70 45 73 305 tts 18.7
7l 153 . 17 324 12.4 201
72 16.1 80 350 13.7 217
73 16.9 8.4 . 373 149 233
4 167 R3 415 17.0 253
75 N 88 419 17.2 26.0
76 i7.6 8.8 45.1 18.8 276
77 17.9 89 59 19.2 281
78 18.1 9.0 8.1 20.2 293
79 18.6 93 50.0 212 30.5
80 19.6 9.8 52.4 224 322
81 198 99 54.5 235 3134
82 19.0 95 54.5 23.5 330
83 19.3 9.6 54.7 23.6 332
84 19.1 9.6 55.7 241 336
85 195 97 578 251 349

86 19.4 9.7 58.0 25.2 349
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Table A5
Defensive Private Expenditures on Health and Education

Defensive

Defensive Defensive  expenditures

Private expenditures expenditures  on private

Private expenditures  on private Private on private health and

expenditures  on higher education  expenditures health education

Year on education  education b = (¢/2) on health (e — 22.1)2 d+1)
a b c d e f g

50 36 1.7 28 22.1 0.0 2.8
51 37 . 1.6 2.9 229 0.4 33
52 39 1.6 31 23.6 07 38
53 4.1 1.8 32 24.5 1.2 +.4
54 43 1.7 3.4 25.3 1.6 5.0
55 +.6 9 3.6 26.4 2.1 5.8
56 +8 2.0 38 28.0 3.0 6.8
57 5.1 2.1 BN 29.4 37 78
58 5.4 2.4 +.3 30.5 4.2 8.4
39 5.6 23 +5 315 +.7 9.2
60 6.0 2.4 +.8 326 5.2 10.0
61 63 2.7 +9 359 6.9 1.8
62 6.6 2.8 5.2 39.0 8.5 13.7
63 7.0 28 5.5 +2.0 10.0 15.5
o4 74 3.2 5.8 5.1 TS 17.3
65 8.1 39 . 6.1 +7.8 12.8 19.0
66 8.8 4.1 6.7 50.1 140 20.7
67 93 4.2 7.1 ~ 507 14.3 21.4
68 10,0 +.4 7.8 515 14.7 225
69 10.6 +.7 8.2 51.7 14.8 230
70 109 48 8.5 519 149 23.4
71 11.2 5.0 - 8.7 54.1 16.0 247
72 1.7 5.2 9.1 57.7 17.8 26.8
73 1.9 52 9.3 61.2 195 288
74 1.7 5.2 9.1 61.0 19.4 285
75 12.1 5.2 9.5 60.0 189 28.4
76 12.2 5.2 - 9.6 62.2 20.0 29.7
77 122 5.3 9.6 64.9 21.4 31.0
78 1.7 53 10.1 66.5 22.2 323
79 13.1 55 10.4 68.6 233 337
80 133 5.6 . 105 71.2 24.6 35.1
81 13.7 5.8 10.7 74.6 26.2 37.0
82 14.1. 5.7 11.2 . 759 26.9 38.1
83 14.8 5.8 11.9 77.7 27.8 397
84 15.4 6.0 12.4 80.5 29.2 41.6
85 16.4 6.2 13.4 81.1 . 295 428

86 17.4 6.3 142 82.1 . 30.0 4.2
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Table A6
Cost of Commuting
Cost of
User-operated  Purchased local  commuting
Year transportation  trapsportation {.21b + 3¢}
3 b ¢ d
30 342 6.1 9.0
51 324 5.6 85
52 323 5.4 8.4
53 371 5.1 ‘93
54 392 4.7 9.6
55 +5.7 +.4 109
56 433 +3 104
37 +3.8 +.2 10.5
38 +1.8 3 94
59 5.6 39 107
o 8.4 39 i3
ol 46.6 36 109
62 305 36 17
63 339 335 124
o4 56.2 34 128
65 63.2 33 143
66 66.5 33 149
67 67.5 3.2 15.2
68 747 33 16.7
o9 79.2 35 17.7
70 78.3 34 17.4
71 87.8 34 195
72 97.8 34 216
73 1153 34 231
74 1015 3.5 22.4
75 1018 35 22.4
76 - 1138 36 250
77 124.4 36 27.2
78 129.0 3.7 282
79 133.4 38 292
80 131.2 35 86
81 1336 32 29.0
82 127.8 30 277
83 1394 3.0 30.2
84 152.1 3.0 328
85 163.6 30 353

a6 1552 3.1 335
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Table A.7
Cost of Urbanization
‘Value of Value of Land as Urbanization
residential residential % of total Housing costs
Year land structures b/b + ¢)  expenditures (d X e)

a b c d e f
50 26.2 145.3 15.3% 38.1 58
51 29.5 163.8 15.3% 40.9 6.2
52 328 182.3 15.3% 434 6.6
53 349 194.1 15.3% 45.8 7.0
54 377 209.6 15.3% 47.9 73
55 41.6 231.0 15.3% 50.3 7.7
56 49.7 248.3 16.7% 52.8 88
57 523 261.3 16.7% 55.4 9.2
58 55.1 275.4 16.7% 57.9 9.7
59 58.3 2015 16.7% 61.0 10.2
60 67.2 305.7 18.0% 64.1 11.6
61 70.0 318.0 18.0% 67.1 12.1
62 728 331.0 18.0% 70.7 12.8
63 74.8 3399 18.0% 739 13.3
6+ 79.6 361.6 18.0% 774 14.0
65 83.3 378.8 18.0% 81.5 14.7
66 102.1 408.4 20.0% 85.3 17.1
67 107 .4 429.6 20.0% 89.1 17.8
68 120.1 480.3 20.0% 93.6 18.7
69 131.1 524.4 20.0% 98.2 19.6
70 138.0 551.9 20.0% 102.0 20.4
71 153.6 614.3 20.0% 106.4 213
72 171.9 687.4 20.0% 112.5 225
73 205.8 791.7 20.6% 118.1 24.4
74 2348 902.9 20.6% 124.2 256
75 254.4 978.6 20.6% 128.2 26.5
76 309.7 1106.1 21.9% 134.9 29.5
77 388.8 1296.1 23.1% 141.2 326
78 488:7 1527.1 24.2% 148.5 36.0
79 589.6 1734.0 25.4% 154.8 393
80 666.0 1902.9 25.9% 159.9 41.4
81 783.6 2062.1 27.5% 164.8 45.4
82 685.9 2017.5 25.4% 161.1 40.9
83 875.0 2187.5 28.6% 162.2 46.4
84 923.0 2307.5 28.6% 166.0 47.4
85 952.2 2380.5 28.6% 170.6 48.8
86 1087.6 2589.6 29.6% 174.0 51.5
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Table A8
Cost of Air Pollution

Sum of Index Cost of
NQO, + 30, of air air pollution
Year + particles pollution ¢ x 30

a b c d

50 54.1 84.0 25.2
St 54.1 #4 0 252
52 54.1 83.9 25.2
53 54.0 839 25.2
54 54.0 839 252
55 54.0 839 25.2
56 54.0 838 25.1
57 540 838 25.1
58 330 838 251
59 539 83.7 25.1
60 539 837 25.1
61 550. 8353 256
62 56 0 870 26.1
63 571 88.6 26.6
64 S8 1 90.2 271
65 39.2 918 27.6
66 602 935 280
67 6l 2 95.1 285
68 023 96.7 : 29.0
69 033 98.4 295
70 ot 4 100.0 300
71 62Q 96.3 - 289
72 . 62.1 . 96.4 289
73 628 975 293
74 58.8 913 ) 27.4
75 55.2 85.7 25.7
76 56.2 87.3 26.2
77 56.4 87.6 263
78 . 54.7 849 25.5
79 54.6 84.8 - 25.4
80 521 80.9 243
81 50.7 78.7 23.6
82 8.0 74.5 224
83 46 4 - 720 216
84 48.1 74.7 224
85 48.0 745 224

86 80 745 224
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Loss of Agricultural Land
(Erosion, Compaction, Urbanization)

Appendix

Erosion Compaction Agricultural Total loss of
productivity productivity land lost by  agricultural land
Year loss loss urbanization (b+c+d)
a b c d e
50 5.6 0.7 1.0 7.2
51 6.1 07 1.0 78
52 6.7 0.7 1.0 8.4
53 73 0.7 1.0 9.0
54 7.9 0.8 1.0 9.6
55 8.5 0.8 1.0 10.2
56 9.0 08 1.0 109
57 9.7 0.8 1.0 115
58 103 0.9 1.0 12.1
59 109 09 1.0 128
60 115 0.9 1.0 13.4
61 12.1 09 1o 14.1
62 12.8 Lo 1.0 14.7
63 13.4 1.0 1.0 15.4
64 14.0 1.0 1.0 16.1
65 14.7 1.1 1.0 16.7
66 15.4 1.1 1.0 17.4
67 16.0 1.1 1.0 18.1
68 16.7 1.2 1.0 18.8
69 17.4 1.2 1.0 19.6
70 18.1 1.2 1.0 203
71 18.7 13 1.0 210
72 19.4 13 1.0 218
73 20.1 13 1.0 225
74 20.8 1.4 1.0 23.2
75 215 1.4 1.0 240
76 222 15 1.0 24.7
77 229 15 1.0 255
78 236 1.6 1.0 26.2
79 243 1.6 1.0 27.0
80 25.0 1.7 1.0 27.7
81 25.7 1.7 1.0 285
82 26.4 18 1.0 202
83 27.1 18 1.0 300
84 278 19 1.0 30.7
85 28.5 1.9 1.0 315
- 86 292 20 1.0 322
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Table A.10
Encrgy Consumpuion as a Measure of Long-Term Environmental Damage

Bartel Barrel
cyuiva- cquiva-
Total lents of Total tents of
Ccnergy cneegy Cumula- cnergy cnergy Cumula-
vonsump-  consumed  tive $.30 consump-  consumed tive $.50
von, qua-  ih/58) tax per tion. qua- (175.8) tax per
drillions  (Inflons hareel drillions {billions harrel
Year of BTUs ol barrels)  (billions $) Year of BTUs  of barrels)  (billions $)
a b ¢ d e f g h
1900 7.3 ) g.6 1944 30.4 5.2 68.1
190t 8.0 P4 13 1945 30.1 3.2 70.7
1902 3.4 1) 20 1946 9.0 59 732
1903 ' 44 [ 29 1947 314 3.4 59
1904 98 vy 3.7 1948 325 3.6 787
1905 (R iy +7 1940 30.0 3.2 81.3
1906 115 24 57 1950 3.7 3.5 840
1907 i34 23 o8 1951 341 3.9 869
1908 118 XY 79 1952 338 38 83y
1909 13.0 22 B 1953 349 6.0 929
1910 i43 X3 12 1954 339 3.8 43.8
1911 IEXY] 24 tt4 1935 374 6.4 9.0
1912 13.1 o 12.7 1956 38.9 6.7 102.4
1913 te} 28 P41 1957 3189 67 105.7
1914 149 leo 154 1938 38.8 6.7 tos.t
1915 15.4 2T to 7 1959 40.5 7.0 1125
i9te6 17 1 29 82 1960 421 7.3 t16.2
1917 i8.8 32 198 1561 46.2 8.0 120.2
i9i8 19.7 3.4 245 1962 4.7 7.7 124.0
1919 168 29 229 1963 6.3 8.0 128.0
1920 9.0 33 246 1964 48.6 8.4 132.2
1921 i3.8 27 259 1965 50.6 87 - 136.6
1922 i6.5 29 7.4 1966 33.6 9.2 1412
1923 210 36 292 1967 55.3 9.5 146.0
1924 9.8 3.4 30 1968 58.7 10.1 151.0
1925 202 35 32.6 1969 61.5 10.6 156.3
1926 217 37 345 CH 63.7 .o 161.8
1927 240 BX 1 36.3 1971 650 1.2 167.4
1928 215 37 38.2 1572 68.4 118 173.3
. 1929 229 4.0 0.1 1973 713 123 179.5
1830 215 37 2.0 1974 69.1 it9 185.4
1931 8.1 3 43.6 1975 67.2 16 191.2
1932 157 2.7 +4.9 1976 712 123 197.4
1933 16.2 28 6.3 1977 737 o127 2037
1934 17.2 30 7.8 1678 749 129 210.2
1935 i8.3 32 54 1979 75.7 131 216.7
1936 206 36 511 1980 728 126 223.0
1937 219 38 530 1981 708 C 122 2291
1938 19.0 33 347 1982 Y 1.6 2349
1939 208 36 36.4 1983 66.5 115 240.6
1940 23.0 4.0 58.4 1984 701 121 246.6
1941 25.7 +.4 80.6 1985 70.4 121 2527

1942 267 +.6 [P 1986 - 70.2 12.1 258.7
1943 291 5.0 63.5 .
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Table A.11
Net Capital Growth
Rolling Change in  Capital
) Rolling average of rolling require- Net
% change  average % Netstock  net stock average of ment for  capiy
Labor in labor  changein  of fixed of fixed  capital stock  labor growt
Year- force force labor force  capital capital F-fy dxf., (g-4
a b ¢ d e I g h i
45 53060 1170
46 56720 6.90% 1183
+7 59350 4.64% 1196
8 60621 2.14% 1203
49 61286 1.10% 3.69% 1220 1194.4
50 62208 1.50% 3.26% 1233 1207.0 12.6 38.9 =263
51 02017 —0.31% 1.81% 1291 1228.6 21.6 219 =03
32 02138 0.20% 0.93% 1350 1259.4 308 1.4 19.4
53 63015 1.41% 0.78% 1412 1301.2 418 9.8 320
54 63643 1.00% 0.76% 1480 1353.2 520 99 421
55 65023 2.17% 0.89% 1545 1415.6 62.4 12.1 503
560 06552 2.35% 1.42% 1596 1476.6 61.0 20.2 40.8
57 66929 0.57% 1.50% 1648 1536.2 59.6 221 375
58 67639 1.06% 1.43% 1703 1594.4 58.2 219 . 363
59 08369 1.08% 1.45% 1758 1650.0 55.6 23.0 326
60 069628 1.84% 1.38% 1816 1704.2 54.2 28 314
ol 70459 1.19% 1.15% 1888 1762.6 58.4 19.6 38.8
62 70614 0.22% 1.08% 1962 1825.4 - 62.8 19.0 438
63 71833 1.73% 1.21% 2041 1893.0 67.6 22.1 45.5
o4 73091 1.75% 1.35% 2121 1965.6 72.6 25.5 471
65 74455 1.87% 1.35% 2203 2043.0 77.4 26.6 50.8
66 75770 1.77% 1.47% 2297 21248 81.8 299 519
67 77347 2.08% 1.84% 2394 22112 86.4 39.1 473
68 78737 1.80% 1.85% 2495 2302.0 90.8 41.0 498
69 80734 2.54% 2.01% 2603 2398.4 96.4 46.3 50.1
70 82771 2.52% 2.14% 2715 2500.8 102.4 51.3 511
71 84382 1.95% 2.18% 2809 2603.2 102.4 54.4 48.0
72 87034 3.14% 2.39% 2906 2705.6 102.4 62.2 . 402
73 89429 2.75% 2.58% 3007 2808.0 102.4 69.8 - 326
74 91949 2.82% 2.64% 3111 2909.6 101.6 74.0 276
75 93775 1.99% 2.53% 3220 30106 101.0 736 274
76 96158 2.54% 2.65% 3319 31126 102.0 79.7 23
77 99009 2.96% 2.61% 3421 3215.6 103.0 813 217
78 102251 3.27% 2.72% 3526 3319.4 103.8 87.4 16.4
79 104962 2.65% 2.68% 3634 3424.0 104.6 89.1 155
80 106940 1.88% 2.66% 3718 35236 99.6 91.2 8.4
81 108670 1.62% 2.48% . 3799 3619.6 96.0 87.3 8.7
82 110204 1.41% 2.17% 3855 3706.4 86.8 785 83
83 110550 0.31% 1.58% 3941 3789.4 83.0 58.4 24.6
S4 113544 271% 1.59% 4071 3876.8 87.4 60.1 213
85 115461 1.69% 1.55% 4205 39742 97.4 60.0 374
86 117834 2.06% 1.64% 4344 4083.2 109.0 65.0 “0
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Conclusion

To’the extent that the Index ot Sustainable Economic Wellare measures the
true health of our economy over the past thirty-six years, the results are
rather discouraging. Per capita ISEW is only about 20% higher now than it
was a1 the beginning ot the ﬁeriod—'approkiumcly $3,403 per person in
1986 compared to $2.831 in 1951. {See the note 1o table A.12 about the

- choice of 1951 us the base year.) According to table A.12. the average an-
nual increase from 1931 .to 1986 was 0.53% per year.

The overall increase in ISEW masks 2 more important pattern of changes
decade by decade. From 1951 to 1960, per capita ISEW increased by an
average of (.84% per year. From 1960 to 1970, however, it increased by
about 2.01% per year, about one-half 1 gercentage point slower than per
capita GNP (which grew ata cate of 2.64% per vear that decade). The pe-
rivd trom. 1970 10 1980 marked a very slight decline of per capita ISEW by
0.14% per year. The decline during the 1980s has thus far been 1.26% per
-vear. Thus an overall increase during the period from 1951 to 1986 masks
the leveling off of per capita ISEW during the 1970s and the decline of
the 1980s. : B S

Even when we exclude resource depletion and long-term environmental
damage (columns T and U from table A1) from the calculation of per cap-
ita ISEW. the results still show a similar pattern of improvements in the
- 1960s. hittle growth in the 1970s. und decline in the 19805, This can be seen
in table A.12 in the column labeled PC-ISEW *. Thus the general pattern of
changes in economic welfare is not simply a function of the assumptions we
have made about these relatively controversial issues.

- Table A.12 _
Annuai Per Capita Growth of ISEW and GNP

Years PC-GNP  PC-ISEW  PC.ISEW* Years PC-GNP PC-ISEW PC-ISEW* -
50-60 151% 2.06% 9% S1-60 - 087% 0.84% 3.92%
S1-60 4.97% 0.84% 9% - 60-70 - 264% 201% . 197%
50-65 2.08% 2.14% 1 99% 70-80 204% 0.14% 0.66%
51-65 177% 1.36% I 36% - J0-86 184% . 126% -0.84%

-30-77 2.14% 1A4% i55%
51-77 {97% 1.99% [T
50-86 - 202% 3.87% Pil%
S51-86 {.90% 0.53% U.84%

Notss

=PC-ISEW * means PC-ISEW excluding column V (resource depletion) and column W {long-term envi-

. ronmental damage} of table A.1. :

~We have given 1950 and 1951 as alternative base vears for calculations of annual changes because the
change in per capita ISEW berween those years was greater than at any other time during the period
from 1950 to 1985. (Sée table A 1. column AA ) Because of this anomaly. we consider 1951 1o be the
appropriate year from which to make comparisons.
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"We emphasize the variation in the decades and especially the rise
during the 1960s in order to point out that we have not simply chosen
components for the ISEW that create a pessimistic outlook. Even in the
face of declining resources and growing environmental threats, ISEW
_ was able to grow faster than GNP during at least one segment of the

period of our study. -
A major factor in the dramatic increase in per capita ISEW during the
11960s (and decline during later periods) was the change in income distri-
bution. For example, whereas personal consumption increased by about

* 37.5% from 1961 to 1968, weighting personal consumption by changes in
" income distribution led to an increase of more than 57%. (This weighting
" factor—along with the jump in net capital growth from negative to posi- -
*:.-.tive—is also largely responsible for the anomalous increase in ISEW from

*.-1950 to 1951.) By contrast, in the 1980s the growing gap in income in-
. equality had a tremendous effect on’ the decline in economic welfare as

" rheasured by the ISEW. The almost 13% deepening of inequality caused
"+ weighted personal consumption to grow by only-about 10%, while mea-
sured personal consumption grew by 24%. :

Changes in net capital growth-also had a strong influence on the shifts in
~ ISEW. From the mid-1950s to the early 1970s, net capital growth advanced

steadily. It has risen only slowly since then, except from 1983 to 1986.
However, part of the apparent improvement in investments during that
latter period was offset by the decline in the net international position from
1983 to 1986. The growth of net capital investment in recent years seems
- therefore to be largely based on borrowing capital from abroad and there-
fore not sustainable. ) _ ' ‘ :

Efforts to control air pollution and to reduce accidents have paid off by
improving economic welfare during the 1970s and 1980s. The cost of air
pollution peaked in 1970 and the economic damages caused by car acci-
dents peaked in 1978. Improvements in both areas since those dates have
had the effect of countering the generally downward trend in ISEW. They
offer evidence that the choice of policies by the government can indeed
have a positive effect on economic welfare even if they do not increase
physical output. ' ’ ‘

In order to comipare the ISEW with the MEW by Nordhaus and Tobin as
well-as the EAW by Zolotas, we have calculated the annual growth of per -
capita ISEW from 1951 to 1965 and from 1951 to 1977. (We used 1951
rather than 1950 because the latter was so radically different from the re-
" sults for the rest of that decade.) From 1951 to 1965, per capita ISEW in-
creased by 1.36% per year, while per capita MEW grew at a rate of 0.40%
per year from 1947 to 1965. Similarly, from 1951 to 1977 per capita [SEW
grew at 0.99% per year while per capita EAW showed an increase of only
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0.63% trom 1950 to 1977. Thus ISEW suggests more improvement than
either EAW or MEW during these comparable periods.

Despite the year-to-year variations in ISEW, it indicates a long-term
trend {rom the late 1970s to the present that is indeed bleak. Economic wel-
fare has been deteriorating for a decade, largely as a result of growing in-
come inequality, the exhaustion of resources, and the failure to invest ade-
quately to sustain the economy in the furure. Although these three factors
might be addressed through separate policy initiatives, they are in fact inter-
twined. The most fundamental problem in terms of sustainable economic
welfare is the decline in the quality of energy resources as measured by the
ratio of energy output to energy input. As a result of this entropic process,
the discovery and extraction of oil will soon take more energy than is made
available, thereby bringing to a close the era of cheap energy. This also
means that the production of capital equipment will become increasingly
expensive because capital is largely embodied energy. Thus efforts to re-
verse the trend toward decreasing net investment will be made more diffi-
cult. Finally, reductions in the amount of energy and capital available per
worker will lead to a long-term decline in worker productivity, though im-
proved management may be able to counter that trend for short periods. As
increasing competition lowers the returns to labor, and as returns to scarce.
capital increase, the income gap is likely to worsen if actions are not taken
to improve equality. :

The purpose of an index that strives to measure economic well-being is
not simply to show us how we are presently faring or are likely to fare. It
should also reveal the kinds of policies that would enable a nation to im-
prove its welfare. As we have seen, reductions in car accidents and in air ~ .
pollution have made small but important contributions to raising the level
of economic welfare. During the 1960s, the Great Society programs of
President Johnson seem to have improved economic welfare by reducing’
income inequality. Economic welfare can thus be improved by enacting ap
propriate policies.

Clearly the important question then becomes whether our nation is-
going to continue in its efforts to increase total output or whether we are
going to redirect our focus toward the enhancement of sustainable eco-
nomic welfare. Are the policies of our government going to be guided by
GNP or by ISEW or some other measure of sustainable welfare?
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MAKING THE ENVIRONMENT COUNT:
HOW WE APPRECIATE WHAT WE DEPRECIATE

WEDNESDAY, OCTOBER 9, 1991

CONGRESS OF THE UNITED STATES,
~ Jomt EcoNomic COMMITTEE,
Washington, DC.

The Committee met, pursuant to notice, at 1:05 p.m., in room SD-562,
Dirksen Senate Office Building, Honorable Albert Gore, Jr. (member of
the Committee) presiding, C

Present: Senators Gore and Sarbanes.

Also present: Marc Chupka, professional staff member.

OPENING STATEMENT OF SENATOR GORE,
MEMBER :

SENATOR GORE. The hearing will come to order. I understand that some
of my colleagues on the Committee may be joining us later. But, as many
of you know, the-business on the floor is suspended until next Tuesday.
So, we may have a light tumout up here on the dias today.

This is the second in a set of hearings entitled "Making The Environ-
ment Count.” In our first hearing, the Committee heard testimony about
the magnitude of the environmental risks threatening the Earth. Michael
Deland, Chairman of the President’s Council on Environmental Quality,
said, and I quote: _

The risks posed to the global environment are at a far greater level now

than heretofore in history,

These environmental threats are usually expressed in scientific rather
than in economic terms. In fact, when many people think about the
economy and the environment, they think about very namow tradeoffs.
For example, that environmental protection must exact a toll on economic .
performance, or that pollution controls on factories, power plants, and
motor vehicles add to the measured cost of the goods and services pro-
duced in the economy.

. But such views ignore the critical role and the real value of environ-
mental quality in economic growth and strength. Investments in pollution
controls can substantially reduce other production costs that aren’t typical-
ly measured—the cost of respiratory diseases and other human health im-
pacts, for example. The costs of lowered agriculwral yields, reduced

a7
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. visibility, polluted rivers, contaminated groundwater, and the list goes on.
It’s often hard to measure these costs in money terms because they enter
the marketplace indirectly, if they enter it at all. But in order to see the

_ true relationship between the economy and the environment and to make
reasoned economic decisions and measure the real life costs of our ac-
tions, we have to make the environment count. When we do, we recog-

tize that economic prosperity is not only consistent with environmental
protection, but that economic prosperity depends upon a clean and healthy -
environment. :
Today’s hearing will focus on ways that the United States and other
nations can make the environment count, literally, by accounting for the

_environment. The conventional measures of aggregate economic activity—

-such as gross national product, disposable income, and corporate profits—
shape our perceptions of economic welfare in profound ways. Indeed,
when national economic indicators are published, the newspapers and air
waves are crowded with pundits offering their views on the underlying -
causes and important implications of the recent trends. ,

Yet, these economic indicators do niot incorporate even the most basic

* changes to our natural environment. They don’t reflect depletion of

natural resources, such as oil, gas, timber, or fish. They are not adjusted

to account for environmental damages. Ecological catastrophes can actual-
ly appear to be economic windfalls, while the most prudent environmental
investments can actually appear to- be worthless. The analysis used to

-calculate many key economic indicators—the national income and product

accounts—remains essentially detached from environmental reality.

' Honest accounting can help a business manage its affairs and assess its

long-run viability. The national income and product accounts were de- -

signed to help governments understand the processes that create current
income and future wealth. Without considering natural resource and
environmental impacts, however, indicators like the gross national product
provide a distorted and potentially dangerous measure of economic

progress. - ‘ ,

The United States should, in my opinion, revise the national income
and product.accounts to correct these obvious deficiencies. Yet, while
many share this concem, there is a lot of disagreement about how to
proceed. The witnesses scheduled today -are likely to offer three rather
distinct views of the relevant opportunities and constraints. But the pur-
pose of this hearing is not to intensify controversy or to judge which
approach is best. Honest debate-will continue over the quality of environ-
mental data, the most useful conceptual frameworks, and the -appropriate
roles of govemment and other institutions. However, where consensus
points towards practical steps, we should not -allow these continuing
debates to halt progress now. - .

We're fortunate to have several excellent witnesses today-to address
 these issues. Our first witness will be Dr. Mark Plant, who is the Deputy
Undersecretary for Economic Affairs at the Department of Commerce. He
is accompanied by Dr. Carol Carson, Deputy Director of the Bureau of
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Economic Analysis. Dr. Plant will 'describe current activities at-BEA that
will create a set of more realistic economic indicators.

Our second panel will address natural resource and environmental
accounting programs in other countries and how they might influence our
own accounting system, as well as our intemational economic develop-
ment policies. The first witness on that second panel will be Dr. Henry
Peskin, who has been constructing environmental accounts for nearly 20
years. He will provide an overview of the function and goals of environ-
mental accounting systems. Our second witness on the panel will be Dr.
Robert Repetto of the World Resources Institute. Dr. Repetto has been
perhaps the foremost advocate of changing national accounting systems
in developing nations to reflect natural resource depletion. He has recently
finished a case study entitled "Accounts Overdue: Natural Resources
Depreciation in Costa Rica." : ' :

-, We look forward to hearing about that. I look forward to hearing all
of the testimony here today. o

But, as noted, we’re going to begin with you, Dr. Plant. Welcome.

Dr. Carson, welcome. We look forward to your testimony.

Without objection, your whole prepared statement will be included in
the record. And, please proceed as you see fit.

- STATEMENT OF MARK PLANT,

- ECONOMICS AND STATISTICS ADMINISTRATION,
U.S. DEPARTMENT OF COMMERCE; ACCOMPANIED BY
CAROL CARSON, DEPUTY DIRECTOR,
BUREAU OF ECONOMIC ANALYSIS

DR PLANT. Thank you, Mr. Chairman. And thank you for the opportu-
nity to be here today to discuss Natural Resource Accounting with you. .

_As you noted, Dr. Carol Carson, the Deputy Director of BEA, is

accompanying me today. BEA is the agency responsible for kecping the -
nation’s income and product accounts. ' S
Dr. Carson is also participating in the intemational efforts to revise the. -

U.N. System of National Accounts, and has beeri given management - '
responsibility by the intemational organizations for ensuring that the 1993 - -

SNA revision is, in fact, completed.

As a Nation, we are, indeed, fortunate to have Dr. Carson working at .

BEA. 3

SENATOR GORE. May I interrupt you to second that comment, and to-
publicly thank Dr. Carson for, among other things, taking the time to
participate in a lengthy roundtable discussion that I had last year, which .
Dr. Peskin, Dr. Repetto, Herman Daly, and a number of others attended.
Dr. Carson made a real contribution on that occasion, as she routinely
does. And I wanted to second that. ’ ‘

Please proceed, Dr. Plant.

Dr. PLANT. Thank you. 4 ‘ ' ,

The Commerce Department is committed to playing an active role in -
the continuing development of natural resource accounting as a tool for
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~ aiding or understandmg the interaction between the environment and
economy in both the world and, more particularly, in the United States.

The Department has many roles to play through its various agencies

- in these efforts. But I'd like to concentrate on the statistical responsibili-

“ties vested in the Economics and Statistics Administration, particularly

BEA.
. . .In prospect of the Bush Admlmsuauon s Economic Statistics Initiative,
BEA began to lay the groundwork for modemizing and extending the

. . Nation’s economic accounts to the so-called System of National Accounts.

: This fundamental change in our accounting framework will provide the
necessary structure in which a coherent natural resource accounting can
be done, which-is consistent with the aggregate national accounts. -

- . 'The first efforts in extending the National Accounts to include natural
. -resource accounting have already begun at BEA.

- The.staff has begun to lay the groundwork by reviewing the literature,
by participating in conferences and workshops, by arranging expert
speakers for the staff seminars, and by preparing issue papers.

During the 1980s, it’s fair to say that the world passed us by intellec-

* .tually in the natural resource accounting area, and we have some home-

-2 .work to get done. This is not a reflection on the highly skilled profes-

sionals at BEA but, instead, a result of the interaction the agency faced
between a quickly changing economy and a very tight budget.

The Administration’s 1992 budget requested funding for a full-blown
* natural resource accounting project. The project described in the budget
is to prepare a set of satellite accounts that would. anticipate the move-
ment of the entire national accounting system to the SNA.

It would provide the basis for national measures of income and product
that reflect changes in the stock of natural resources.

. Before 1 describe this Natural' Resource Accoummg Project in more
_.detaxl I'd like to mention another project-included in our 1992 budget,
because it, 100, expresses the Department’s recogmtxon of the 1mportance

~  of economic measures of environmental activities.

It’s a project to stop the deterioration in the quality of BEA's estimates
- of spending on pollution abatement and control. The qualities of these
estimates that BEA pioneered in the 1970s has eroded over the last

"+ decade.

: The fiscal year 1992 project emphasizes improved indirect estimates
for nonmanufactunng, such as hospitals, sanitation services, dry cleaning

" services, and federal facilities.

~ Late last week, we received word about the conference repon on our

‘budget and these projects. They were part of a package to modemize and

extend the National Accounts.

Congress allowed about 30 percent of the amount requested for that-
package A proportionate share of the increase would glve each of these
two projects just under $100,000, disappointingly little given our interest
in playmg an active role in the continuing development of natural re-
source accounting. _
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We’re still assessing how this-limited amount, in fact, if enacted by
Congress, would affect our efforts. " I

SENATOR GoORE. Let me interject again. As you may know, I was very
active in getting what was included there and will continue to work with
you. And I hope that one of many outcomes from this set of hearings will
be to elevate the importance of this set of initiatives to the point where
we can get adequate funding for it. o

'So, please forgive me for interrupting you. o ‘

- Dr'PLANT: We're very ‘appreciative of your efforts, Mr. Chairman.

- Let me tum to a detailed explanation of our approach to natural
resource accounting. This approach has three elements,

First, for selected natural resources taken as case studies, BEA would
develop an accounting framework in which to record the stocks of natural

- resources and the depletion and additions to those stocks.

- Second, in developing this' framework and implementing it, BEA
would confront the general conceptual issues that, when resolved, would
pave the way for the framework to bé applied to other natural resources,

Third, in order to be incorporated into the national economic accounts,
natural resources must be valued in'monetary measures: Valuation issues
confront any effort to move beyond physical quantity systems. For ac-
counts- that are to be extensions of the national ‘economic accounts,
valuation approaches used will need to be consistent with other parts of
the accounts. < . N '

Hbviewmatnammlrésoumshmﬂd_bcneatedascapitalisgginmg ’
acceptance. For natural resources, such as minerals, oil, natural gas, and
forests, the issues are' about how changes in the quantity and value of the
capital are to be recorded in‘the accounting framework. - o K

I'd like to mention three issues that are most important, framing them
asquestions. - T - , T _

First, should the using up or depletion of natural resources as capital
assets be fashioned after the treatment -given- working capital—that is,
inventories—or the treatment given fixed capital? -

*A treatment fashioned after inventories would affect both the gross
measures of national product—either GNP or GDP—and the net mea-
sures. A treatment fashioned after fixed capital would affect only the net
measures. ' : X : : -

A second question is how should the depletion be measured? Phrased
more specifically, for some nonrenewable resources, this question is:
Given the revenue that’s generated from an extracted resource, how can
you separate the income component from the capital depletion compo-
nent? :

The third important question is: Should discoveries or other increases
in stocks of natural resources be recorded? And, again, if so, how? The
quest for symmetry of treatment for depletion and discovery often yields
very erratic time series, especially over the short term and anomalous
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results. The choice between symmetry and-erratic time series is not an
easy one for economic accountants.

These conceptual issues and others have occupxed some powerful

" minds, including those of Drs. Peskin and Repetto. From what we at ESA
see of the literature and from our participation in international conferen-
ces, webehevethatconsensusdoesnotyetemstonatleastﬂleseﬂu'ee
important issues.

That’s why the detailed case studies for pamcular resources are so
1mponant. ‘They allow us to resolve basic conceptual questions before we
move into any economy-wide accounnng of natural resources.

The second element in our plan is for BEA to develop the framework
for recording natural resources as satellite accounts. Let me first explain
what the words "satellite accounts” mean to us, and then explain exactly
why we take this approach.

Satellite account is an unfommatc appellauon, but it seems to have
caught on. The word perhaps suggests something that’s tangential to the
central accounts. This isn’t at all the case.

Satellite accounts will become increasingly an integral part of the
accounts as they are developed and refined. But the use of a satellite
account approach serves several purposes.

First, they recognize the need for flexibility. That is, they recognize
that there is no one single picture of the economy that can serve all
purposes. Everything cannot be in focus at once.

Second, they provide a framework for arraying more comprehensive
data for a specific field, or an analytic concern than can be shown in the
main accounts without imposing undue burden on the main accounts.

Finally, they provide a stage on which to perform developmental work,
as we preserve the validity and consistency of the traditional accounts.

By developing natural resource accounting in a satellite account, BEA
will be able to move beyond the status quo, but do so without disturbing
the GNP or GDP while progress is made.

Over time, progress may mean some combination of both the wider
consensus on issues and wider acceptance of several measures. In fact, we
feel that BEA will be able to move faster in making natural resource
accounts available as satellite accounts than it could if it set out to modify
the main accounts at the outset. ,

I mentioned earlier that BEA would undertake natural resource ac-
counting when modemizing its National Accounts to the SNA system.
This is the third element of our approach.

BEA’s accounts are now undergoing the first major redesign since the
1950s. The redesign, which will be along the lines of the U.N. SNA, will
feature an integrated set of current and capital accounts sector-by-sector.'
A fully developed capital account, including balance sheets, is of the
essence for natural resource accounting. Thus, the conceptual and statisti-
cal work on capital accounts and the more specialized work on natural
resourceaocountsmllbemuwallysuppomng as will be the results that '
came out of that work.
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For example, to make reasoned policy choices involving tradeoffs
among kinds of capital, one would want a view of the total capital stock,
at least natural and man-made capital, consistently covered and appropri-
ately valued. - : _

In summary, BEA's proposed natural resource accounting project
mﬂectsthestatcofmeart,matsomeissweshaveyettoberesolved
within the framework of a consistently integrated set of accounts, and that
BEA's work on natural resource accounts should take best advantage of
new developments in economic accounting and BEA’s ongoing modem-
ization of its accounts.

The high priority that the Commerce Department assigns to natural
resource accounting is indicated by its place in the FY 1992 budget for
BEA, a budget that, in addition to the modemization of its accounts,
focuses on items that are musts for many of BEA's accounts,

Mr. Chaimman, this completes my statement. Dr. Carson and I will be
happy to answer any questions. : '

[The prepared statement Dr. Plant follows:] -
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PREPARED STATEMENT OF MARK PLANT

Mr. Chairman, thank you for the opportunity to be here today to discuss natural
resource accounting with you. Accompanying me today is Dr. Carol Carson,
Deputy Director of the Bureau of Economic Analysis (BEA), the agency responsible
for keeping the nation’s income and product accounts. Dr. Carson is also partici-
pating in the international efforts to revise the United Nations System of National
Accounts (SNA) and has been given management responsibility by the international
organizations for ensuring that the 1993 SNA revision is completed. As a nation,
we are indeed fortunate to have

Dr. Carson working at BEA. She is an immensely talented and dedicated profes-
sional who is helping to lead BEA and the rest of the world's economic accounting
agencies into the twenty-first century. ' .

Mr. Chairman, the Commerce Department is committed to playing an active role in
~ the continuing development of natural resource accounting as a tool for aiding our
understanding of the interaction between the environment and the economy in both
the world and more particularly in the United States. The Department has many
roles to play through its various agencies in these efforts, but | would like to
concentrate on the statistical responsibilities vested in the Economics and Statistics
Administration (ESA), particularly BEA.

| would like to share with you ESA's plans for natural resource accounting. The
lead in this work would go to the Bureau of Economic Analysis (BEA). However,
the Census Bureau, would provide important support.

In prospect of the Administration’s Economic Statistics Inftiatives, BEA began to lay
the groundwork for modernizing and extending the Nation’s economic accounts.
As | will explain more fully later, this effort is centered around a fundamental
change in our economic accounts from the current system to the so-called System
of National Accounts or SNA. This new system will provide the necessary structure
in which a coherent natural resource accounting can be done that is consistent with
the aggregate national accounts.

The first efforts-in extending the national accounts to include natural resource
accounting have begun already at BEA. The staff at BEA has begun to lay the
groundwork for our future efforts — by reviewing the literature, by participating in
conferences and workshops, by arranging expert speakers for staff seminars, and
by preparing issues papers. It is fair to say that during the 1980’s the world passed
us by intellectually in the natural resource accounting area and we have some
homework to get done. This is not a reflection on the highly-skilled professionals
at BEA, but instead a result of the interaction the agency faced between a quickly
changing economy and a very tight budget. '

The Administration’s 1992 budget requested funding for a full-blown natural re-
source acocounting project. The project described in the budget is to prepare a set
of satellite accounts which would anticipate the movement of the entire national
accounting system to the SNA. The work would be undertaken by drawing upon,
and perhaps contributing to, the work being done by international organizations,
such as the United Nations and the World Bank, as well as work being done by
other countries and by private groups in the United States. It would provide the
basis for national measures of income and product that reflect changes in the stock
of natural resources. ,
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Before | describe this project in more detall, | should mention another project
included in the budget because it too expresses the Department's recognition of the
importance of economic measures of environmental activities.

It is a project to stop the deterioration in the quality of BEA's estimates of spending
on poliution abatement and control. The quality of these estimates, which BEA
pioneered in the 1970's, has eroded over the last decade. The erosion had
occurred both because of the reduced availability of survey-based source data on
poliution abatement spending and because BEA lacked resources to exploit fully
the possilities of using indirect methods of estimation. The fiscal year 1992
project emphasizes improved indirect estimates for nonmanufacturing, such as
hospitals, sanitation services, dry cleaning setvices, and federal facilties. BEA
would assemble an inventory of possible source data and use them in developing
new and improved indirect estimates. ‘

Late last week we received word about the Congressional action on these projects.
They were part of a package to modemize and extend the national accounts.
Congress allowed about 30 percent of the amount requested for the package. A
proportionate share of the increase would give each project just under $100,000--
disappointingly little given our interest in playing an active role In the continuing
development of natural resource accounting. We are still assessing how this limited
amount, if enacted by Congress, woiild affect our efforts. '

Let me turn now to a detailed explanation of our approach to natural resource
accounting which necessarily reflects ESA's views of the state of the art in that fiaki
and of the appropriate role for BEA, the official keeper of the Nation's economic
accounts. The approach has three elements.

First, for selected natural resources taken as case studies, BEA would develop an
accounting framework within which to record the stocks of natural resources and
the depletion and the additions to those stocks. In developing this framework and
implementing it, BEA would confront the general conceptual issues—those that,
when resoived, would pave the way for the framework to be appliad to other natural
rasources. ‘ _

In order to be incorporated into the national economic accounts natural resources
must be valued in- monetary measures. Valuation issues confront any effort to
move beyond physical quantity systems. For accounts that are to be extensions
of the national economic accounts, valuation approaches used will need to be
consistant with other parts of the accounts. ' ' '

The view that natural resources should be treated as caphtal is gaining acceptance.
For natural resources such as minerals, oil, natural gas, and forests, the issues are
about how changes in the quantity and value of the capital are to be recorded in
the accounting framework. I'll mention three of these issues that are most impor-
tant, framing them as questions.

©  The first question is: Shoukd the using up of natural resources as capital
assets be fashioned after the treatment given working capital-that is,
inventories—or the treatment given fixed capital? Basically, the question
comes down to whether the using up of resources should affect bath the
gross and net measures of product or only the net measures. A treat-
ment fashioned after inventories would affect both the gross measures—
-either gross national product (GNP) or gross domestic product (GDP)--and



186

the net measures. A treatment fashioned after fixed capital would affect
only the net measures. ,

o  The second question is: How should the depletion, be measured?

: Phrased more specifically for a nonrenewable resource, this question is:
How, relative to the revenue from the sale of an extracted resource, can
capital depletion be identified?

- -Someputa price on the change in the physical unit of the resourcss,
where the price is the average unit value (net of extraction costs).
This whole amount is the capital depletlon element, and acoordlngly

~ the income slement of the revenue is zero.

- Others, noting that owners of an asset are at an advantage such that
_an income element of zero is not appropriate, calculate an income
element based on the rate of use and a discount rate, subtract the
income element from revenue, and show the capital element (user
cost) as the residual. .

~ 0. The third important question is: should discoveries or other increases in
stocks of natural resources be recorded, and if so, how? The quest for
symmetry of treatment for depletion and dlscovery often yields erratictime
series and anomalous results.

These conoeptual issues have occupied some powaerful minds, including those of
Drs. Peskin and Repetto. From what we at ESA see of the literature and from our
participation in international conferences, we believe that consensus does not yet
exist on at least these three important issues. Resolving these issues will be a
major analytical and statistical challenge even for a small national economy, much.
less one as large and complex as the United States. That is why the detailed
case studies for pamcular resources are so important. They will allow us to resolve
basic conceptual questions before we move into any economy-wide accounting of
natural resources.

The second element in our plan is for BEA to develop the framework for recording
natural resources as a satellite account. Let me first explain what the words
"sateliite accounts” mean to us and then explain why we would take this approach.

"Satellite account” is an unfortunate appeliation, but it seems to have caught on.
The words perhaps suggest something that is tangential to the central account.

This is not at all the case. Satellite accounts will become increasingly an integral
part of economic accounts as they are developed and refined.

The use of a satellite account approach serves several purposes.

o First, they recogmze' the need for flexibility—that is, they reoogmzé that
there is no one, single plcture of the economy that can serve aII purposes;
. averything cannot be in focus at once.

o  Second, they provide a framework for arraying more comprehensive data
for a field or analytical concern than can be shown in the main accounts
without unduly burdening them on the main accounts.

o  Finally, they provide a étage on which to perform developmental work as
we preserve the validity of traditional economic accounts.
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By developing natural resource accounting in a satelite account, BEA will be able

o move bayond the status quo, but do so without disturbing the GNP or GDP while

progress is made. Over time, progress may mean either obtaining a wider consen-
sus on some of the conceptual issues involved in natural resource accounting or
obtaining a wider acceptance for the idea that more than a single measure
economic activity is needed depending on the focus of the analysis or policy. Over
time, progress may mean some combination of both the wider consensus on issues
and wider acceptance of several measures.

In fact, we feel that BEA will be able to move faster in making natural resource
accounts available as sateliite accounts than it could if it set out to modify the main
accounts at the outset. Hif it were to set out to modify the main accounts at the
outsst, concern for accuracy and consistency, appropriately conservative hallmarks
gfﬁ!he official keeper of the Nation's accounts, would exert an even stronger
influence.

| mentioned earlier that BEA would undertake natural resource accounting when
modernizing its national economic accounts to the SNA system. This is the third
element of the approach. BEA's accounts are now undergoing the first major
redesign since the 1950's. The redesign, which will be along the lines of the United
Nations System of National Accounts, will feature an integrated set of current and
capital accounts, sector by sector. A fully developed capital account, including
balance sheets, is of the essence for natural resource accounting. Thus, the
conceptual work on capital accounts and the more specialized work on natural
resources would be mutually supporting. For example, to make reasoned policy
choices involving trade offs among kinds of capital, one would want a view of the
total capital stock--at least natural and man-made capital, consistently covered and

appropriately valued.

In summary, BEA's proposed natural resource accounting project reflects the state
of the ari—that some issues-have yet to be resolved within the framework of a
consistent and integrated set of accounts—and that BEA's work on natural resource
accounts should take best advantage of new developmaents in economic accounting
and BEA's ongoing modernization of its accounts. . R

The high priority that the Commerce Department assigns to natural resource
accounting is indicated by its place in the fiscal year 1992 budget for BEA—a
budget that, in addition to the modernization of its accounts, focuses on items that
are "musts" for many users of BEA's accounts, Thess "musts” include stopping the
deterioration in the quality of the national economic accounts and strengthening the
measures of international capital fiows to obtain a better view of the U.S. position
in the world economy.

Mr. Chairman, this compietes my prepared statement. | will be pleased to answer
any questions that Committee members have. v

Thank you.
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SENATOR GORE. Well, thank you very much, Dr. Plant. :

I understand, Dr. Carson, that you don’t have an opening statement,
but are prepared to respond to questions along with Dr. Plant.

May I say, first of all, I thought that was an excellent statement and
I appreciate the time and thought that went into it. But before I ask any
questions, I want to acknowledge the Chairman of the Committee, Senator
Sarbanes, who has joined us, and invite him to make such comments as
he cares to.

SENATOR SARBANES. Well, thank you very much, Mr. Chairman. I am
delighted to be here. I am not sure I will be able to stay for the entire
hearing, but I did want to come in order to underscore the importance that
I think these hearings have, and to thank you for moving them forward
and placing them in a more.visible way on the public agenda.

If we can figure out a way to measure and record the environmental
costs of economic activity, I think we are going to make a great contribu-
tion. It is the kind of project that the Joint Economic Committee ought to
be addressing.

I am very grateful to you for your leadership in organizing this series
in an undertaking to chair it. It is clear that the current accountmg system
enables us to do things that supposedly bring an economlc benefit and
may involve ecological devastation.

On the other hand, activities that may bring a significant environmental
benefit are discounted because we haven'’t figured out a way to measure
and count it into the overall measurement. And unless we can get our
public accounting of this sort to be reflective of the costs and benefits in
this area as well, the whole system is going to be skewed.

We pay a great deal of attention to "the GNP went up, the GNP went
down." Very important measurements.

And, yet, we do not factor into it very important considerations about
environmental impact in those measurements In fact, others are ahead of
us.

. The United Nations is to some extent ahead of where the United States
is. And'so'I'm very supportive of these hearings, and I look forward to
staying as long as I possibly can, ~ -

SENATOR GORE. Well, thank you very much, Mr. Chairman. .

In connection with your last comment about some being ahead of us,
Dr. Plant was very forthright on page two of his statement in saying:

It is fair to say that during the 1980s, the world passed us by, intellec-

tually, in. the natural resource accounting area and we have some home-

work to get done.

SENATOR SARBANES. Oh, yes.

SENATOR GoRE. That is a refreshing, candid statement, and it is most
welcome.

In connection with earlier comments by the Chaimnan, just to use a
specific example that I have heard used before, is it, in fact, true that on
an aggregate basis, even though the impact was not large in the National
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Accounts, our U.S. gross national product was improved by the Exxon-
Valdez oil spill? :

Dr. CarsoN. There were expenditures in cleaning up. There were

expenditures on the cleanup that were expenditures that would not have
been made otherwise. To that extent, they added to GNP.

- SenaTor GORE. Was there any aspect of the oil spill in Prince William

Sound that subtracted from GNP?

Dr. Carson. I could hypothesize that something might not have been
* produced, as they held up the flow of oil. But I think the point that you're
trying to make is there, yes. The accounts register cleanup as a positive
in calculating GNP. ‘

Senator Gors. So, if we want to boost our GNP, we can have lots of
environmental catastrophes and get a really meaningful boost. As long as
we-are fouling the environment and spending a lot of money to clean up.
merfgxless, then the GNP reflects that as a terrific thing. That’s just won-
derful.

Dr. PLANT. I think that would be, at best, a short-term boost.

SENATOR GoRE. That is part of the point of the hearing. But in using
that as a measure by which we decide which economic policies to follow,
we are misled.

As for the way gross national product accounts for environmental
catastrophe, let me use another example.

I'm informed by those who are expert in the area that approximately
S0 percent of the topsoil in Iowa has floated down the Mississippi River
in the last 150 years of intensive use with the techniques that are used. .

The future productivity of that same area of the country will, if this
trend continues, be substantially diminished. Is there any entry in our
National Accounts that might signal to us that we have done some dam-
- age there? ' _ : -

We enter the sale of the grain and, to the extent that care doesn’t have
to be taken to preserve the topsoil, we get even more income. But no-
where is there an entry to reflect the fact that half of the topsoil is no
good. Am I right on that? g L

DR. PLANT, That’s correct. Yes, sir. ' -

SENATOR GORE. Well, that’s, again, an example of how we cannot rely
upon our economic statistics and our System of National Accounts to tell
us that we are making very poor decisions. .

And people do rely on these facts and figures as proxies for considered
thought. Rather than stating it, let me ask you both to respond.

Do you believe that the use of flawed accounting has contributed to
the destruction of aspects of our environment?

Dr. PLANT. I don’t see any direct contribution. There may be very
much an indirect contribution. I think the difficulty that anyone faces in
using a single measure of GDP or GNP is that it summarizes a great deal
of information. ,

51-706 0 - 92 - 7
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" And appropnately, ‘you have 0. synﬂnes:ze information from ‘many -
- different places. Presumably, if you're going'to make a dectsxon solely
‘based on ‘GDP, you could be misled. -

But;-in fact, there are facts and figures that would allow you to make
statements, such as you made about the topsoil in Iowa.

What is useful about what we’re proposing is trymg to bnng all those

- things into one place.

SENATOR GORE. Yes. :

Dr. PLANT. And that’s the real utility of what’s ahead ofus, is you get
them centralized, you get them coordinated.

To this point, I think there’s been a vast array of statistics that people
have used, not in a haphazard way, but perhaps not in a full way.

The accounting framework gives you a means by wluch you can bring
all these things together.

SeENATOR GORE. Well, of course, it would have an indirect effect rather
than a direct effect. But it’s my impression that the indirect effect is -
actually quite large. We've had these analyses in developmg countries,
and we’ll hear more about that. But, I think, that 1t S quite laxge here in
the United States, as well.

Now, let me ask you one other question along this line. .

You said, Dr. Carson, that expenditures to clean up a mess made in the
environment, like the Exxon-Valdez oil spill, are included as income and
reflected as a good, positive contribution to our economy. - ’

If a corporation spends money, not for a cleanup, but for prevention
of the pollution in the first place, is that reflected in the same way as a
positive-contribution to economic growth?-

Dr. CarsoN. If a c'o'lpora'uon spends ... I have to hypothesize different
kinds of spendmg If it’s spending, for example, on a type of smokestack-

where it is capital spending, yes, that would be recorded.
' If it were spending on wages to have an individual do something that
prevented pollution, that, too, would-be recorded as a kind of income.

If the question is the recording, yes, it’s there. If it is a question of
does it get into GNP, then it depends on the type of spending, whether it
would actually be in the components that you would add up to get GNP.

SENATOR GORE. But defensive expenditures to prevent pollution, which
do not come from capital accounts, are actually subtmcted from GNP

Is that the right way to say it? -

. Dr. CarsoN. Defensive expenditures by business that are an expense
are subtracted out in getting their measure of profits. -

. SENATOR GORE. S0, we have a situation where a company that is
responsible for a Superfund site and has created a huge mess and spends
money to clean it up, that’s xeﬂected as a great, positive event in our
economic statistics. -

But if that company spends defenswely to hire people to take actions
that prevent the creation of the Superfund site to begin with, that’s reflect-
ed as a negative thing in our national system of accounts.
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And we're falling behind, not making progress. So, by the measures
that we use, we can be blamed for getting the impression from the num-
bers alone that we're much better off creating more Superfund sites than
we are preventing them,

Let me go to a level of detail here now on a few questions.

An amendment to the 1989 Supplemental Appropriations Act gave.
three directives on natural resource accounting.

First, it directed the Secretary of State to encourage the United Nations
and OECD to recognize natural resource depletion in their economic
accounting systems.

_Second, it directed the Secretary of the Treasury to instruct the multi-
lateral development banks and the IMF to adopt natural resource account-
ing,
And, third, the act directed the Agency for Intemational Development
to use natural resource accounting to evaluate and project the economic
performance of borrowing countries.

What progress, if any, has been made on the 1989 congressional
dircctive to encourage natural resource accounting for the United Nations
and OECD and the U.S. development agencies?

Dr. Carson? : A

Dr. Carson. I can mention what is going on in the international
organizations. I'm not aware of what U.S. AID is doing.

SenNaTOR GoRE. I don’t mean to interrupt. In your answer, if you can
respond to the specifics about what we, in the United States, have done
in response to this congressional directive, rather than a generalized
summary of what is going on in the international community.

DR CARsON. And as part of this, I would like to mention, too, that at
about the same time the Commerce Secretary was directed to cooperate
with the international organizations and develop standardized techniques
for natural resource accounting.

And this is how— ‘ .

SenaTorR GoRE. And BEA is the logical implementing agency.

DR. CARsON. Right. And this is where the two fit together. Our role has
been in working with the intemnational organizations as they develop these
intemational standards.

SenaToR GoRE. Excuse me for interrupting again, but, just on this
point, has the BEA been asked to help implement the changes? Have you
officially been asked within the govemnment?

DRr. CarsoN. I've certainly volunteered. BEA has been quite active. Let
me just mention a couple of things in just this last year.

SENATOR GoORE. Okay.

DR Carson. I've been participating in the technical group that is
working in support of the United Nations' effort to put together their
handbook on environmental accounting. This technical group is made up
of national accountants like myself and people who I guess would be
comfortable with the label "environmentalists.” Its purpose is to bring
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people together, and get this thing done in a way that would be comfort-
able to all.

I've’ worked with them on that. Similarly, BEA participated in an
intemnational conference in May that, again, had the same purpose of
bringing together national accountants, economists, and environmentalists
to assess where we are, what can we do at this point.

This week we’re having discussions with statisticians from Mexico,
“because Mexico has participated as one of the case studies in testing the
World Bank/U.N. approach on environmental accounting. And we felt that
the exchange of information from the two countries might further the
work. And we’re proposing, for example, that there might be something
done jointly, either conceptually or statistically.

As well, let me just mention something that I think is relevant. The
United States has contributed my time in working on the management of
the SNA. That has been taken as an example by countries around the
world, who, in tumn, are contributing.

Gemany has contributed the time of the person who was actually
doing the drafting on the U.N. handbook on environmental accounting.
And in doing so, they specifically noted that they were taking this ap-
proach because of the lead that the United States had taken in making an
in-kind contribution.

So, in summary, I think that the United States is doing qmte a bit to
follow through with these congressional directives.

SENATOR GORE. More precisely, you are doing quite a bit.

. Dr. CArsoN. I have BEA and ESA behind me. It makes a big differ-
ence.

SenaTorR GoRE. Do they have enough resources to help effectively?

_Dr. CarsoN. If we had more resources, we could do more. That’s an
easy answer to that. I don’t know what "enough" is. We’re strapped for
resources now, and if we get more, we could do more.

Dr. PLANT. Clearly, we’ve asked for more in our 1992 budget than
what was appropriated. And, again, Dr. Carson’s time is a very valuable
resource. Although we’re happy to have her working on these UN.
efforts, to the extent that we can get more resources backing her up, we'll
all be better off, I think..

SENATOR GORE. Mr. Chairman, I'll just note that earlier in Dr. Plant’s
statement he called our attention to the fact that the Congress cut back on
the Administration’s request in this key area. I promised my continued
best efforts to try to remedy that. And I do think it’s very important.

SENATOR SARBANES. This Committee has tried to be of assistance. You
have been a part of the Boskin Initiatives in your proposals, I understand,
and we have been trying to help you get the resources to implement it.

Unfortunately, we are dealing in a very constrained budget environ-
ment, as you well know. And we are fighting for the life of some of these
- statistical programs and agencies.
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I happen to think it is a very important priority, but it’s hard to make
people perceive that because they have to have the kind of vision that
Senator Gore has brought to these hearings to appreciate the importance
of these statistical developments to the overall healthy functioning of the
society. .

We are trying to do all we can to help you. We got some money, but
nowhere near what we were trying to get. We just have to keep working
at it

I certainly hope the Administration will come back at it very hard in
their next budget submission. We have to keep pressing at this thing if
we're going to get the resuits, '

Dr. PLANT. We very much appreciate your efforts and the efforts of
Senator Gore. They have been instrumental, I know, in getting us the
appropriations we have. And we're going to keep chipping away at it.

That’s what we have to do. We’ll come back every year. We'll come
back with a little more. We'll keep revising our plans, and keep moving
ahead as fast as we can, given what we are—

SENATOR SARBANES. Yes. We're fighting now for the BLS, which was
really done in in its budget, because it was competing with drug and
health and educational programs, and so forth. ,

But I know Janet Norwood, who I regard as an extraordinarily able
professional—Dr. Carson, I'm delighted to see you here, because I have
the same vicw of your contributions—is very deeply concemed. '

Of course, she'll be stepping down at the end of the year. We'd like
her to be able to leave her agency in good repair, so to speak. So, that
conference is yet to complete. And we’re working on that right now.

SENATOR GORE. Overall, this is so important for two reasons. Number
one, the scale of human activity within the ecosphere has changed dramat-
ically, just in this century, to the point where the consequences of our
collective activities on the ecological system of the Earth are now very
different than at any prior time in human history.

The systems of accounting for human activity—which began to emerge
in the colonial area when natural resources were felt to be limitless, and
our entire natural system was felt to be, for all practical purposes, infinite
and immune to any lasting damage as a consequence of human activity—
simply have to be revised to reflect reality.

.Now, second, we’ve had a dramatic philosophical victory in the war
‘of ideas between capitalism and communism, which has raged for 70
years, and has now come to a stunning conclusion in which market eco-
nomics has been declared the winner almost everywhere in the worid,
with no serious rival to be found.

In the afiermath of that victory, it is critically important, as nations
throughout the world tumn with increasing fervor toward the United States
or, perhaps more accurately, the Japanese modification of the U.S. model,
that these nations have waiting for them a model that encompasses these
revisions of the old inaccurate way of reflecting reality. _
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And so, it’s not just numbers. It’s not just theory. It’s the most basic
tool that we have for guiding the conduct of human civilization in the
sphere of economic activity, which is the sphere where most people spend
most of their waking hours, when you take into account the activities that
have an 1mpact on the environment. And so the efforts you’re making are
critically important.

I have just a couplé more quesuons

You mentioned, Dr. Plant, in your opening statement, the misunder-
standing about the phrase "satellite accounts”.

Do you feel that the satellite accounts for natural resources and envi-
ronmental assets for the United States would receive the appropriate
attention by policymakers, compared to a broader approach that was
. aimed at a sharper transition, a more complete supplemenung of the
current system of acoounung”

Dr. PLANT. Well, in fact, you’re going to have that kind of supplanting.
You'll see us moving to the U.N. System of National Accounts in the
next four or five years, we hope, given budgetary constraints.

That will be a brand new. way of doing accountmg It’s a fundamental-
ly different way of looking at the economies, a fundamentally more
complete picture of the economy. And it has both the income flows and
assets; a balance sheet, if you will.

The benefit of the satellite accounts for natural resourcmg is that it fits
directly into that framework. It gives you a way of looking at natural
resources impact in that SNA framework.

If we had had a satellite account sitting out by itself, no, it probably
wouldn't. It wouldn’t get the attenuon. But given that you’re putting the
two together—

. SENATOR GORE. You say that they’re connected in. They’re intended
to be there, side-by-side, with the main accounts. Correct?

DR. PLANT. They’re part of the total system of accounts.

SENATOR GoORE. Yes. But isn't it possible, in spite of the way you
stated the case in your statement—and I listened carefully and understand
the logic you’xe urging upon us—that the inertia built into the current
pattern of activity and the ways of measuring that activity and its conse-
quences would create enormous incentives for policymakers throughout
the world to look at the satellite accounts, simply ignore them, and
continue to use the so-called main accounts, just as they do now?

DRr. PLANT. The one thing I found in my tenure of dealing with statisti-
cal agencies is every statistic has its inertia. And every statistic, in fact,
has its following, and people get used to that statistic and want to keep
using it over and over agam. There’s a high value placed on consistency
over time.

And the questmn is how do you get people to turn away. from that
highly valued, well-known statistic to something else?

Our expectation is that the satellite account is the easiest way to do
that, because it allows you to set up an account that can be, by choice,
integrated into the main set of accounts. You can take the information in
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that account and measure the effect of depletion on GDP, but it allows
you to do it, at least, in an experimental way.

In fact, you can use different types of methods. You can see what
works. You can see what gains broad acceptance. It gives you a flexibility
to allow the work to go forward rather than, if you will, tampering with
the sacrosanct.

SeNaTOR GORE. Okay. Now, lét me challenge that. Partly, this antici-
pates the one thrust of the testimony that will be forthcoming from Dr.
- Repetto and Dr. Peskin later.

Dr. Repetto, for one, believes—and he’ll speak for himself on this, and

“if T get it wrong, he’ll comrect me—that the satellite accounts might not
be done or be ignored if they are.

You say there-is a tremendous amount of inertia in accounting, and

. people get used to the numerical categories they’re familiar with. I think
the inertia in the activity measured by those numbers is stronger than the
inertia in the accounting system itself. And that, so long as the old way
of measuring the activity, the old way of evaluating the activity is avail-
able, it is likely to still be used in licu of the satellite accounts if the
inertia pushing the underlying pattern of activity is there.

Let me give you an example. Gorbachev and Yeltsin had different

-ideas about the transition from a communist system to a democratic
system. And Gorbachev—you will not like this analogy—seemed to say
that they could do both, and have a slow and comfortable transition as
people got used to it.

He seemed particularly concerned about the inertia in the system and
the intellectual and emotional attachment of so many in the Soviet Union
to the old way of doing things.

And he, in effect, recommended a satellite systerm—a ncw sys-
tem—that would gradually prove its superior value. And, yet, Yeltsin

. said—and he said it here in the Congress when he came to visit—we

have to change. "We have to change." And he told his own countrymen,
unless the change came in whole, it would not come in part.

Now, isn't there something to that analogy?

Dr. PraANT. I think there’s something to the analogy, but I think therc’s
a critical difference. I think Mr. Yeltsin had, sitting around the world in
different places, very good working examples that he could point to.

He had a proven system of one kind or another in the United Statcs
and various other countries, and could say, "See, there’s exactly how it
can work, and we can change to that." '

I don't believe that we have that in natural resource accounting. There
are lots of open questions. And what I want to distinguish here, I think,
is between defender of the status quo, which we are not, and the appropri-
ate conservativeness, if you will, that the keeper of the Natmn s mcome
account should have.

Senator GoORE. Yes, but you work for the keeper of the status quo
[laughing]. I mean, you're not. And I don’t mean to sound too cutc on
that, but I believe there is some truth to that.
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I believe that you, Dr. Carson, your colleagues, and also, incidentally,
some folks in OMB are intellectually committed to the idea that we really
have to improve these accounts. No question about it.

But the inertia in the underying pattern of activity about which I
spoke is one which really does have very fierce proponents. -

I interrupted you, so you finish, and then we’ll move on.

* DR. PLANT. I think it’s appropriate then to use a framework where we
can experiment, where we can see what happens when we use different
approaches. And then, when there is broad acceptance statistically, when -
there is a model that is functioning and working, we can incorporate it
fully. We can marry the two together more closely. But until that point,
I think it’s not a good idea.

- SENATOR GORE. Dr. Carson, please proceed.

~.DR. CArsoN. I can put it this way, perhaps. I see'it as the altemative.

I see using satellite accounts as the altemative to going underground,
havmg BEA work feverishly, and then putting forth something on which
we’ve not educated the public.

Using the satellite account approach, we begin plecemeal to put it
together. We begin an educational process. Meanwhile, people with con-
cems like yours are up there asking for it.

Working together, there’s an educational process that seems to us to
be part of the process of getting to the point that a different kind of
measure would be available and used.

SENATOR GoORE. Now, given the limited resources for government
statistics in developing countries, what are the prospects for satellite
accounts actually getting completed there? Is that going to happen‘?

Dr. Carson. BEA or the world?

SENATOR GORE. Developing countries.

You see, the satellite account approach is pmmlsed on the notion that
these will be developed in parallel by nations all over the world, and the
educational process you spoke of will continue. And then, at some point
in the indeterminate future, all of these countries, having educated them-
selves, having gained experience with the satellite accounts, will switch
OVer.

But if the satellite accounts are never built, much less used in the
developing countries, then isn’t there a flaw in that strategy?’

Dr. CarsoN. Developing countries’ statistical offices are strapped for
resources. That is clear. What they are able to do is going to depend in
~part on what their policymakers think are the important questions.

I see what policymakers ask of them as much more important in
determining what they do rather than whether a particular thing is recom-
mended by the SNA or the United Nations.
~ The United Nations now has a large system, only part of which is
done by a number of the developing countries. They do that part because
that is what is relevant to them, in terms of answering the questions that

their policymakers pose.
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So, I think it’s part of the process that we continue to work to make
it clear that this is an important concem, raise the consciousness of the
policymaker, so that they ask thosc questions; and, at the same time,
continue to hone the national accounting approaches, so, when we are
able to set forth a framework, it's a good one. .

SeNATOR GoRE. This meeting is coming up in Brazil next summer—the
UNCED meeting. This would be an ideal time for the United Sates to

propose an environmental natural resource accounting program.

Are we planning to do that?

Dr PLANT. Not that I'm aware, no, sir.

SenaTOR GORE. Do you agree that it would be a good idea?

Dr. PLaNT. I think it would, depending exactly on what the program
was. I think that, in fact, drawing the attention of the developing countries
to these kinds of problems, to work like Dr. Repetto’s pointed out, and
drawing also their attention to the fact that, within their accounting
frameworks, they can look at these kind of problems, that’s worthwhile,
yes. :
To propose the full incorporation into the U.N. System of National

Accounts at this point, I'm not sure would be.

SenaTOR GORE. I sure think Dr. Carson ought to go to Brazil.

Dr. CarsoN. Sounds great.

[Laughter.] o

DR PLANT. Dr. Carson’s been around the world. We'll be happy to
send her to Brazil. : S

Senator GoRE. We have a proposal. .

SENATOR SARBANES. What forces do you sec as working against or
trying to inhibit any move in the direction of the kind of accounting that
we have been talking about? '

Dr PLANT. The primary force that I see is budgetary.

SENATOR SARBANES. You don’t see any forces in the private sector that

. are apprehensive about this kind of accounting? -
. Dr. PLANT. Not to my knowledge. _

SENATOR SARBANES. Now, Dr. Carson, what's your timetable at the
United Nations on the SNA accounts? ~

Dr CARsON. The timetable is that we have to have a draft of the
revised SNA ready next summer in order to have it printed and distribut-
ed to members of the United Nations® Statistical Commission.

‘The Statistical Commission has demanded—and I say that with kind
.of the. words that they used—to have the SNA put before them in Febru-
ary 1993, :

When we put it forward, it will be in recognition of the fact that we
were given a deadline, We went as far as we could and had to stop. We
will be explicitly pointing out that, in areas like natural resource account-
ing, it’s work in progress.
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Part ‘of ‘putting it forward to the Staustlcal Gommismon will be ac- -
‘knowledgment that work-has to commue, mcamngthatme SNA willhave
10 -evolve. .

I will suggest that the Statistical Comm1ss10n is well aware of the fact
that we ‘cannot wait another 20 years, as some people say was the pros-
pect, in order to have another revision that would take something like a
variety of natural resource accounting into part. of the SNA.

SENATOR SARBANES. Well, are the answers that are being raised as to
how we should answer some of these important quesnons—whxch you
had in your statement, Dr. Plant—going to be glven at the U.N. level
rather than at our national level?

. DR. PLANT. I think some answers, to the extent that there s a world
consensus, would be given at the United Nations.

I think 'we would look at each one of those answers, and make our
own assessment of what would be appropriate for the United States
economy.”

SENATOR SARBANES, Was there any benefit from using the same ac-
counting systems that are being used mtemauonally by the United Na-

- tions?

Dr. PLANT. Absolutely. That's one of the reasons.

SENATOR SARBANES. If the United Nations and other nations move
ahead of us, to some degree they’re going to be defining the framework
in which we are going to work. Would not that be the case?

Dr. PLANT. I think it will be a mutual definition. The people at BEA,
as I said, are catching up. We expect that.as we begin our case studies
and begin to. formulate our satellite accounts there will be an interaction
with people at the United Nations.

Carol is one of the key players in all of this, and she’s very much a
leader in the UNN. SNA operation. So, we won’t play a follower role;
we’ll play a mutual leader role, I would think. :

Dr. CarsoN. If I may add a note to that, our ability to participate is
enhanced when we move closer to the SNA, because any work that we
do that moves the natural resource accounting effort forward will be in
the context of the SNA. That’s much more intemationally transferrable
than if we did it within the context of the accounts that we have now.

Most countries of the world follow the SNA. And the closer we are to
doing our developmental work in that framework, the more useful our
results will be to other countries. And, clearly, it will be easier to use
their progress to incorporate into ours if we’re working with it in the
same framework.

SENATOR SARBANES. Is the Boskin Initiative going to carry forward into
the next budget submission by the Administration? Do you know?

DR PLANT. We're at the point of assessing the impact of the 1992 bud-
get. Boskin and the people that have worked on it have said all along that
it is a multiyear initiative. So, I expect it to carry forward.
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SENATOR SARBANES. Well, I would encourage you to do so. This is an
ongoing process, and the fact that not everything that was sought after in
the Boskin Initiative has been realized ought not to deter you from press-
ing, not only the past initiatives forward, but supplementing them as you
perceive.

We have finally found someone in the Administration who is prepared
to take an interest in coordinating the role on this statistical issue, and we
want to see that continue.

I think it’s very important. I have a focal point. And it appears at least
to have worked well in a collaborative way within the Administration,
although I do think some of the health and educational statistics have
been somewhat ignored.

But that’s an issue that I have discussed with Chairman Boskin direct-
ly. But I do urge you to keep this initiative moving.

Mr. Chairman, I'm going to have to depart. I won’t have a chance to
hear Dr. Repetto and Dr. Peskin, and I regret that. I have their statements
and I'll look at them.

Dr. Peskin has done some very interesting work for the EPA with
respect to the Chesapeake Bay Region, which, of course, is a matter of
very deep concem to me.

So, I certainly welcome them as witnesses and regret that I won't be
able to stay. And I want to thank Dr. Plant and Dr. Carson for their
testimony.

DRr. PLaNT. Thank you.

SENATOR GORE. Thank you very much, Mr. Chairman. And, again, let
me thank you for chartering this set of hcarings. They've been getting off
to a very good start, and I'll look forward to the rest of them. And I
certainly appreciate your support and encouragement. ' :

SENATOR SARBANES. Well, we make a very singular contribution. You
know, the Japanese have a month every year that they celebrate statistics.
Of course, we helped to institute the——

(Laughter.]

* SENATOR SARBANES. ——statistical system after World War II. And in
one of those celebrations a few years ago, the theme for the monthly
celebration was, "Statistics, the Beacon to a Happy Life." [Laughter.]

I'm not sure we'll ever get things to that state here, but it’s indicative
at least of the potential. '

Thank you very much.

SENATOR GORE. Thank you, Mr. Chairman.

Dr. Plant and Dr. Carson, we may have some questions for the record.
They’re not lengthy or onerous, but we'd appreciate your attention to
them,

And with that understanding, we'll conclude your part of the hearing
today with our thanks. Thank you so much for coming.

Dr. PLANT. Thank you, Mr. Chairman. Our pleasure.
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SENATOR GORE. And, also, we'll continue to work with you on the
budget matter to keep this initiative ongomg .

Dr. PLANT. Thank you.

[Witnesses excused.]

[No information was requested.]

SeENATOR GORE. We're very pleased to invite the second panel to come
forward. Dr. Peskin, Dr. Repetto, if you two would join us at the witness
table?

As I said earlier to Dr. Carson, I want to thank you two for helping me
personally when I was venturmg into this forbidden area last year and
attempting to understand it better.

You were two excellent teachers, along with others. And I appreciate
that very much and look forward to leaming more from you here today.

Your prepared statements, as I noted earlier, will be a part of the
record. I'm interested in whatever you have to say.

We will start with you, Dr. Peskin. Welcome. Please proceed.

Dr. PeskiN. Thank you.

STATEMENT OF HENRY M. PESKIN, PRESIDENT,
EDGEVALE ASSOCIATES, INC.

Dr. PeskiN. Mr. Chairman, for about 20 years, I have been developing
resource and environmental accounts; first as a consultant to the Norwe-
gian Central Bureau of Statistics; later as a member of the staffs of the
National Bureau of Economic Research and of Resources For The Future.
More recently, I assisted the U.S. EPA in the development of a set of
environmental accounts for the Chesapeake Bay Region, and I'm directing
similar activities in the Philippines and in Indonesia for U.S. AID.

I appremate the opportunity to dlSCllSS resource and environmental
accounting with you today.

From the earliest days of modem national accounting systems, that is,
those systems developed in the first half of the 20th century, economists
have emphasized limitations of using monetary transactions to measure
total economic activity, let alone to measure total societal well-being.
Nevertheless, the National Accounts and especially certain subtotals drawn
from these accounts, such as the gross national product, have gamed
popular status as a key measure—if not the key measure—lf a nat10n S
economic and social performance.

However, many citizens, especially members of the environmentalist
community, have joined economists in expressing unhappiness with the
status given to the National Accounts as a barometer of societal perfor-
mance. Since the 1960s, environmentalists have been especially concemed
that the accounts failed to reflect pollution and general environmental and
natural resource deterioration. A further source of irritation is that efforts
by the business sector to clean up the environment or to prevent resource
degradation could actually lead to a reduction in measured gross product,
even as environmental and resource conditions improved.
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Perhaps, because of the GNP's neglect and even perverse treatment of
environmental changes, environmentalists looked upon the economics
profession as more enemy than ally. However, many resource economists
are concermned about conventional economic accounting, although not
necessarily because of their failure to measure social well-being. Rather,
they find the accounts less useful for policy than they otherwise could be.
In particular, the neglect of environmental activity means that the conven-
tional accounts are unable to shed any light on potential economic envi-
ronmental interactions. Furthermore, since the conventional national eco-
nomic accounts also ignore the deterioration of the Nation’s environ-
mental and natural resource base, they paint a falsely optimistic picture
of the Nation’s prospects for sustainable economic growth.

In response o these concems of resource economists, environmental-
ists, and the general public, there have been several efforts in both indus-
trialized and developing countries to find ways of improving the ability
of conventional economic accounting systems to respond to degradation
of the natural environment and to reductions in the stock of natural
IeSOUrces.

Over the years, I’ve been an interested observer of these efforts. Many
of my observations have been summarized in a World Bank survey of
resource and environmental accounting efforts that are underway in
industrialized countries. I would like to include this survey as part of the
written record of these hearings.

SenaTor Gorg. Without objection.

Dr. PeskiN. Today, 1 would like to address the question of whether it
is desirable and practical for the United States to undertake a major effort
at resource and environmental accounting at this time. I belicve the
answer to this question depends on how one views the purposes of
accounting. Differences of opinion on this score largely explain the wide
variations in accounting approaches, which I have observed.

I have grouped these approaches into four categories. First, there are
efforts to identify more clearly the consequences of environmental degra-
dation and environmental protection activities that are already measured
in conventional national economic accounts. In particular, there is an
attempt to measure expenditures intended to defend against environmental
insult—that is, those expenditures on paint, filters, preventive health care,
etc. that are engendered by the deteriorating environment—as well as
expenditures on pollution abatement and control. A program along these
lines has been underway for sometime in the United States, namely, the
BEA publications of Pollution Abatement Expenditures. '

Second, there are efforts at supplementing the economic accounts with
a physical accounting of changes in the stock of various natural resources,
such as forests, minerals, fish, etc. While the Norwegians are leaders in
these efforts, similar activities are underway in France, Germany, and a
number of developing countries.

Third, there are efforts to measure the depreciation value of the deple-
tion of various natural resources, such as timber, oil, and topsoil. My
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colleague, Robert Repetto, has been a pioneer in this approach. His work
in Indonesia, Costa Rica, and China has had worldwide influence.
Finally, there are efforts to construct comprehensive frameworks that
closely integrate environmental and natural resource activity with the
ordinary economic activity already covered-in the conventional economic
accounts. Projects along these lines are underway at the U.N. Statistical
Office in Austria and the Netherlands. I have, on a pilot basis, developed
such accounts for the United States and the Chesapeake Bay Region.
While there is a wide variation in approach represented by these
- efforts, unhappiness with the way conventional income measures reflect
the environment provides a common motivation. However, the general
goal of improving the GNP may be outweighed by more -specific policy
objectives. These approaches do not necessarily represent different meth-
ods of attaining the same objective, but more likely, different methods of
obtaining different objectives. : '
Accounting, whether it be resource and environmental accounting,
national economic accounting or ordinary business accounting, serves two
related but conceptually distinct functions. First, the process of accounting
generates indicators—such as GNP, profits, net worth—that show how
- well the Nation or business is doing. I call this a scorekeeping function.
At the same time, the accounting process serves to organize basic infor-
mation that the Nation or business needs to manage its econoric affairs.
I call this a management function. Data on production, sales, and expendi-
tures are the raw materials of the accounts. They are also essential inputs
into the management process, whether for a nation or for a business.
Different approaches to resource and environmental accounting appear
to reflect different emphases on the roles of:scorekeeping and manage-
ment. The Norwegians, as good managers, have developed an accounting
system that provides information directly used in their economic planning
models. As the data in this system measures only resource use and envi-
ronmental conditions in. physical terms, they cannot be used to adjust
conventional economic indexes, such as the Norwegian GNP. And there
appears to be no interest in Norway in doing so. In contrast, the approach
of my colleague, Robert Repetto, with his emphasis on accouriting for the
depreciation of natural resources, serves scorekeeping needs. The intent
is to produce-an improved measure of sustainable economic activity. -
Besides fulfilling different objectives, the two functional roles of the
accounts make different demands on the accountant. For the scorekeeping
function, the emphasis is on the production of a final set of accounts. For
these accounts to generate meaningful indicators of the profitability of a
business or of the economic status of a nation, data should-be comprehen-
sive and reasonably accurate, at least to a degree that would assure that
the resulting indicators are not misleading.. o : -
For the management function, the emphasis is less on the final set of
accounts than on the process of accounting. Indeed, the management
functions might be well-served, even if lack of data or disagreement on
measurement techniques delayed or even precluded the completion of the
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final accounts. In some businesses, for example, final accounts do not
appear until long after the end of the fiscal year. Often, these accounts are
infested with controversy, due perhaps to arbitrary depreciation practices,
or to disputes over whether a particular expenditure is a cumrent or capital
cost. Nevertheless, the lack of a timely income statement or a noncontro-
versial balance sheet does not vitiate the accounting process. Its value as
a scorekeeping tool may be overshadowed by its value as a management
tool—the accounting process continually generates crucial information
necessary for the operation of the business.

My survey of various resource and environmental accounting
approaches, several visits to accounting workshops over the years, and
exposure to a growing literature on the subject has uncovered a large
amount of highly critical material. Authors do not appear reluctant to
defend their systems by finding fault with the approaches of others. Yet,
when one appreciates the distinct roles for accounting, the production of
indicators in the support of the management process, much of this criti-
. cism seems to be misplaced.

If, for example, the purpose of a particular approach is to generatc
measures of resource depletion or indicators of sustainability of income—
clearly, scorekeeping functions—it seems irrelevant to condemn the
approach because it fails to provide the specific information necded for
environmental policy management. Conversely, it seems equally irrelevant
to criticize an approach whose primary purpose is 1o serve policy manage-
ment because it fails to generate noncontroversial measures of economic
performance. ‘

I believe that both functions of resource and environmental account-
ing—scorekeeping and management—have important policy roles as
nations continue 1o increase their pressure on the world's finite stock of
environmental and natural resources. Imagine that we are involved in a
serious athletic contest. To be successful, we have to know both, how
well we are doing—that is, scorekeeping—as well as what actions to take
if we do not like what we see—and that is, management. But unlike the
case with most athletic contests, there is at present no consensus of how
the environmental score should be kept. While many of us feel that the
conventional GNP doesn’t provide the right tally, there is no gencral
agreement on methods to make it better.

Therefore, I do not believe that we are ready at this time to replace the
conventional GNP. However, efforts to refine scorekeeping methods
should continue. I would like to sec these efforts take place within a
comprehensive program of resource and environmental accounting,
especially a program that develops data that show the interactions between
environmental and conventional economic activity. Such a program, I
believe, would, even in its earlicr stages of development, gencrate infor-
mation crucial for the support of rational, environmental and resource
policy. In other words, the program would serve the management func-

tion. It would help to kecp us in the contest between world economic

4
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PREPARED STATEMENT OF HENRY M. PESKIN

Mr. Chairman and Membaers of the Committes, my name is Henry M. Peskin.
| am president of Edgevale Associates, a small firm providing consulting services
Wimﬂgri ':k. the U.S. EPA, the U.S. Agency for Intemational Development, and the

o .

For about 20 ysears | have been developing resource and environmental
accounts, first as a consultant to the Norwegian Central Bureau of Statistics and
later as a member of the stafis of the National Bureau of Economic Research and
of Resourcas for the Future. More recently, | assisted the U.S. EPA in the
development of a set of environmental accounts for the Chesapeake Region
and | am directing similar activities in the Philippines and in Indonesia for U.S. AID.

| appraciate the opportunity to discuss resource and environmental accounting
with you today. i : , -

From the earliest days of modem national accounting systems (that is, those

systams devsloped in the first half of the 20th century), economists have empha-
sized the limitations of using monetary transactions to measure total economic
activity, let alone to measurs total socigtal well-being. Nevertheless, the national
accounts—and aspecially cortain sub-totals drawn from these accounts such as the
Gross National Product—have gained popular status as a key measure, if not the
key measure, of a nation’s economic and social performance. .
.- Howaever, thers are many, especially members of the environmentalist communi-
ty, who have joined economists in expressing unhappiness with the status given to
the national accounts as a barometer of societal performance. Since the 1960s,
environmentalists have been especially concerned that the accounts fail to refiect
peliution and general environmental and natural resource deterioration. A further
source of imitation is that efforts to clean up the environment or to prevent resource
degradation, if undertaken by the business sector, could actually iead to a reduction
of meaesgred real gross product even as environmental and resource conditions
improved. S

Perhaps because of the GNP’s neglect and even perverse treatment of anviron-
mental changes, environmentalists looked upon the economics profession as more
enemy than ally. There are, however, many resource economists who are also
concemned about conventional economic accounting, alhough not necessarily
because of their failure to measure social well-being. Rather, they find the ac-
counts less useful for policy than they otherwise could be. In particular, the neglect
of environmental activity means that the conventional accounts are unable to shed
any light on potential economic-environmental interactions. Furthermore, since the
conventional national economic accounts also ignore deterioration of the nation’s
environmental and natural resource base, they paint a falsely optimistic picture of
a nation’s prospects for sustainable economic growth,

In responsa to these concerns of resource economists, environmentalists, and
the general public, there have been several efforts in both industrialized and
developing countries to find ways of improving the ability of conventional economic
-accounting systems {o respond to degradation of the natural environment and 1o
reductions in the stock of natural resources. Over the years | have been an
interested observer of these efforts. Many ofanny observations have been summa-
rized in a World Bank survey of resource environmental accounting efforts
underway in industrialized countries. | would like to inciude this survey as part of
the written record of these hearings. : ) o

Today, | would like to address the question of whether it is desirable and
practical for the United States to undertake a major effort at resource and environ-
maental accounting at this time. | befieve the answer to this question depends on
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how one views the purposes of accounting. Differences of opinion on this score
largely explain the wide variations in accounting approaches which | have observed.

| have grouped these approaches into four categories. First, there are efforts
" to identify more clearly the consequences of environmental degradation and
environmental protection activities that are already measured in the conventional
national economic accounts. In particular, there is the attempt to measure expendi-
tures intended to "defend" against environmental insult—that is, those expenditures
‘'on paint, filters, preventive health care, etc. that are engendered by the deteriorat-
ing environment—as well as expenditures on pollution abatement and control. A
program along these lines has been underway for some time in the United States:
namely, the BEA publication of Pollution Abatement Expenditures. Secondly, there
are efforts at supplementing the economic accounts with a physical accounting of
changes in the stock of various natural resources such as forests, minerals, fish,
etc. While-the Norwegians are leaders in-these efforts, similar activities are
underway in France, Germany , and a number of developing countries. Thirdly,
there are efforts to measure the depreciation value of the deplstion of various
natural resources such as timber, oil, and top soil. My colleague, Robert Repetto,
has been a pioneer in this approach. His work in Indonesia, Costa Rica, and China
has had influence world wide. ‘Finally, there are efforts to construct comprehensive
. frameworks that closely integrate environmental and natural resource activity with
_the ordinary economic activity already covered in the conventional economic
accounts. Projects along these lines are underway at the U.N. Statistical Office,
in Austria, and in the Netherlands. | have, on a pilot basis, developed such
acoounts for the United States and for the Chesapeake Bay region.

While there is a wide variation in approach represented by these efforts,
unhappiness with the way conventional income measures’ reflect the-environment
provides a common motivation. However, the general goal of improving the GNP
may be outweighed by more specific policy objectives. These approaches do not
necessarily represent different methods of attaining the-same objective, but, more
likely, different methods of attaining different objectives. - o

Accounting—whether it be resource and environmental accounting, national
economic accounting, or ordinary business accounting—serves two related but
conceptually distinct functions. First, the process of accounting generates indicators
(e.g., the GNP, profits, net worth) that show how well the nation (or business) is .-
doing—a "scorekeeping” function. Atthe sametime, the accounting process serves
to organize basic information the nation (or business) needs to manage its econom-
ic affairs—a "management” function. Data on production, sales, and expenditures
are the raw materials of the accounts. They are also essential inputs into the
management process, whether for a nation or for a business. : ’

* Different approaches to resource and environmental accounting appearto reflect
different emphases on the roles of scorekeeping and management. The.Norwe-
gians, as good "managers”, have developed an accounting system that provides
information directly used in their economic planning models. As the data in this
'system only measure resource use and environmental conditions in physical terms,
© they cannot be used to adjust conventional economic indexes such as the Norwe-
gian GNP-and there appears to be no interest in Norway in doing so. In contrast,
the approach of my colleague Robert Repetto, with its emphasis on accounting for
the depreciation of natural resources, serves "scorekeeping” needs. The intent is
to produce an improved measure of sustainable economic activity.

‘Besides fuffilling different objectives, the two functional roles of the accounts
make different demands on the accountant. . For the scorekeeping function, the
emphasis is on the production of a final set-of accounts. For these accounts to
generate meaningful indicators of the profitability of a business or of the economic
status of a nation, data should be comprehensive and reasonably accurate—at
least to a degree that would assure that the resulting indicators are not misleading.
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For the management function, the emphasis is less on the final set of accounts
than on the process of accounting. Indeed, the management functions might be
well served even if lack of data or disagreement on measurement techniques
delayed or sven preciuded the completion of the final accounts. in some business-
s, for example, final accounts do not appear until long after the end of the fiscal
year. Often these accounts are infested with controversy dus, perhaps, to arbitrary
depreciation practices or to disputes over whether a particular expenditure is a
current or capital cost. Neverthelsss, the lack of a timely income staterment or of
a non-controversial balance sheat does not vitiate the accounting process. its value
as a scorekeeping tool may be overshadowed by its valus as a management
tool—the accounting process continually generates crucial information necessary
for the operation of the business.

My survey of various resource and environmental accounting approaches,
saveral visits to accounting workshops over the years, and exposure 1o a growing
literature on the subject has uncovered a large amount of highly critical material.
Authors do not appear reluctant to defend their systems by finding fault with the
approaches of cothers. Yet, when one appreciates the distinct roles for
accounting—the production of indicators and the suppon of the management
process—much of this criticism seems misplaced. ¥, for example, the purpose of
a particular approach is to generate measures of resource depletion or indicators
of sustainability of income—clearly scorekeaping functions—it seems imelevant to
condemn the approach becausa it fails to provide the specific information needed
for environmental policy management. Conversely, it seems equally irrelevant to
criticize an approach whose primary purpose is 10 serve policy management
becausae it fails to generate non-controversial measures of economic performance.

| believe that both functions of resource and environmental accounting—score-
keeping and management—have important policy roles as nations continue to
increase their pressure on the world's finite stock of environmental and natural
rasources. Imagine we are involved in a serious athletic contest, To be successful,
we have to know both how well we are doing (scorekeeping) as well as what
actions fo take if we do not like what we see (management}. But unike the cass
with most athletic contests, thera is, at present, no consensus of how the environ-
mental score should be kept. While many of us fesl that the conventional GNP
d%o;nfn’t provide the right tally, there is no genaral agreement on methods to make
it better. o e

‘Therefore, | do not believe we are ready at this time to replace the conventional
GNP. However, efforts to refine scorekeeping methods should continue. | would
like to see thasa efforts take place within a comprehensive program of resource
and environmantal accounting—especially a program that develops data showing
the interactions between environmental activity and conventional economic activity,
Such a program, | believe, would, even in its early stages of development, generate
information crucial for the support of rational environmental and resource policy.
The program would, in other words, serve the management function. it would help
keep us in the contest between world economic growth and environmental degrada-
tion even while we are learning to keep score.

Thank you very much,
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Abscract

Several industrialized countries have explored or are.in the process of

_ developing alternative methods to account for the economic implications of
‘envirornmental degradation and resource depletion. There is a general perception

" that the conventional national accounts reflect environmental and resource
changes poorly and thus may.generate estimates of income levels and growth that
are not sustainable. Because of their often severe resource and environmental
problems, similar concerns are being expressed in the developing world. Should
these countries decide to undertake their own programs in resource and

environmental accounting, they may benefit from the experience being gained in

the industrialized countries.

The purpose of this report is to survey accounting efforts in several
industrialized countries and to evaluate them to the extent possible, with the
understanding that many of the programs are in their initial stages and are,
thus, undergoing continual revision. All the approaches surveyed can be
classified into four groups. The first approach involves the identification of
pollution-abatement and other environmental expenditures. This approach
characterizes official efforts in the United States, although similar statistics
have been prepared in France, Germany, and the Netherlands. A second approach
18 to account for flows of and changes in the stocks of resources using physical
units of measure. Most of the Norwegian resource accounting activities are
along these lines. Similar physical accounts also exist in France. A third
approach is to adjust GNP and NNP by subtracting out the value of natural
resource depletion. This technique has been applied in Indonesia by Robert
Repetto and his associates at the World Resources Institute. Similar activities
are underway in China and Costa Rica. Finally, there are approaches that
attempt a comprehensive resource and environmental accounting in both physical
and value terms. Early Dutch efforts and the approaches of Peskin and of staff
menbers of the U.N. Statistical Office fall into this category.

These various accounting approaches are described in terms of how they
respond to perceived deficiencies in the standard economic accounts. Problems
_of implementation are also identified. The report then focuses more directly
on the various country efforts and, in particular, their objectives' and their
data needs. :

The principal findings of the survey are as follows:
A3 .
1. Most approaches attempt to address one or both of the two major
functions of conventional national accounting (performance
measurement and data framework).

2. Regardless of the intent of the various approaches, they may better
succeed in addressing one function more than the other. Thus, each
approach should be judged on its actual as much as its intended
outcome ., ’
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3, The approaches differ significantly 1in their complexity and
covarage, . ‘ ’

&  The difforences in complaxity and coverage reflect not only the
relative eaphasis on the two major functions of national accounting
but alsc diffarant policy objectives.

5. While the approaches may have d{fferent structures, raflecting their
diffarent eophases and policy objectives, they may be simflar in
their data requirensnts. Thus, oxtensive dabate over the relative
merits of each approach, as s prerequisite to implementation, may
be unnecessary or even counterproductiva,

6. Because of wmissing information--especially regarding data
developaent costs--1t was not possible to determine the
cost-effectiveness of the various country efforts and cthe
implications of these efforts for pelicy-making.

Becauss many resource and envirormental accounting programs’ are still in
their initial stages in the industrialized countries, thers is, at present,
1i{ttle applicable experfence that can be iznediately transferred to developing
countries. However, the findings suggest that, should a developing country wish
pursua its own program of resource and environmental accounting, it need not
aake a firm commitment to any particular accounting approach before data
devslopmant begins. Dats collected to support an initial approach most likely
will support alternative choices in the future and way be valuable for other
purposes as well. A final decision regarding framework or systes design and the
depth to which the approach is implemented should reflect a comparisen of the
individual country’'s policy needs with the resources it can devote to data
development.
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A SURVEY OF RESOURCE AND ENVIRONMENTAL ACCOUNTING
IN INDUSTRIALIZED COUNTRIES ’

Introduction

In response to concerns about the ability of conventional national
accounting systems to reflect adequately resource depletion and environmental
degradation, several industrialized nations have embarked on programs of
research with the objective of developing improved resource and environmental
accounting approaches. The overall goal of these programs is to supplement the

. conventional economic accounts, which generally follow the accounting patterns
recommended by the United Nations System of National Accounts (SNA), with
supplementary or satellite accounts that will address the environmental and
natural resource concerns.

Since many developing nations have both heavily resource-based economies
and severe environmental quality problems, their need for improved resource and
environmental accounting may even be greater than is the need in the
industrialized world. While there is good reason to believe that there is no
single resource and environmental accounting approach that is immediately
transferable and is applicable to all developing nations, it is likely that the
eventual choice will contain elements from one or more of the approaches being
adopted in industrialized countries. Therefore, as developing countries
formulate their own solutions, they should find the experience of the
industrialized nations helpful.

Accordingly, the purpose of this report is to describe current and planned
efforts to make national economic accounting systems more responsive to changes
in the environment and natural resources, and to point out those aspects of
alternative approaches that may or may not have relevance for the developing
world. It should be emphasized that any comparisons made between approaches are
for the purpose of exposition. The intent is not to *rank® the approaches.
Nor is it the intent of this report to recommend any particular framework,
system, or approach. ’

Scope of the Survey

There are no standard definitions of resource and environmental accounting
approaches. The term "envir tal ing" could be used, for example, in
the general sense of "taking account of the environment® or in the much more
specific sense of setting up some sort of double-entry bookkeeping of
environmental activity. This survey covers approaches that are less general
than the former but not quite as specific as the latter. Specifically, it only
covers those approaches that attempt to correct deficiencies in the conventional
economic accounts. In principle, the approaches could range from those that
require s major restructuring of the conventional economic accounts to those
that only call for separate ("satellite") physical natural resource accounts
with indirect links to the conventional economic accounts. In practice, most
the surveyed approaches are closer to the latter than the former.
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It should be noted thar the perceived deficiencies in the standsrd
sconomic accounts could refer to account aggregates that, bscauss of their
neglect of resources and the environmsnt, appear misleading either as asasures
of economic activity or of economic wall-being. On the other hand, the
daficiencies could refer to possible weakness in ths standard accounts in thair
role as an information system. Some of tha surveyed approsches address the
former, some the latter, and some both.

Indeed, before one makes any judgments about these approaches, the dual
role of the natfonal accounts should not be forgotten. Because these approaches

can both generate alternative measures of ic perfor and serve as an
infornation gystem, it is possible to take exception to the way the approach is
used to create new indexes of ic perfor , but still rate the approach

highly valuable in terms of its coverage of envirormental and resource
degradation.

In general, the focus of the survey i on those resource and environmental
accounting efforts taking place, that have taken place, or will scon to take
place within (or with support of) official governmental agencies of the
following countries: Australia, Canada, Prance, Japan, The Retherlands, Norway,
West Germany, and the United States.! However, because they provide useful
points for comparison and because some of their features have been applied to
developing countries or are under consideration for adoption, three other
accounting approaches, which are not country-specific, will also be covered: the
approaches of Peskin, Repetto, and the Unfted Natfons Statisticel Office.

The survey depended primarily on written materials such as reports,
letters, and official publications, and mainly those available in English. It
is confined to more or less "official” accounting effoxts. University-sponsored
and private research by country nationals is not covered. To be considered
"official”, the work must be conductéd under tha auspices of as govarnmental
agency--usually a statistical bureau--and be part of a governmental program.
It 18 recognized, however, that the degree of commitment by countries may differ
as evidenced by different staffing levels, financilal support, and by different
project longevity. By these criteria, one might conclude that the Norwegian
effort is more "officlal® than, say, the Dutch or French effort, with the
Japanese effort the least "official” of the group.

!The selection of countries was partly based on our knowledge of existing

approaches and on studies readily avallable to the World Bank and the
author. Reviewers have pointed out that there are similar efforts undervay
in New Zealand, Sweden, Czechoslovakia, Hungary, Finland, Portugal, and
Spein. Some of thess efforts are briefly described in (ECE, 1$90). Work
{8 also undervay in China using &n approach similar to that of Robert
Repeacto (sce Appendix II), but with far more reliance on labsr-cost as
opposad to market valuations. :
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Brief Overview of Countxy Approsches

L

This section provides a brief overview of the accounting approaches in
place or-under consideration in the countries surveyed. Also briefly described
are other approaches suggested by Peskin, Repetto, and researchers in the United:
Nations Statistical Office. More detailed and critical assessments may be found
in Appendices I and II.

Australia -

Presently, there are no official resource and environmental accounting
initiatives underway at the Federal or state level. However, there is extensive
interest in seversl official agencies and commissions including the Department
of the Environment, the Bureau of Rural Resources, and the R ce As
Comnission. The Australian Bureau of Statistics supports the concept of
satellite accounts to the SNA but is awaiting specific guidance from the United
Nations.

Canads

Statistics Canada is initiating a program on resource and envirommental

_accounting. including the development of satellite accounts. The principal

4

objectives are to assess resource quality and quantity, to provide a framework
for the develop of envir 1 data, and to improve ures of ic
sustainabilicy. ‘There may be parallel efforts under consideration at
Environment Canada. .

Initial emphasis appears to be on the assembly of data on
pollution-abatement expenditures and on the tracking of physical resource flows.
There are also plans for the monetary valuation of physical resources. The
exact form of the accounting framework has yet to be determined but could draw
on earlier Canadian approaches including the STress Response Environmental
Statistical System (STRESS) and the Population-Economy Process model (PEP).

France

Developnent of the French system of Natural Patrimony Accounts has been
underway for .several years, albeit with fairly modest levels of funding. In
concept, this systen is, by far, the most ambitious of the systems surveyed in
this report in that its -intent. is to cover -economic, ecological, and social

.environments. °These: s are 1 ded to be part of. a-multi-level data

system, with raw statistics and data summaries at the lowest levels and with

-aggregate indices of general: welfare at the highest level. The Patrimony

accounts are envisioned to occupy a level between these two extremes.

The Patrimony accounts are further ‘subdivided into physical accounts,
vhich describe physical resource stocks and flows; geographical accounts, which
describe physical resources by region or by ecologic or land classes; and agent
accounts, which describe utilization of resource stocks and flows by economic
groups. The agent accounts are defined in both monetary and physical units.
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While examples of all these different sub-accounts exist for a select
group of “priority" sectors, the final form of the Patrimony syster remains
under development. The intent is to be flexible and pragmatic in order to
raflect changing data availabilities and the needs of policy.

Japan

The last official Jepanese effort to account for envirenmental degradation
was completed in 1973 with the report of the Net National Welfare Development
Committee. However, the estimates have recently been updated to 1985 by Prof.
Rimio Uno of che University of Tsukuba.

The approach involves adjusting conventional GNP in a number of ways in
order to make it better reflect changes in national welfare. Adjustments
include an accounting for the services of goverrnmental and human capital, the
value of leisure time, household production, and the negative effects of
urbanization and pellution. Environmental damages are measuxed by the costs
necessary to meet governmental standards.

While there are no plans to continue this work at official levels, future
resource and environmental accounting wmay be necessary to support
environmental-economi¢ models currently being developed by the Environment
Agency.

Netherlands

While work on resource and environmental accounting, led by Roefie
Hueting, has a long history {n the Netherlands, official efforts to adjust che
GNP for environmental losses and resource depletion have just been initiated.
The intended approach is to subtract from GNP environmental damages, measured
by the costs of technical procedures and reductions in aeconomic activity
necessary to attain & sustainable use of the anvironment, The concept of
"sustaingble use” refers to the ability of the environment to provide useful
functions for the present and into the future. Busting believes that objective
standards to meet this goal can be established from the ecological literature.

To effect the intended adjustment to GNP, a 13-stage program of research
is envisioned. This program covers such areas as problem identification, data
collection, development of suitable technical measures, and costing.

Norway

The focus of the Norwegian approach has been on physical resource
accounting: analyzing the flows of natural resources and pollutants and the
relationships between these flows and economic activicty. Physical accounts
describing levels of stock, discoveries, depletion and deposition of the more
izmportant natural resources in Norway (e. & fish, petroleum, forests) have been
published since the early 1970s.
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The intent of the Norwegian effort is not to adjust GNP. There is no
atteapt to convert physical measures into monetary units. The primary objective
of the Norwegian effort, rather, is to provide data and information to support
both the development of specific resource policy and the general needs of the
Norwegian economic planning process. Therefore, the scope of the accounting
effort and the specific content of individual accounts is determined by
pollcical and practical considerations.

United States

The principal emphasis of official envir al ing efforts has
been on the assembly of pollution-abatement expenditure data. For manufacturing
establishments, the Bureau of the Census has been assembling expenditure data
since 1972. Over the same time period, the Bureau of Economic Analysis (BEA)
has been assembling similar data for more broadly defined national accounting
sectors, relying primarily on a survey of companies. Due to budget reductions,
the BEA survey was shifted to Census in 1989 and greatly reduced in scope.

So far, there are no plans to use these data to adjust conventional GNP.
However, both the BEA and the U.S. Environmental Protection Agency are
currently investigating the feasibility of developing more extensive resource
and envirommental accounts. These accounts may include GNP adjustments. They
are likely to be viewed as supplements to, rather than substitutes for, the
conventional accounts.

West Germany
The Federal Statistical Office is considering the development of satellite
environmental accounts. The intent is to describe the physical state of the
environment but to .link changes in the physical state with economic activity.
The form of these accounts is yet to be determined. However, initial
approaches are likely to reflect recent West German research on the effect on
GNP of defensive expenditures and of pollution-abatement expenditures.

Peskin

The ing fr k developed by Henry M. Peskin is based on a
neo-classical economic theory that treats-envirommental assets as if their
contribution to economic activity were similar to that of conventional, marketed
assets. The "environment® is thus viewed as a producer of inp d by
other productive economic sec¢tors and as a generator of output services consumed
by final demand. The accounting structure, consistent with this theory, has the
input-output form of the conventional consolidated income and product account
wvith several modifications.

On the input side are environmental services to producers (primarily waste
disposal services) and on the output side are positive services to consumers
(for example, recreation services) and negative damages (e.g., pollution),
resulting from the use of environmental services by producers and from natural
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<auses. ‘The various services and danages are valued according to the sstimated
rvlluw ‘to-pay for these services by their ussra. Since ths estiosted input
and output values .zay not :equal, & balancing entry is reguirsd. The accounts
also include on the input side an ‘entry ing for the ic depreciacion
_of environmental assets and natural rescurces. This entry affacts nat product
but not gress product.

As an expariment, the U.S5. Environmental Protasction Agemcy 1s curtently
applying this framework to the Chesapeake Bay reglon of the United States.

Repstto

The approach of Robert Repetto i{s to adjust gross and net income measures
by subtracting out the value of the net depletion of natural resources. The
depletion value {8 measured by the change over the accounting perjod in sales
minus production costs or, equivalently, net economic rent. No adjustments are
made to GNP for pollution damage, current environmental services, or for the
costs of pollution abatement.

The procedures have been successfully applied in Indonssia and further
applications are underway or are undsr considaration i{n China, Costa Rica, and
the Philippines.

United Nations Statistical COffice

Staff of the United Nations Statistical Office (UNSO) (with collaboration
of Carsten Stahmer) have recently designed a system of environmental and natural
resource accounts that closely follows the structure of the conventional U.N.
System of Natfonal Accounts. The preliminary version of this system attempts
to maintain the SNA definitions of productive sectors. The primary purposes of
the system are to explicitly identify financial flows that are anvironmentally-
related, show linkages between physical resource sccounting and wmonatary
accounting, allow for the comparison of environmental banefits and costs, and
provide better indicators of income sustainability.

The UNSO system is currently under revision. Plans are for the
preparation of a "handbook” to gulde potential pllot projects that will test the
feasibi{lity of implementing the system {n developing countries.

Alternative Approsches ’

The survey of accounting activities in industrialized nations revealed a
nuzber of possible approaches to address one or more deficiencies in the
conventional accounts with respect to thelr treatment of natural resources and
the envirenment. These deficiencies involve perceived {nadequacies in the
ability of the accounts to measure economic and social performance, to treat all
sources of income and wealth consistently, and to reflect fully all determinants
of economic activity. Appendix III discusses these igsues more fully. The
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proposed approaches will be discussed in turn, starting, more or less, with
those measures that make modest or little demands on existing national
accounting frameworks to thoss that would entail major changes in the existing
structure.

1. Identification and reclassification of environmentsl expenditures

Expansion of the conventional accounts could mean somsthing other than
extending coverage to envirommental and natural resource activities. It could
also refer to changes in the definition and classification of accounting
entries. In particular, ons of the more-frequently-made suggestions for making
environzental modifications to the accounts (put forth, for example, by the
French and Japanese) is to reclassify final demand (consumption and investment)
expenditures for pollution abatement as.”intermediate,® thereby.subtracting them
from the GNP.? The Germans have suggested taking this approach one step further
by subtracting out (using input-output techniques) currently intermediate
business expenditures on environmental control that may be embodied in the value
of final output. While there has been no effort to adjust GNP in the United
States for environmental expenditures, identifying them constitutes the
principal envirommental accounting activity by official U.S. agencies. Similar
statistics are also generated in France, Germany, and the Netherlands.’

Closely related to the suggestion of removing “final demand”
pollution-abatement expenditures from conventionally-measured incoms is the
suggestion to remove from.consumption certain purch of goods wh only
purpose is to “"defend" against envirommental externalities. The purchase of
face masks, like those frequently worn in the polluted streets of Tokyo and
Taipel, are examples of such "defensive® outlays. However, as desirable as may
appear to deduct defensive cutlays from output, to do so raises troublesome
problens regarding the classification of *final® as opposed to intermediate
input goods.!

The problem is that nearly all 'f1n§1' expenditures can be interpreted as
"defending® against something and thus be reclassified as inputs. As Jaszi

?This approach has reasonably long historic roots. In the many conferences
and workshops on national accounting improvements held since World War 11,
much more discussion has been directed towards definitional and
classification iasues that towards extensions to nonmarket activities.
Typical of these conferences are those of the International Association
for Research in Income and Wealth held every two years. T

>According to Michel Potier, the OECD will review these efforts in a
forthcoming publication.

‘ These - problems were raised Aby George Jaszi in his comments on Juster's
article. (Juster, 1973). . . .
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wrots, *... food expenditures defend against cold and rafn, ... medical
sxpenditures defend agsinst sickness, and religious outlays against the fires
of hell.® (Jaszi comments on Juster, 1973). Indeed, one could insgine s simple
aconomy without investnent or goverrmental activity and where labsr could be
viewsd as the "output® of the household sector and consumption, the ®imput® to
this sector.. Under such a view, there would be no "final” axpenditurss and none
of the usual, well-known sccount aggregates such as GNP. Thus, even in a more
complex econcay, if all "final" expenditures ware interpreted as “"defending®
againat something, &s Jaszi suggests they could be, there would be no GNP.

Wbile Jaszi’s rhetoric servas to highlight the extent of the problem, it
doesn’t provids much guidance as to what should determine whether a comsumption
outlay ia or {s not "final.” In view of the sbove arguments, it clearly is not
ussful to declars all consumption as “intermediate.” But simply following
current practice, with its often arbitrary distinctions (e.g. 2 refrigerator
installed in a2 home is a consumption good: installed in a supermarker, an
investasnt good), is equally unsatisfactory. For exagple, the Japanese and
Peskin accounting approaches both require a negatively signed final good entry
that repr s envir al dasage. The magnitude of this entry aquals the
value of (environmental) defensive outlays plus the value of any remaining
envirommentsl damage.’ If conventional practice is followad with respect to the
treatnent of defensive outlays as positive consumption items, it could lead to
the following unfortunate rasult, Increasas in envirommental damage that
engendered dafensiva outlays of the same magnitude would leave the CNP equal to
what it would have been were there no increase in environmental insule.*

Data on both environmental damage and defensive outlays permit a
comparison of environmental damage with actions taken in defense of this damage.
These data also can be used for analysis of defensive expenditures on prices and
gensral econcaic sctivity. Thus, identification of both pollution-sbatement
expenditures and environmental dafensive outlays seams a vorthwhila pursuit sven
if, as is ths cass in the United Statss, the resulting estimates are not used
to nske any adjustments in the ional ac t aggregates.

2. Physical resource accounting approaches

One of the more practical suggestions for rectifying the deficiencies vith
the ional i ts is to develop separate or “satellite"
accounts that describe the flows of resources, materjals (including pollutants),
and energy that underlie any economic activity. Each one of these accounts

*The valus of air and water pollution damage was about $47 billion in 1978.
Sea the discussion of the Peskin framework in Appendix II.

*This result, however, {s= pfefstable to the current "situation.
- G {onal, diffed GNP will {ncrease as successfully-defended
envirormental damage increases. '

51-706 0 - 92 - 8
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would .display input-output ‘balarices that are sary qu of physical
‘conservation laws. Thus, i_n_-ptlncipln.'su_ch accounts -could not only show the
dépletion of natural resources and additions- to. the resource base through
discovery -and natural .growth,.but also their - transformation into goods and
materials, some of -which may find their way back to -the environment in the form
of pollutants. The material or energy accounts can be. linked to the conventional
economic accounts through the use of ratios .(or input-output coefficients) that
express units of energy or material use per unit of production or sales.

On a more or less "official” governmental level, this general approach is
being tried in France’ and especially in Norway, where a number of resource
accounting tables have been published.? ’

There appear to be two types of physical accounts, both of which are found
in the Norwegian and French systems. The first is a.stock account, which
typically indicates an "opening stock”, any additions to the stock either through
discoveries or growth, any subtractions due to exploitation or natural
destruction, and, finally, a “cloging stock.” This type of account is typically
applied to depletable resources, such as minerals, or to renewable resources,
such as forests. The second type of physical account applies to pollutants.
This account typically describes air and water pollution generation by polluting
source. While there also have been some research efforts to trace the-flow to
final deposition as well as generation, typically the tables only provide some
measures of resulting ambient environmental quality (e.g., air pollution
concentrations, etc.). Many countries engage -in this second type of physical
accounting as part of their efforts to generate environmental quality reports.’

Because purely physical accounting approaches do not attempt to value
material and energy flows in monetary terms, they can not directly provide the

"As is apparent from the discussion in Appendix I, beginning on page A-1-
8, the French system conceptually comprises more than just physical
regource accounting. On the other hand, the scope of the physical resource
accounting--that is, the number of individual resources covered--is
actually far less extensive than suggested in the previous paragraph.

'The OECD also has a pilot project to develop forest and water resource
‘physical accounts for several industrialized nations.

*Ons could argue that this- second.type of data should be more properly
referred to as "environmental statistics® rather than "accounts.” However,
the definition of what constitutes environmental statistics as opposed to
environmental accounts must remain unclear until there i{s, in_the words
of the UN Statistical Office, a "...generally accepted model or
classification of the environment." See (United Nations, 1984).
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informstion to correct socisl and ic indf s generated by ths
conventional accounts. Nor can they add the ¢ {stant traatmant of
depresciation betwssn narural rescurce and marksted capital discussad abovs,
Horeovar, if they ars to be vary cocaprehsnsive, physical accounts can get large
and unwieldy since it i{s hard to find a common physical unit of measure that
would permit aggregation. The asltsarnative is to be selective. Thus, the
Borwegian accounts are confined to a very fev sectors deened important for the
Rorwegian economy: forests, fishing, hydro-power. However, even with lisited
coverage, the Norwegian experience indicates that these accounts can provide
valusble information relsting ic and envir al activity snd, thus, go
;u::a; way towsrds f£illing in the miszsing itens in the economy’s productien
tionm. .

3. Depraciation of markared narural resources

Another approach to modifying the standard ic ts 18 to focus
on their failure to dapreciate natural resource and envirormental assets. This
particular strategy has received recent popular attention through the work of
Robert Repetto and his colleagues at the World Resources Institute.®

It §{s {mportant to note that Repetto’s focus is primarily on what the
Rorvegians refer to as *materisl resources”: those resources, such as ticber and
petroleun, that either gensrate marketsd product directly through harvesting or
aining or attain their aconomic valus by cloaing contributing to the production
of markatad product. Top soil falla into the sacond category. Resources, such
as rivers and lakss, which generate normarketed snvirommantal sarvicas, ara not
coversd., Porests in thelr role as providers of habitat or recreation or other
ssrvices that fall into the nommarketed category are also not covered by the
Rapetto approach.

‘Concentrating on the depreciation of material resources makes sense
especially in resource-based develcping countries and where rescurce problems
nay be quantitatively more important than environmental problems. Thus,
Repetto’s adjustmencs have besn implemented in Indonesia and similar efforts are
underway in Costa Rica and China.

The dapreciation calculations depend on estimates of changes in the
physical stock of the natural resource times the difference between the average
unit price and extraction cost of the marketed resource over the accounting
period. This procedure, due to landefeld and Hines (1985), 1is only an
.approximation to true economic depreciation (the change in asset value over the
accounting period, where the asset value equals the present value of the future

¥See Rapetto (1989).
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stream of services)." Experts in forestry (e.g., Clarke and Dragun, 1989) have
questioned this approximation for renewsble resources. - It is, for exanple,
quite possible that physical reductions in the size of a forest could lead to
larger long-run yields and, thus, increases in asset valus (quite apart from any
increases that may be due to asset revaluations).

In addition, the Repetto approach has also been questioned by those with
strong interests in countries highly depend on non-r ble r ces guch
as petroleunm (e.g., El Serafy, 1989). In this case, the criticism has to do not
Just with the method of calculating depreciation but, rather, with the entire
procedure of defining net income as the difference between gross income and
depreciation.” This criticism appears to stem from the observation that
depletions of physical resources may not be welfare decreasing if some of the
proceeds are re-invested such as to replace the eventually depleted physical
resource with a new asset of equal value. Thus, if a country’'s wealth were
totally dependent on, say, mineral reserves, its net income, calculated with the
Repetto depreciation adjustment, could equal zero even though it might ‘enjoy
relatively high levels of consumption and end up with no diminution in wealth.®

A third criticism of the Repetto approach is related to this second
criticism: namely, that the procedures thus far adopted have not captured all
the creation of new wealth due to the destruction of natural resource wealth.
Essentially, the analysis has been partial--focusing on one asset at a time.
In developing countries especially, some of the new wealth will be in the public
sector or it may be nonmarketed wealth. In either case, it may not be fully
accounted as "investment® in the conventional income accounts.

Note also the implicit assumption that the difference between price and
extraction cost 1is non-zero--that s, there is rent. Vith certain
resources, such as open-access fisheries, free entry may reduce rent to
Zero or near zero.

BE]l Serafy would define the "true” income generated by natural resources
as annual proceeds from its extraction less an amount that if invested
would earn a return that would replace the resource when it is exhausted.

BThis criticisn, vhile valid, may be more a criticism of net income as an
income or welfare measure than a criticism of depreciation accounting per
se. Moreover, it is not clear that when a country totally depends on its
mineral base, net 1 would arily equal zero. 1lf, for example,
the re-invested proceeds supported domestic production, net income would
equal the value-added of this production less any depreciation of the stock
of growing capital that supports this production. Thus, a more complete
accounting framework--one that captured both the inconme generated by the
depletable asset and any incoms deriving from investments of the proceeds
from the depletion activity--should meet much of this criticisa. .
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It does not appear that any of these criticisms are overly damaging. The
first one could be met by using a more sophisticated depreciation calculation
that betrer captured the long-run value of renewable rescurces. The third
criticisa and much:.of the second could be met by the use of a more general and
Sore coaprehensive accounting approach. Finally, information supporting the
Repstto approach could also be used to define a nov income aggregate if one
wizshed to follow El Serafy’s suggestion.

4. TPull environmentsl and natursl rescurce accounts with valustion

This final modification to the fonal s is the most ambitlous
since its intent i3 to accoumodate all the elements of physical resource
accounting and natural resource depreciation calculations but also to place
monetsry valuas on all phyaical entries. The Dutch (Hueting, 1980) system, the
United Nations Statistical Office (Bartelmus, Stahmer, and van Tongeren, 1989)
franework, and the Peskin (1989) framework provide three examples of this
approach. However, while all three strive for ocnetary valuation, there are
diffarences In coverage, presentation, and valuation methods.

The Dutch approach centers around the concept that there are various
“functions® of the natural environment and that there is competition for thase
functions by varicus “agents® in the economic and envirornmental system. Each
agent coapetes for a function (e.g., industry competing for water for waste
disposal) against other agents cowpeting for the same or different functions
(e.g., households competing for drinking water). This competition may lead to
8 "losa of function” as perceived by competing agents. Hueting values this loss
by the estimated cost of restoring the function to a "sustainable™ level as
datarninsed by scientific standards. This cost plus any ex post environmental
expenditures is deducted from conventionally measured gross product. It should
be noted that Hueting does not value the functions themselves--only the losses
in function due to competition. Thus, there is no positive adjustment to
conventional product due to, for example, nonmarkered recreational services
provided to houssholds by ths natural anvironment.

The proposed UNSO framework has a more conventional accounting
appearance.” Indeed, it was designed to be a satellite account to the SNA and,
theraefore, attempts to follow SNA accounting conventions. In particular, the
coverage is limited to these sectors (or "production boundary") defined by the
SNA. Like Hueting, the UNSO framework also accounts for damages or losses . in
function. 1In eddition, it covers the depletion of natural resources.

While £t follows SNA nei::oting, the UNSO framework tresats the despraciation
of natural. ressurces quite differently from the standard SNA treatment of

. “The discussion of the proposed UNSO framework here and in Appendix II is
based on currently available materials. It is the author’s understanding
that the proposal {s undergoing substantial revisfon.
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ordinary marketed capital. In particular, the depreciation of natural resources
{s treated as separate deduction froam gross product, made before any deduction
of ordinary depreciation. The gross income so adjusted is termed "sustainable
gross income.® Moreover, environmental damage estimates are entered into the
accounts as if damage were another . type of resource depletion. In effect,
environmental damage is viewed as a destruction of envirommental assets.
Although one could take issue with both the accounting treatment of resource
deprecfation and with the accounting of environmental damage, it does not appear
too difficult to rearrange these entries more conventionally.

As is the case with the Dutch approach, environmental damage values are
estimated by the costs to eliminate the damage. Therefore, there is no way of
comparing the values of damages with the opportunity cost of eliminating these
danmages. It is thus not possible for the accounts to generate data that could
be used to investigate the economic efficiency of environmental policy.

‘A third version of a complete set of resource accounts with valuation is
Peskin’s neo-classical framework. This approach treats the services of
environmental and resource capital as if these services were marketed. These
services are entered into the accounts as inputs, if consumed by production
sectors, or as output, if consumed by final demand sectors (such as households).
Since the consunption of these services usually leads to dis-benefits (e.g.,
waste digposal - services lead to pollution), the negative value. of these
dh-bcueﬂu (or “"damages®") 1is also entered into the output side of the
accounts. : .

Input services and damages are valued as if the services and damages were
traded in private markets. In particular, envirommental input services to
producers (for example, waste disposal services) are valued according to
estimates of the producer’s willingness-to-pay for the services. Similarly,
resulting pollution damages are valued in terms of what damaged parties would
be willing to pay to avoid the damages. In practice, these willingness-to-pay
estimates rely on a number of approxinacion apptoachea drawn from the
environmental benefit-cost literature.

A sajor difference between the Peskin framework and that of the Dutch or
the UNSO is that input services and any resulting damages are valued
differently. Like the Dutch and the UNSO, data on the prospective costs of

- attaining standards are widely used--not, however, as estimates of damages but

rather as proxy umeasures of the willingness-to-pay for the service by the

‘consumexr of the service (or "polluter”). Resulting damage valuations are also

based on willingness-to-pay concepts. However, the estimates are based on
results of cost-benefit studies that usually avoid the use of pollution control. '
costs as willingness-to-pay proxies. Rather, these studies rely on such
techniques as property-valuation, the travel cost method, contingent valuation,
estimated productivity losses, etc. Thus, unlike the Dutch and UNSO framework,

YSes Freeman (1979) for an overview of these :oehniqu.u.
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data from Peskin’s framswork can bs (and was) usad to assess the relative
efficiencies of anvironmantal policias.

A very limited implemsntation of this framework was completed by Peskin
and his colleaguss at the National Bureau of Econonic Research and Resources for
the Future using U.5. data. This implementation excluded deprecistion
. caleculations and the only environmental services measured were thoss sssociated
with the disposal of pollutants to air and water. However, the satimates did
includs both the positive and negative aspects of these pollution activities.
In addition, data from this linited implesentstion was used by the U.S.
Environmental Protection Agency, the U.S. Department of Agriculturs, and the
U.S. Nationsl Ocesnic and Atmcspheric Administracion in connsction with a
munber of policy studies. (Sss Appendix II, pages A-I1.4 for references.) More
recently, ths U.S. Environmental Protaction Agency, as a pilot study, is using
the Peskin framework for the development of a set of resource and environmental
sccounts for the Chesapeake Bay. -

As with the Dutch, Jepenese, and UNSO frameworks, it is possible to usge
the Paskin accounting data to re-adjust conventionally-measured gross product,
Adjusting U.S. GNP downward due to the negative value of pollution lowered GNP
by about 2.5 percent in 1972 and by about 1.5 per cent in 1978, the lower figure
being due to the effects of the pollution-control policies of the early 1970s.

Izpleneptation Considezacions

All thess modifications to the standard accounts pose their own specific
izplementation challenges.

1. Difficulties in estimating pollutlon-eon:iol expenditures

The basic approach used in the United States to estimate pollution-control
expenditures {s to rely on surveys of firms and induscrial sstablishments.
Based on the written material available, it i{s not c¢lear how the Germans and
Japanese developed their own versions of such axpanditura data. Besidas the use
of surveys, it is possible to estimate such expenditures by using engineering
estimates of pollution-control costs along with assumptions concerning payment
schedules and the amount of time needed to install control equipment. The Dutch
use both approaches--that {s, the Central Bureau of Statistics surveys
enterprises and governments, but uses technical literature and statistical date
to £111 in gaps.

While surveys may be more accurate, their use presents difficulties. For
exarple, the respondent may be unable to make.a reliabls cost astimate either
because internal corporate accounta do not i{dentify pollution-contrel outlays
or because pollution contrel outlays cannot be separated from other
expenditures. The latter problem often arises when the pollution control is
brought about by process changes or by plant modernization. Also, it is not
clear how "{nternal” transactions should be handled. A factory may use its own
land for pellution control purposes while another might have to purchase the
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requisite land. Even though the .first factory incurs 'no expenditure for land,
it might be argued that an imputed expenditure value should be assigned anyway
in order to maintain comparability.

If U.s. experience i{s any guide, poor response rates can be a source of
additional statistical problems including bias. In past surveys, usable
responses were often less that fifty percent of the total.® It is quite
possible that the responses tend to come from the firms experiencing the
relatively larger pollution-control . expenditures. If so, the resulting
estimates may be biased in the upward direction.

2. Difficulties with physical accounting

There are both practical and conceptual difficulties associated with
physical resource accounting. In addition to the obvious problem of having to
assemble data on the stock of physical resources, any changes in this stock,
and their transformation into products and waste materials, there is the
practical problem of just what to collect and in what detail. Lacking a common
unit of measure, it may be difficult to make comparisons and to determine what
is or is not important. As a result, even though the physical accounts of, for
exampla Norway are quite detailed, some may justifiably feel that relatively
too much detail has been provided on, say, material resources (such as forests)
and relatively too little on industrial pollution.

The lack of a common monetary unit of measure creates conceptual problems
as well. With different physical units, aggregation, of course, is impossible.
And while omne .could find a non-monetary unit of measure that would be applicable
to a large number of different resources (e.g., weight or volume), it is not
obvious which single .measure will convey the most useful information. Indeed,
even ignoring the aggregation problem, it is not obvious which unit of measure
is appropriate for any individual natural resource. For example, the reduction
in the size of a forest could be measured in terms of the. reduction in the
number of trees, the number of trees of a particular type.of specios (e.g.,
hatdwoods), the volume of available timber, or the Acroage

'rhe obvious response to this ptoblem is to use a variety of units of
measure. However, the greater the variety of units, the more complex the
framework and, as Hueting points out (Hueting, 1988, p. 5), the greater are the
difficulties in making  aggregations useful to policymakou Moreover, as
Alfsen and Lorentsen (1989) have emphasized, the more complex the framework, the
greater the costs of data development, and the greater the possibility that
resource accounting costs will exceed the benefits of the effort. Perhaps, with
more experience in actually implement!.ng such accounts will come a satisfactoty
compromise. . . .

“See Peskin (1978).
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3. Difficulties {n estimating natural rescurce apd sovircamental
depreciation .

As with physical resource accounting, deprsciating natural and
environmental resources presents both conceptual and practical problams. The
principal conceptual probles involves an important distinction that must be made
between physical deterioration and the loss of economic value. Only the latter,
the true econsmic depreciation, is properly deducted from gross income to
produce net incoma.

While physical deterioration of, say, a natural forest may {mply that the
forest depreciates in value terms, it need not necessarily be the case. For
both economic and biological reasons, the smaller physical forest may show a
gain In economic value--that {s, it may show negative deprecistion or *capital
gain.® Such apparent aromalous behavior can arise because the valus of a
resource depends not just on its short-term ability to generate sutput, but also
on its ability to generate something of value over its entire life. While, for
example, the smaller physical forest may generats lsss product in tha near-ternm,
it might be biologically and sconomically more productive than a larger, pethaps
more crowded forest, over the long-term. Also, {t might happen that the demand
for the output from a smallar capital stock rapidly increases over time. 1If so,
agein its aconomic value could grow as its physical size diminishes.

The conceptual problem of estimating true ecenomic depreciation may not
creste major practical difffculties {f the capital stock {s traded in
well-functioning markets. 1In this case, cbserved market values may suitably
reflect the long-run, future economic productivity of the ssset--or, at least,
a market consensus of its long-run productivity. However, most natural resource
and envirormental essets are not traded in markets, even though cerzain products
generated by thege assets (e.g., hardwoods from & rain forest) may have
market-determined values. Thus, both the current value of many natural
resources and most environmental resources and the change in this value, or
depreciation, must be "imputed® or Inferred. While market-observed prices may
provide valuable information for these inferential estimates, focusing only on
the marketed outputs of an environmental or natural resource asset can lead to
substantial underestimates of value and incorrect estimates of depreciation.
Put simply, the value of a rain fozes: is greater than che value of all its
salable hardwoods.

4. Difficulties in estimating environmantal and natural rasource
sccounts with valuation

As suggested above, the most challenging modification to the conventional
national accounts would not only be to Iinclude the above elements of physical
and cost accounting but, I{n addition, to place monetary values on the services
generatad by natural and environmental assets.

The principal problem, of course, is to place values on the services and
on any societal dameges that may arise dus to the consumption of these services
(e.g., pollution from waste disposal services). There are a number of methods
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for doing this. For example, we have seen that both the Dutch.and the Japanese
spproaches value damages by the costs of their elimination. However, zany
econonists would prefer to rely on the "consumer-sovereignty"® concept according
to which the value of the environmental service is equal to what consumers of
‘the service would be willing to pay for the service. Similarly, the value of
any damages to society for, say, pollution, would be equal to what members of
society would be willing to pay to avoid these damages.

While implementing this valuation principle presents many technical and
data problems, estimation methods exist and are continually being refined. It
is true that these techniques have been attacked as judgmental and subjective.
But such criticism can be directed against any estimation method that is not
commonly accepted. It is possible that as resource and environmental accounting
becomes more widely adopted, techniques for estimating, say, the monetary value
of health damage could b as pted as the methods for estimating the
depreciation of plant and equipment. (It should be noted that direct
observation of true economic depreciation is not possible. Some estimation
procedure is required.)

There is, however, a conceptual problem that has little to do with data
and technique: namely, the appropriat of the r-sovereignty principle
for determining societal valuations. Many justifiably fear that many services
of the environment are too socially important to be determined by
willingness-to-pay techniques. In the first place, these techniques favor the
rich over the poor, since the empirical evidence i{s often based on observed
expenditures for envirommentally-related goods. In addition, there may be
services of the environment whose. long-term value . to soclety may be
under-appreciated by present-day consumers. The long-term ecological value of
certain species or the opportunities for future generations to have the option
to enjoy the gifts of nature may be two examples. For these sorts of
envirormental and natural resource services, it may be necessary to find
alternative valuation principles.

Fhy Accounting Appxoaches Piffer

As has been discussed above, there has been a variety of responses to
perceived inadequacies in com ional ing systems in various countries.
What has not been addressed 1z why particular approaches were chosen, as well

as how successful, how cost-effective, and how policy-relevant the approaches
were.

. Undoubtedly the selection of approaches is affected by a number of
capricious factors such as historical .accident or simply the interests of the
individuals responsible for developing the approaches. However, to the extent
that the accounting approach is to serve policy needs, the selection probably
also depends, to some extent, on an objective or subjective effort to balance
policy goals against the costs of attaining these goals. Therefore, one would
expect these approaches to differ to the extent that differences exist in the
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functions these approaches are expected to serve and in the costs of generating
data.

Certainly the expressed purposes of the varicus accounting efforts differ.
In addition, one can {dentify actual purposss to which the approaches have been
put to the extent that, as is the case with Norway, there is a hiscory of
implenentation. Also, it is possible ro identify potential purposss bassd on
considerations of the structure of the propossd framework or systam. These sams
structural considsrations aight also suggest instancas whers the fulfillmant of
expressed purposss is sxtremsly unlikely. Thus, if ons expressed objective was
to support cost-benefit analysis of policy, attainment of this objective may not
be possible to the extent that, as is the case with several approaches, cost
sstimates were used as & proxy for benefits.

The following chart (Figure 2) attempts to compare various approaches in
terns of functional objectives,

FIGURE 3: PRIMARY FUNCTIONS BY ACCOUNTING APPROACH
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Note that in some cases (e.g., the UNSO), the approach is only {n the
planning stage. Therefore, {t was only possible to determine expreased or
potentiasl objectives. 1In other ceses (e.g.., Norway), the chart can rely on
actual experfence. Thus, while the box labeled "IMPROVED ECONOMIC PERFORMANCE
MEASURES® {s checked for both the French and the Repstts approach, only in tha
case of the Repettc approach is there actual evidence that it is being put to
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this purpose. For this reason, it is probably more illuninating to compare the
approaches in terms of the indicated differences in function rather than the
sinilarities. More specifically, it is apparent that certain approaches have
very linited cbjectives (e.g., the United States), while others are far more
anbitious (e.g., the French). Given these large differences, it is difficult
to deternine whether any one of:these approaches is clearly superior as each one
may outrank the others according to its own objectives.

The approaches differ also in terms of cost of data gathering and effort
involved. Unfortunately, however, the available information does not permit any
analysis of these costs.” As. a result, analyzing these approaches, even
informally, in terms of their cost-effectiveness will have to await the assembly
of further information.

However, the written materials do give some indication of the types of
data that are required to support the various approaches. Figure 3 describes
the different data needs for actual and proposed country approaches. For
comparison, the actual and prospective data needs of the Peskin, Repetto, and
UNSO approaches are also shown.

The types of input data have been grouped into four categories. First,
are those data that have to do with natural resources that generats marketable
output or what the Norwegians refer to as "material resources.® Second, there
are those data that describe the state and use of environmental resources,
resources such as air or vater that generate nonmarketed environmental services.
Third, there are data on environmental. expenditures, divided into those ex post
expenditures that already in the conventional national accounts (but usually not
separately identified as such) and those ex ante costs of environmental control

res ded to reduce pollution or otherwise mitigate environmental damage.
Finally, there are data on transnational pollution and on global damage.

-7In fact, one feature common to all the countries surveyed is the ‘lack of
detailed information on data was gensrally not possible to determine from
the written materials how data wers obtained or how such data will be
obtained for those approaches still in the -planning stags.
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FIGURE 3: DATA COVERAGE BY ACCOUNTING APPROACH
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Consistent with the differences in objectives, there are differences in
data coverage. Generally, the more ambitious the objectives, the wider the data
coverage. However, wide coverage does not imply identical coverage. Both the
French and the Dutch approaches have broad objectives and fairly wide coverage.
. However, the French appear to have relatively less interest in international

envirormental data and cost data, both of which are (or will be) priorities in
the Dutch approach. . K

One important message that can be drawn from Figure 3 is that frameworks,
which are structurally very different, can rely on similar data sets.
Therefore, with respect to the “data framework” function of national accounting,
some of the differences between these approaches may not be a great as they may
first appear.

Principal Findings

Among the more ioportant findings from this survey of resource and
ing in industrialized countries are the following:

1. Most approaches attempt to address one or both of the two major
functions of conventional national asccounting (performance
@msasureaent and data system). '

One major function of the national accounts is to provide

es of ic and social performance. The surveyed resource
and envir 1 approach address a deficiency 1in the
ional s as to -their ability to fulfill this purpose.
The ional s nisstate income and, perhaps, growth

because of their neglect of envirommental deterioration and the
depletion of natural resources. A second major function of the
national accounts is to.provide for a coherent data base to support
economic policy, research, and modeling. There is a perceived need
for additional information that will better reflect
environmental-economic interactions.

The various approaches differ on their emphasis on each of
these two broad functions. Thus, for example, the responsible
governmental agencies in Norway and the United States have so far
shown little interest in producing a "better GNP." Their emphasis,
instead, is on producing a better data base for policy analysis and
economic modeling. In contrast, Repetto’'s primary concern is to
correct the tendency of conventional income indicators to overstate
the rate of economic performance. It is difficult to be as clear
as to the precise degree of relative emphasis of the other
approaches, since they are in earlier stages of development.
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2. Regardless of the incent of the various spproaches, they may better
succesd -in addressing ons function mors than the other. Thus, the
spproachas should ba judgad on their accual as =much as their
intanded outcomss.

All the approaches depend on the asseably of ons or more data
bases. These data bases can all support to some desgres the
data-developmant function of Income accounting. Therefore, even if
outside observers are mnot interested in a particular aggregate
incone adjustment proposed by the approach, they still may find the
asgembled data to be of significant value.

3. The approaches differ significantly in their complexity and coverage.

The U.S. ' (BEA) approach is nsrrovly focused on expenditure
data while tha Dutch, UNSC, and Peskin frameworks cover a wide range
of dats reflecting snvironmental-aconomic interaction and resource
depletion. The Norwegian, French, and Repattc approachas appsar to
fall somevhere between these two extremes.

4, The differences In complexity and coverags reflsct not only ths
relative emphasis on the two major functions of national sccounting
but also different policy objectives. ’

Thus, for example, the Norwegian system is well suited to
support the Norwegian desire to manage their resources of petroleum,
timber, hydro-power, and £fish., The U.S. approach, with fits
eaphasis on expenditure data, supports the anslysis of the
macro-sconomic effeccs of envirommental policy. The Repette
approach addresses sustainabilicy issuss in dsveloping countries.
The Dutch approach appears to be dasignad to address how detailed
environzental-economic interactions may affect sustainable growth
paths i{n a highly developed country.

3. While these approsches may have very diffarent atructures,
reflecting their different emphases and policy objectives, they may
be very similar in their data requirements. Thus, extensive debate
over the relative merits of each spproach, as a prerequisite to
{=plezentstion, may be unnecsssary or even countsyproductive.

The Dutech (Hueting) approach, the UNSO framework, and the -
Paskin framevork, for example, appear to differ. substantially In
appearance. However, satisfying the data needs for any of thase
thres approaches would automatically satisfy a large percentage of
the data requirements for the other two (as well as- the data needs
of the less complex Norwegian and Repetto approaches). The
implication of this finding {s that efforts at implementation, for
example, in developing countries, could begin before final'decisions
are made ag to which approach will better suit the country’s needs.
The incremental costs of adjusting the data or gathering new date
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to satisfy the requirements of an alternative approach may not be
so large as to justify dehying at least initial efforts at data
gathering. -

6. Because of missing information--especially regarding datas
development .costs--it was not possible to determine the
cost-effectiveness of the variocus country efforts and the
implications of these efforts for policy-making.

Unfortunately, with respect to most of the approaches
surveyed, the available written material is only suggestive of the
data and analytical capabilities that are required to implement
these approaches. These written materials fail to- indicate the
actual state of data gathering and implementation in the various
countries. In particular, there is a lack of information on those
data davelop pr that are required, to support the
*succegsful" appronches and those that would be required to support
the systems still under development. In addition, with the notable
exception of Norway, there is a .lack of specifics as to how these
systems contribute to the policy process.

- . - Information on policy needs and costs are required in order
to draw conclusions about the cost-effectiv of an ing
approach. There may be a real possibility that some the of the
;- suggested approaches are far more sophisticated and expensive than
.- 18 necessary to meet policy needs in an efficient mamnmer.
Similarly, other, less sophisticated approaches may .mnot be able to
mest policy requirements. To determine whether either situation is
the case, specific policy objectives should be linked -to specific
data needs and the costs of meeting these needs carefully estimated.
The most appropriate accounting approach is the one which satisfies
actual and potential policy needs at. least cost.

Conclusions and Implications for Developing Countries

It 1s difficult to deduce clear messages- for developing countries from
this survey since most of the programs are still in-early stages of development.
Of course,- one could draw an inference  from the very fact that the only
countries that have established empirical records of “success" over a
significant period (i.e., ten or more years) are Norway and the United States-
-two countries with the least ambitious resource accounting programs (See Figure
2). (Japan could also be. included, - although . the recent data - sets are not
official products of the Japansse government.) However, rather than concluding
that "simpler is-better,” the more appropriate message for developing nations
ig -to not.-let their ambitions outrun their capabilities in terms of data
generation and analysis. ’ .

There are two reasons why 'simpler may.not be better.” In the first place,
there is no obvious connection between the complexity of the design of the
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framework or systam and rthe aeffort required for 4its imsplementation.
Implamantarion costs dapend not only on design comploxity but also on such
factors as ssctoring datail and dasirsd accuracy. Initial isplementations of
the relatively complex Peskin framework were far less expensive than
{aplemsntations of the rather straightforward cost accsunting practiced at the
1.8, Bureau of Economic Analysis (BEA), since the BEA placed a higher presium
on data accuracy and sector detafl.

A more important reason that "siapler may not be better® is that there is
no obvious commsction between the complexity of & system and {ts valus as an
efficient data framework. A simple, relatively inexpsnsive data system that
fatls to facilitate the policy process is no bargein. Similarly, a complex,
relatively expensive sccounting framework that generates far more data than are
needed is no bargain either. . '

Pramumably, valuable information for dsveloping countries will emerge
over time as resource and environmentsl programs mature in the industrialized
countries. Of particular interest will be any successful valuation methods and
data development techniques. However, since the best accounting approach for
any particular developing country will depend on the country's information needs
and on the resources the country is villing to devots to data davaelopment and
inplementation, the experience of the industrialized countries should not carry
too much authority. Even if all of the efforts in industrialized countries vere
ultinately judged as unsuccessful, that fact alone carries only limited
ixplications for a developing country with different policy objectives, arising,
perhaps, from significantly greater resource and envirommental problems.
Similarly, & -racord of success in 8 wealthy industrialized country may have no
implications in a country with meager data development resources.

Since the conditions for success in rescurce and envirommental sccounting
are likely to be country-epecific, thote is littls point in waiting for the
industrialized-country experience to mature bafore a less-devéloped country
decides to embark on its own program. There Is also no particular reason to
meke a firm pre-comaitment to any one of the industrialized country's chosen
sccounting approsches. The similarity in data coveuge suggests that imitial
data collection can procsed befors a country makes a final decision as té which
approach 1s most appropriste. Given the relative severity of resource and
envirormantal problems in the developing world and, therefore, the relative
uriousmsl of the deficiencies in the standafd economic accounts’ ability to
reflect these problems, a productive strategy for developing nations night be
to initiate their own, low-cost pilot programs now.
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APPENDIX I

AUSTRALIA
Overview

Presently, there is no actual resource or envirommental accounting project
undervay in Australia at either the Federal or state level. However, there is
extensive interest in the subject as evidenced by two recent workshops on the
subject held by the Department of the Arts, Sport, Environment, Tourism and
Territories and by the Bureau of Rural Resources. In addition, the newvly
_established Resource Assessment Commission plans to undertake some resource
accounting for the purpose of developing an information system to support
forestry models. (Letter from D. James to H. M. Peskin, Nov. 2, 1989).

In addition, there is some interest on the part of the Australian
Environment Council (who sponsored a rather critical report on resource
accounting by Clarke and Dragun, 1989) and the Commonwealth Scientific and
Industrial Resource Organization (CSIRO).

Regarding possible implementation at an official level, the Australian
Bureau of Statistics supports the development of satellite accounts as part of
the revised SRA. However, they do not have plans to prod such A s for
Australia at this time. (Letter from F.J. von Reibnitz to R. Chander, Rov.
15, 1989). . Apparently, the Australian position is that only if the UN takes the
‘lead and recommends satellite accounting, will they follow suit.

Discussion

There is clearly no official Australian position on resource and
environmental accounting. A scan of several papers presented at the recent
workshops indicates some caution on the part of the national accountants, which
is not unexpected. However, as noted, the official statisticians do not oppose
satellite accounts. .

Perhaps more damaging -to the prospects for resource and environmental
accounting in Australia is the critical paper by Clarke and Dragun. This paper
_attacked the Repetto-Landefeld resource accounting approach as inappropriate for
renewable-resource accounting. The principal criticism is that Repetto’'s
approach equates depletion with true economic depreciation. With forests and
fish stocks, however, it is well known that a reduction in physical size could
inply an econcmic gain over the long run; and thus there could be econonic
appreciation rather than depreciation. While this criticism is valid, it does
not prove the worthl of resource accounting. In the first place, the
Repetto approach could be modified to accept other depreciation fornulas. More
inportantly, as this survey indicates, Repetto’s work does not represent the
entire scope of resource accounting.
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As far as future work is rned, the Re ce A Coamission
Plans to build & naticnal aultisectorial model with rescurces accounts providing
sone of the input data. Or. David James will direct this effort. In addition,
CSIRO {s investigating the possibility of developing a sst of resource accounts
for agriculturs {n the Murray-Darling Basin and for foreatry in Papua New Guinea.
Both projacts will be directed by Dr. Mike Young of tha Division of Wildlife
and Bcology in Canberra. Mike Young has also begun to prepare Repetto-type
accounts for Australia from 1980 to 1989. 1Initial obsarvations suggest that
corractions for land and forest degradation ars swasped by the inclusion of
changes in stocks of minersl and other subsoil assats. -

At 8 aipimum, these studiaz should yisld valuable data sets and, thus,
fulfill, one of the major purposes of resource and envir al ting.
Practical results will go a long way towards offsetting academic criticism.
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Scatistics Canada il'tnumiu & Program on resource and envirommental
accounting with the following objectives:

The dasign of a sxtollks ACCOURE 10 the SNA which wil cover both nonmerka, ervirohments!
1880Urces and market reSOUrTes.

mmdam:ummnhmmmm
economically racoversbio reserves and ultimate reserves,

The development of methods for valuing nanssl resources.
mdeMmmmwmmdmw‘nd
deplation. :
W\qmmmmmmﬂmmMmmmh
account inciixiing valuation issues.
c«mamwm¢mm1mmmm'

wmdumm'ammmwmm
resource depietion and anvironmental degradation.

{leatear from I.P. Fellegl to R. Chander, 11/6/89)

Working plans to implement these objectives consist of the following twe

elements:

1.

MMmmmnmmwmmm
surveys. Exdsting data on capital expend®ures for poliition abatement and conirol wiil be
augmentad with surveys on operating coets arxi costs pec unk of abatement. Kay sectors
hmmwuwmmmmuw
for the first time. {Funding is being sought for this worl.}

A satalite accounting project on resources and environment has started. its first products
wil bs an annotated bitéiography and a design paper for the accounts. The broad cuting
dhmmm&m: .

. mmwmmchwwdummmwamiRydmam

environmental resources, covering stocks, stock changes (a.g. discovaries and net
natural growth) and flows. . . :

. Vaiuation of these stocks and fiows will permit construction of & satelilte to the
Nationa) Balance Sheet account that incitxes natura! assats as part of national
wealth.  imputing value for non-market assets will clearly require substantia!
ressarch. ’

According to Kirk Hamilton, there are no pilans to adjust any of the flow
Bossuremsnts {n the SKA. That {s, like most of the other national afforts, any
nev accounts will be viewed as *satellite” accouncs, the purposss of which are
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"(1) to provide an assessment of resource quantity and quality; (i1) to pro;lid‘
a framework for environmental data; (1ii) to improve measures of sustainability
by extending the measure of wealth.” (Letter from Kirk Hamilton to Ernmst Lutz,
2/18/90.) .

There may be parallel efforts under consideration at Environment Canada.
A recommendation to undertake a “case study" to develop a "new accounts
framework® along the lines suggested by Bartelmus et. al. (1989) was made in
a consultant’s report. (Potvin, 1989).

Discussion

i The Canadian approach apparently will combine elements of
 pollution-abatement expenditure estimation, such as is practiced in the United
States, with resource accounting as is practiced in Norway. However, unlike the
Norweglans (and, perhaps, more like the Repetto approach) there will be efforts.
at monetary valuation. The focus will be more on adjusting the national wealth
accounts (rather than the current or "flow" accounts). However, it is recognized
that the valuation of flows may be a prerequisite for the valuation of stocks.

. At this time, it 18 not clear how valuations will be made. In additionm,
the form of the accounting framework is yet to be determined. One possibility
would be to base the framework on the Canadian Stress Resp Envir al
Statistical System (STRESS). :

STRESS consists of 40 interrelated data sets consisting of "activity
statistics®, (causal) "stress indicators®, (physical) "response indicators”,
*collective and individual responses”, and “inventories of stocks® for eight
activity categories: "generation of waste residuals®, "permanent environment
restructuring”, "harvesting activity®, “extraction of non-renewable resources”,
"environmental®, "energy", "natural activity®, and “"population.” (A. Friend,
1981). ’

While this system is quite comprehensive, it is_important to note that all
40 activity-response data sets are in physical terms. As a result, while the
system describes environmental-economic linkages, it does not do so in value
terms. Therefore, it does not permit, nor was it intended for, direct
modification of the SNA. However, it would appear that the STRESS system does
provide much of the data needed to fulfill many of the intended resource
accounting objectives of Statistics Canada. )

A possible alternative to STRESS has recently been suggested by the
Environment and Natural Resources Section of Statistics Canada (1990). This
framework, known as the = Population-Economy Process (PEP) model, views
environmental-economic interaction of three classes of stocks (population,
capital, and natural assets), each affected, in turn, by three types of
processes: population pr , soclo ic pr , and natural processes.
The following diagram describes these processes and their interactions:
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Figure 1: Structeral Disgram of PEP Framewerk
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Source: Saistics Canada, 1990

This diagran suggests the need for thres broad classes of data: data on
stocks, data on processes, and data on intsractions. Stock data require
messurements on the stete of certain variables such as population, smbient
environmental quality, the size and quality of resources, etc. Process data,
on the other hand, require msasurements on the change {n variables (e.g.,
population growth, economic growth, natural changes, etc.). Interaction data
requires data on both the state and change in variables, but, in addition
requires, what the authors refer to as “restructuring” information: analyses of
the impact of human activities and population growth on the natural emvironment.

The view of envirormental-economic interaction eabodied in Figure 1 is
reminiscent of the asset-based socic-econcmic framework suggested by Juster
(1973). Juster alsc arguss that all socio-sconomic activity can be traced back
to the services of assets. In Juster‘s case, he defines five classes rather than
the three in the PEP system: reproducible tangible wealth, reproducible
intangible wealth, human wealth, natural resource wealth, and gocic-political
wealth.

While such broad approaches provide a gensral guide for the development
of data and accounting systems, & Duch more specific framework is required to
guide practical {mplementation. In parcicular,” PEP leaves unresolved the
critical question of how puch decrail is neadsd, both in terms of number variables
to be measured and in the depth of analysis of “restructuring” interactions.
Presumably, the Canadians will develop more pragmatic accounting approaches es
they gain oxperisnca in their efforts to implement the PEP system.
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EBANCE
Overview

By far, the French have proposed the most anbitfous rescurce and
envirormental accounting system: Les Comptes du Patrimoine Natural. Its
ambitious structure stems from its two principal features. First, it is meant
to cover, what is termed , the entire “natural patrimony®, defined as *.the
collection of the natural elements and of the system which they form and which
are capsble of being transmitted to future generations or of being transformed.®
(Archasbault, p. 4) This definition is meant to exclude, at least, some portions
of wvhat i{s generally considered the natural enviromment--namely, those portions
vwhich cannot be transformed or appropriated by man. As exanples of two such
natural resources, Archambault suggests the deep ocean and the stratosphere.
However, as both are undergoing some anthropogenic transformation, they could
be justifiably included in the dafinition. The definition is also meant to
exclude the "artificial patrimony*, namely, man-made materials, buildings, etc.
Yet, even man-made materials are covered Lf they have cultural s{gnificance or
if they are closely connected to natural systems. Thus, ancient monuments,
parks, and artificial lakes are included.

The second reason why the French approach is so ambitious 1s that each
elément in the above broadly-defined natural environment is meant to be described
or analyzed in terms of its three basic functions: economic, acological, and
soclal. (Theys, p. 43) This broad descriptive coverage reflects the fact that
the French approach is not merely an extension of social accounting to the realm
of the natural environment, but is really meant to be part of a large
environmental data system. This system i{s comprised of seven sections or
“levels”, ranging from sats of nonspecific data (Level- I}, to statistical
breakdowns by air, water, and other sectors {(Level II), to statistical summaries
such as gtate of the environment reports (Level 1I1), to the development and use
of forecasting and simulation models (Level V), and eventually to the development
of aggregate welfare indicators and a mod{fied GNP (Level VI). Level V has only
been partially implemented while Level VI has not been implemented at all. The
Patrimony Accounts are placed in Level IV.

All the levels are inrended to interrelate. Thus, the Patrimony Accounts
are meant to use or, at least, be consistent with the same environmental data
that support the state of the environment reports. At the same time, the
Patrimony Accounts are intended to support both envirommental and economic
models, : :

To serve this role, the Patrimony Accounts consists of a number of separate
sub-accounts, which, because they rely on a consistent data base, can be related
to each other. These sub-accounts fall into three groups: physical accounts
(comptes d'elements.. geographical accounts (comptes d’'ecozones), and “agent”
accounts. :
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The physical accounts are rather like the Norwegian resource accounts in
Hovever, the presentation is different. The French have opted for a
double entry system, showing sources one side of the account and uses on the
other. The following simple example is drawn from Theys (1989, p. 43):

content.

Figure 1: Example of Physical Account: Stock of a Commercial Forest, 1969 to 1979
(thousznd of cubic meters)

Broadleaf Coniferous Total

Use Broadleaf Coniferous Towal |

Volume of growing siock  980.1 65265  7.5066
in 1969

Natural growth of initial 4010 2,5835 29854

NWM 56 210 26.6
m:ﬂ ‘Emm 9.7 4812 490.9

stock
i 0 14740 1,566.0
Natural gowth by R%smnce exmmx) 92,
(recruitment) Self-consumption 136 3950 408.6
Adjustment -294 +12392 12098
(i 7 7,088.7
Vg}gcnrigfwmg 13307 57580
Total 14222 93684 10,7906 .| Towl 14222 93634 10.790.6
Sourve: Theys (1989), p. 43

The geographical accounts assemble data related either to ecosystems such
as forests and wetlands or to some other areal definition such as geographical
regions (e.g., coastal lands), political territories (e.g., provinces), or
"abstract® concepts such as an imposed grid network. Archambault provides the
following example using artificial data.
agricultural land, each broken down irnto three soil classes of different quality.

Figure 2: Example of Ecozone sccount

The "Ecozones™ could refer to, say, .

;(:;-Emm Aion netlo Varistions|" Stock
Types Clasges | Stock Réconci{ Stock % final
décozones]  détat inital | listion | initid | o
réconcilid oo des ageis
Classe 100 100 20 .6 7
Ml Classeb 80 80 s -10 4 7
Clagsec 30 30 20 10 2 62
[TOTAL M1 210 210 25 -20 0 218
Classo s 1000 1000 15 -10 201 995
M2 Clame b 800 . 800 5 65| . 860
Classoc 290 10 300 60 8| 218
ALM2| 2090 101 2100 40 -10 o 213%
Classos | . 500 500 Y 30 3 468
M3 Classo b 400 400 400
Classec 160 -10 150 Al
[roTALM3] 1060 -10{ 1050 65 30 0} 101s
TOTAL GENERAL] 3360 o| 3360 0 0 0| 3300
Source: Archambault (1988), p. 10.
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Finally the "agent® sccounts refer to all sccounting for those activicies
that link human activity to the natural environment. Agent accounts cover a wide
range of stock or flow accounts. Their discinguishing feature is the
identification of human owners and users. While cartain accounts {e.g., water
use accounts and pollution emission accounta) may bs expressed only in physical
terms, other accounts may include monetary values.

A sizple example of & physical agent account is the following water use
account. Simlilar "environmental satellite® accounts exist for the management
of parks, hunting areas, maritime areas, and the generation and disposal of
refuse.

Figure 3: Example of 2 (Physical) Agent Account

Water Water
Amount withdrawn | Ground | Swiace | TOTAL | Amount retuned | Ground | Surface | TOTAL
water witer water | water
General Public 1.5 b2 43 General Public 1.0 33 43
Industry 21 34 55 Industry 15 40 55
Agriculgre 1.1 4.1 52 Agricuinre 40 12 52
Power stations 120 120 Pover stations 120 120
Wazzr bodies 20 ‘20 Water bodies 20 0
49 4.1 2.0 65 | 225 29.0

Source: French Delegation 1o OECD (1980), p. 27.

As an exazple of a more monetary-oriented account, the following accounting
of land valus {3 derived from data provided by Archambault. Similar accounts
have been published in France since 1980. (Archambault, p.11)

Figure &: Example of a (Monetary) Agent Account: Value of French land, January, 1980

Ares in millions of | Average price Value in billions of
bectares pes hocure francs
{Jan. 1980)
Agritulmral land 321 2200 F 7129
Forests 14.6 14,000 F 2037
Water, moors, quarries, ete.| 4.3 $300 F 28
Recreation land 0.2 68,000 F 10.8
Building sites 01 1,600,000 F 1733
Railroad tand 0.1 BOGF | - 35
indeveloped lsod 514 21,900 F 11220
Developed land 1.5 800,000 F 12000
Unregistered land 2.1 0 0
L_Total for France 350 : L3210

Source: Archambault {1988}, p. 12.

The plans are eventually to place sizilar monecary valuss on all physical
stocks snd flows, i i
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Discussion

Not only is the French approach the most inclusive of those surveyed in
terms of the elements of the environment and natural resources covered, it is
also the most inclusive of accounting concepts. Virtually all the specific
accounting concepts reviewed could be incorporated in the French system.
Unfortunately, the available descriptive material does not {indicate which
accounting concepts will, in fact, be included. The problea is that this written
material tends to focus on the broad structure of the French system, but it is
short on specifics.

This lack of specificity is perhaps to be expected in a system still under
development. It also reflects a desire to be "pragmatic® and "flexible." In the
words of Theys, "The flexibility of the French systes makes patrimony accounts
resemble more of a general framework than a rigid system of accounts." (Theys,
1989, p. 44) However, as desirable as flexibility is, limited budgets require
that some priorities be set for framework development. Accordingly, °.it was
initially decided to confine the analysis to a few priority sectors (forests,
water, soil, land use, and wildlife) and a few basic interactions.” (Theys, 1989.
p. 45)

Jean-Louis Weber suggests that these priorities reflect “present
knowledge”, the "willingness of policy makers", and the availability of
"reliable, comprehensive, consistent, and regularly updated data sets.” (Letter
to Ernst Lutz 2/28/90) Thus, for the present at least, the patrimony accounts
themselves do not play a role in the setting of priorities. However, it should
be noted that one purpose of resource accounting is to help identify which
environmental and resource sectors are the relatively more importamt in terms
of their effect on the economy. Unfortunately, uncompleted and partial
frameworks may not be able to serve this function to the extent that important
links between the environment and the economy are missing. The question is
vhether the French system 1s so large and detailed that major gaps in coverage
will persist. If so, the system may be of limited use in determining which
environmental-economic interactions are the more important for French economic
and environmental policy.
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JARAN
Overview

Currently, there 1s no official resource and environmental accounting
effort on the part of the Japanese goverrment. The last official efforts along
these lines was completed in 1973 with the report of the Net National Welfare
Developnent Committee.

This Committee, over a two-year period, developed a set of Net National
Welfare (NNW) .accounts somewhat similar to the Measures Economic Welfare (MEW)
accounts developed by Tobin and Nordhaus for the United States in 1972.
Recently, the Development Committee’s NNW estimates were updated to 1985 by
Professor Uno of the University of Tsukuba. Thus, a consistent set of Japanese
NNV accounts exist for the period 1955-1985 for five-year intervals.

The NNV adjusts the conventional GNP in six ways. First, all investment
is subtracted on the grounds that it does not add to immediate welfare. Second,
there is an imputation made for the services of both governmental capital and
consumer capital (durable goods). Third, there is an imputation for leisure
time. Fourth, there is an imputation for nonmarket activities (primarily
household activities). Fifth, there is a deduction madé for the effects of
urbanization. Finally, there are deductions made for the effects of
environmental pollution. This last adjustment, of course, is the relevant one

- for this survey.

Two pollution adjustments are made which are similar to those suggested
by Hueting. First, pollution abatement expenditures are subtracted from GNP.
The investment component of these expenditures is first amnnualized. Also, it
should be noted that the investment component of municipal sewage treatment costs
were previously subtracted from GNP along with other investment. However, the
services component of this investment is actually added back along with the
estimates of the services of governmental capital.

The d envir al adjus is to subtract "damages”, estimated
by the cost to reach govermmental environmmental standards. This adjustment is
recognized as an approximation to true environmental damages, the calculation
of which in money terms was thought to be too difficult.

It is not clear whether Professor Uno’s recent updating of the original
Net National Welfare Development Comzittee's figures includes both environmental
adjustments. Uno's description makes no mention of any adjustment for pollution
abatement expenditures. (Uno, March, 1988)

Discussion
As has been noted before, one problem in estimating damages by the cost

of meeting standards is that damages are underestimated to the extent that
standards are not established. A related problem is that when standards are not
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established, data colleoction efforts may suffer. Thus, in the earlier Coamittes
study, there were no estimates of damsge dus to staticnary-source.nitrogen
oxides, czone, hesvy mectals, stc. dus to poor data. Data collection improved
markedly in the 1970's , howsver. Thersfora, it is not clear how much of the
almcst seven-fold increass in environmental damage report by Uno taking place
betwesn 1960 and 1970 is dus to battar data or to increased pollution.

There appear to be no plans to re-establish the work of the Net National
Walfare Development Committee at an official level. This disinterest {n resource .
and environmental accounting was addressed by Mr. A. Yoshikava in a 1983 report
to UNEP. Several explanations of past disinterest are offered. First, the lack
of natursl r ce ing is attributed to Jspan’s scarcicy of natural
resources. Second, there is disinterest among the envir alise iey
perhaps dus to an apparent fear that quantifying the sconcmic impacts of
environzental policy would be detrimental to that policy since “economics (gives)
an indulgence to economic growth.® (Yoshikawa, p. 4) Third, there is general
disinterest among the commmity of acononists as well due to (a) a reluctance
to work on problems that won’t impact on policy, (b) poor data bases, (¢) limited
publication opportunities, and (d) poor financial support. (Yoshlkawa, p. 5)

However, while these factors may work against Japanese efforts to resume
resource and environmental accounting, there is still some official interest in
envirommental-economic relationships as evidenced by some econometric modeling
of envirormental activity taking place within the Environment Agency. As is the
case in Norway, there could be renewed support for resource and environmental
accounting in ordsr to provido & data bass to support these modeling efforcs.
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‘MEXHERLANDS
Overviav

The Dutch are beginning to investigate vays to "make nonetary estimates
of enviromental losses and depletion in order to confront the figures found with
the figures of the standard national sccounts.” (W.F.M. De Vries’ letter to E.
Lutz, 07/20/90, and subsaquent lettsr from Husting to Lutz.) As this work is
not scheduled to begin until later in 1990, there is, as yet, no official Dutch
resource accounting approach. Howsver, the spproach they have in mind has been
outlined in a paper by Roefie Huating and Peter Bosch (Hueting and Bosch, 1989).

The scope of coverage {s described in the Hueting book Rew Scarcity and
Economic Growth (1980). In this book, Husting attempted to construct shadow
prices for environmental "functions® (or services of the environment), directly
comparable to the prices of non-environmental goods and services that trade in
ordinary markets. Howsver, he did not succeed in his estimation of these shadow
prices dus to the inability to construct envirormental demand curves that would
be consistent with individual preferences for envirormental functions. (Supply
functions are supposedly sasier to construct since .they can be based on cost
data.)

The Husting-Bosch paper prop to address this problem by replacing
d d curves based on (unobservable) individual preferences with demand curves
based on societal preferences consistent with sustainability goals as expressed
by "politicians and organizations.” These societal demand curves combined with
supply curves will permit calculation of shadow prices and {mputed values for
the environmental functions. Basically, as shown in Figure 1, estimation of the
intersection of the unobssrvable demand function based on individual preferences
is replaced with a socistal-datermined curve. Furthermore, this curve is assume
to be vertical, positioned at a level of.control determined by scientific and
technical considerations. In cases vhere sustainability consideratfons do not
apply, the vertical standard is based on health considerations. Hueting believes
this is the case with noise pollution.

Hml:EsﬁmﬁopofmmGNPbasedmoosumm

sustainability standard .
Guilders
S of environmental
per Year N upply prodit
elimination costs)
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functions based on individual
preferences
Correction odl
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Hueting proposes to reduce GNP by subtracting the valus of smviroomental
damsges or “lossss® as maasured by the costs of" technical pessures and the
reduction in sctivitiss necessary to mest the standards for a sustainable usa
of envirormental functions.® Reduction in activities is only takan into account.
when technical measures are not sufficient to meet the scandard. While the cost
estimates will include losses in valus added of any curtailad economic activity
necessary to achisve sustainability, there will be no offset for newv activities
that zmay coms into being a= &= result of reduced threats to the environment.

However, the contribution of induced new economic activity will be included in
the future.

To effect these adjustments to the GNP, Hueting and Bosch envisien the
following 13-stage program:

Salaction of activities causing most harm to the enviconmernt;

Compiing a tramework for the calculation of the comrection: .
inventory of data requiremernts and avalabiity:

Salection of environmental problems to ba snatyzed (basad on data avalabiity} and
soloction of survey year, -
Quarnification of the source of the environmental problem in terms of emissions,

use of spece, sofl, and the consumption of enargy and other resources;

DO NG O AGN
g
4
£
3
;
8
]
g
%

data on cost-aftective tochnical measures;

wwMMQmummwwmnmhwmmmmﬁﬁnwmnwmmwwmmws
prove insufficient);
Detarmining the loss in value added for those actvities that must be curtafied: - .
Determining the cost of both technical and actvity-reduction measures, allowing for
the fact that the elimination of economic actities may preciude the nead for other -
tachnical measures, :
12, Determining the endent that the costs of required emvironmental control meesures

are aiready Inciuded in the GNP; and .
13. QmuMmuxwammmmshﬂmwmﬁnsmmwannﬁmnwmwmd

-t s
-

Discussion

As noted, this proposal, in i{ts implementation, is a departure from the
approach discussed in the New Scarcity book. Both approaches are based on the
proposition that If economic activity results to losses of environmental
functien, the GNP should be reduced by these losses. In addition, in both cases
the logs in functions are measured by the costs of restoring the functions to
a level consistent with environmental standards--a pragmatic decision made in
the belief that true environmental damage estimation is difficult or impossible. .

The principal difference with this new proposal is in the deteraination
of the standards. Exactly how standards should be determined and by whom are
essentially unresolved i{ssues in the Hueting book. With this new approach
environmental damages and, by {mplication, environmental standards are defined
in terms of the {mplications of these damages for the sustainability  of
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environmental functions. Moreover, the presumption is that the standards to
obtain these sustainable levels can be determined non-subjectively, based on
technical and scientific analysis.

It should be noted that Hueting’'s sustainability objective may not be
exactly the same as sustainability objectives stated by others. (For -a
digcussion of alternative interpretations of the term "sustainability,” see Pezzy
(1989)). In particular, the focus is on the sustainability of environmental
functions as opposed to the sustainability of income and growth. While it is
tenpting to assune that one implies the other, it is quite possible for a society
to obtain long-term, sustainable income levels while, at the same time,
permitting the loss. of one or more envirornmental functions. Only the most
committed envirommentalist would maintain that sustainable income and growth
require the maintenance of each and every resource, each and every animal or
plant specie, and each and every envirommental amenity. Certainly not all
environmental functions are necessary to support human existence.

. In private communication, Hueting proposes a flexible definition of
sustainability that supports the above view:

Sustainabilty meens that functions must remain intact so that all present and future uses
remaln avaliable. As for renewabloe resources such as forests, water, soll and alr k holds that as long
ummmmmmmmmag.mmrwu
dwood"pvwlderdmry products®, gene reserve®, “regulator of the water
management®, “preventer of Wawamwmdmmwd
forests, the function “drinking water® of water, the function “soll for raising crops® of soll and the

derived from the sun (wind, tidal, collectors, photovoltalc ceils), the recyciing of materials and the
development of substitutes for these. (Private communication)

Yet, he also suggests that the ecological literature may provide the objective
gulidance for setting these technical standards. While this may be true in a
general sense, it may be difficult for ecologic considerations alone to define
standards in specific cases of envirormental insult. For example, Hueting points
out that the accumulation of toxics, heavy metals, and greenhouss gases is
*incompatible with sustainability" and, according to the above quote, emissions
should not exceed natural buffering capacity. But what if there is no natural
buffering capacity?

of the very societies that have declared themselves in favor of a
sustainable use of the environment have also called for increases in nuclear
power generation. Unfortunately, a strict sustainability standard based on
natural buffering capacity is incompatible with any nuclear power generation
becauss even 1if entombed in lead and glass, nuclear wastes can never be totally
"buffered” by the natural environment. Thus, avoidance of glebal warming may
confront society with unpleasant choices thnt are not likely to be resolved
solely on ecological grounds.
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There is .also a presumption in the RKusting-Bosch paper that a
sustainabflity standard will be stricter than a standard based on currant
individual preferences of society. Howsver, it is gquite possible that fer

certain environoentsal problems, that s sustainability standard may be less strict”

than g standard based on current “wants.™ That is, the stendsrd for
. sustainabilicy could fall to che leftr of the individual preference “optimm”
point in Pigure 1.

An example aight be provided by considering a sustainability standard-for-
the discharge of BOD. Since the short-run negative effects of BOD discharges
are often reversible, a standard based only on leng-run sustainability or even
health considerations may safely be quite weak but, nevertheless, socially
disTuptive i{n terms of what current BOD levels might mean for, say, recreational
damage. Another example might be noise pollution.The level of noise level
threatens health {s possible to be much higher than the level most would find

bothersone. Again, a standard sisply based either on sustafnablility or even -

health consideracions may be far weaksr than aost in the “current” gemeration
would find desirable.

For these reasons, given the profound social implications of srandard
setting, ons might hesitate before dalegating the job of standard setting solely
to techniclans and scientists. And one might equally hesitate using cost,
estinates derived from such standards as a basis for adjusting the GNP.
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BORFAY
Overview

The Borwsgian system of resource accounting is an exaaple of physical
accounting with links to economic activity. The system defines two types of
natural resources: material resources and environmental resources. The former
in further subdivided into nineral resources, blotic resources, and "inflowing*
resources, by which.is meant any rescurces iomediately arising from the flux of -
solar energy {e.g.. solar radifation, ocean currents) and the Barth's
gravitational field. In sddition, there are separate energy accounts that cover
energy producing minerals (e.g., coal, oil, natural gas), certain energy
producing bioctic resources (e.g., fuel wood), and hydro-power, (that {s, energy
from the "inflowing® resource, flowing wacer).

Envirormental resources mean those senvironmental aasets that provide
nonmarketed environmental services. The waste disposal services providad by the
air and water would be an example of such envirommental services. The
corresponding environmental resources would be the troposphere and various water
bodies. Both these assets, of course, generate other environmental services such
as recreation opportunities, speclies life-support, etc.

As embitious as the system may appeax according to these very inclusive
definitions, in practice the Norwegian systex's coverage is far more modest.
Thug, resources are confined to the ajor energy source, petroleum, and the
=insrala, iron, titanium, copper, zinc and lead; blotic resources are confined
to forest products and fish, and the only inflowing resource covered is
hydro-power., Morsover, the temporal covarags can be spotty depending on the
particular resource: accounts for mineral resources exist for only a fev selected
years, while there appear to be uninterrupted yearly statistics on forasts asince
1970 and for fish since 1974.

The environmental rescurces accounts appear to be confined to a fairly rich
set of land-use statistics and te data on the discharge of selected alr
pollutants (S02, NOx, €O, €02, volatile organics, particulates and iead) and two
water pollutants (nitrogen and phosphorus).

The following table describas the general format of the material resource
sccounts. However, different aspacts of the table receive different emphasis
depending on the resource being described. For example, Part II1, describing
the uses of the resource, is quite detailed for energy resources and is quite
. simple for fish. In contrast, the environmental resource accounts lack &
standard gtructure. They merely serve to describe one or more attributes of the
resource, such as land use or emission levels and concentrations.
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Table 1: Structure of material resource accounts
1. Reserve accounts

Beginning of period: Resource base

End of period: Resource base

" | U Exraction, converiion, and
| ~irede ocoounze:.

For domestic use:
- +/- Changes in stock, ’
Ill. Consumption accounts: ]

(Souros: Alfsen, ot. oL 1967)

Part Il and Part III of the table provide the links to sconoaic activicy.
Indeed, were the accounts confined to Part I, the Norwegian systea would not have
met the criteria for inclusion in this Survey. The use and consumption sectors
referred to in the table are the same as those defined in the Norwsgian economic .
accounts (30 to 140 {industrial and final demand sectors, depending on
aggregation). Indeed, as showvn by Longva (1981) this sectoring detail permits
the construction of physical {nput-output tables which, in principle, can be
fornally linked to the input-output tables underlying the Norwegian economic
accounting framevork. In practice, however, such tables  are exceadingly
difficult to develop. Not only must all resource flows be 1dentiffed by the same
set of consuning sectors, these flows need to be measured in the same common
units, Thus, coal, oil, gas, etc. would have to be msasured in common enexrgy
units, perhaps feasible for energy substitutes but far more difficult for
dissinilar minerals such as iron and titaniun,
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Discussion

As mentioned above, the actual Norwegian systes is far more modsst in scope
than & brief description of its structurs would indicate. The limitation in
coverage iz not & defect of the systeam, but rather reflects a clear viewv of just
vhat functions the system 1s to serve (as well as a realistic appreciation of
the costs of data development). (As noted in the main report, societal and
policy objectives are one of the three principal factors that explain the unique
characteristica of data or accounting systems.)

It {s not the intent for the Nozwegian resource accounts te provide s
better indfcator of social welfare. For this reason, collection of defensive
and pollution contrel expenditure ¢ata and monetization of physical flows, both
of which would permit GNP adjustments have not been a priority. Rathsr, ths
resocurce accounts are viewsd as a tool to help policymakers better manage the
natural envirerment. While Rorway is a "free enterprise® economy, the government
exercises some influence through & mumber of fiscal and monstary instruments.
This direction is guided by a mumber of econometric planning models. The scope
of the resource accounts is largely determined by those rescurce issues that are
likaly to be of economic and political inportance and the ability of the resource
information to conform to the input nseda of the plamning models. On these
points, the resarks of Lorents lorentsen asre worth quoting. ¥Mr. Lorentsen has
the primary responsibility for the development of the Norwegian rescurce sccounts
at the Central Bureau of Statistics.

Thocssswkmmwmmmmmm.wmm
which resources should be sccounted, ideslly within framework. The work is

NOW Mmore concentrated on economically and MWMMW
and poliution) inked to national accounting and macroeconomic models. umm:h
Is more on forecasting and mm&gmmwm

10 intemational conventions on alr poliution reduction. mbwuw
of maturlty, and a recognition that not afl sccounts/siatistics ere uselud and valueble
{private communication}

This ﬁcsition refleccs a cost-benefit view of information. ¥hils
increasingly desirable, as accounting systems expand in scope, the incremental
berefits may soon lose out to their incremental costs.
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UNATED STATES

Overviesw

Official environmental accounting in the U.S. has been restricted to the
assezbly of data on pollution-abatement expenditures. (However, vary recently
the U.S. Environmental Protection Agency initiated a pilot project with the
goal of establishing a set of environmental and resource accounts for the
Chesapeake Bay Reglon. Becauss it assembles information of direct relevance to
policy assessment, EPA has opted for an accounting structure similar to the
Peskin framework describad in Appendix III. As chis project {3 just underway,
it will not be further discussed in this survey.)

Prior to 1989, the expenditure data vers assezbled in parallel by two
separate branches of the Department of Commerce: the Bureau of Economic Analysis
{BEA) and the Bureau of the Census (Census). Census drew its data from a survey
of about 20 thousand establishments (plants) in the manufacturing sector (SIC
20 and 30), while BEA drew its dacta from a survey of about 9-14 thousand
companies {n both the manufacturing and non-manufacturing sectors. Since 1989,
both surveys are conducted by Census. Due to budget reductions, the survey of
companies has been greatly reduced. It now only covers & sample of about 600
firms in the petroleum, electric utilities, and o=ining sectors. Thus, data
collection has ceased for s number of national accounting sectors that
previously had significant pollution abatement expenditures. For exazple, not
covered are transportation ($90 million of expenditures in 1986) and trade end
services (vhose $260 million of expenditures in 1986). For comparison, mining.
which §{s covered, spent $250 million in 1986.

The establishment dats are published annually in 4-digit SIC dstail and
geographically by state and by Standard Metropolitan Statistical Area. Tha data
previcusly collected by BEA has alsc been published annually {in current and
constant dollars) for all business and non-business sectors defined in the
national accounts. Presumably, this saries will continue although data quality
must surely suffer as & result of the cutback in ths survey.

In its publications, the BEA {s careful to follow U.S. national accounting
definitions. Thus, for exazple. purchases by home ownaers of septic tanks is
considersd a business (not a household) expense, since U.S. accounting
convention places the {imputed) income of owner-occupied housing in the business
sector. Similarly, there is no distinction made between current and capital
outlays for pollution abatement by governments since the U.S. national accounts
do not make this distinction. The basic natiocnal accounting categories coversd
in the publications are as follows:
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Figure 1: Pollution Abstsment Expenditures—National Accounts Catsgories Covered

In addition, some of the published data provide a further breakdown of nonfarm
business:

Figure 2: Pollution Abatement Expenditurss—Nonfarm Business Breakdown



Public utikies

' Bectric
Gas and other
Trads and sorvices
Communication and other

Publishing more detail would be possibla, but given the élza of the survey
sample, relisbility would be a problenm.

In addition to the above sector breakdowns, the cost estimates are also
identified by air, water, and solid waste. The establishment survey further
asks the respondent’ to allocate expenditures by type of sir pollutant:
particulates; sulfur oxides; nitrogen oxides, hydrocarbons, carbon monoxids; and
heavy metals, radioactive and toxic subgstances, other. It should bes noted that
the costs of control for many of these substances are not separable.
Presumably, the respondent must deteraine how to allscate such Joint costs since
the instructfons on the quegtionmaire do not address the issue.

. The {nstructions do address anothar joint cost problem: situations where
the control of pollution 1s dus to process change and the introduction of new
equipment. In this case, the raspondent is asked to estimate what the process
change and nev equipment costs would have been were they lacking in
pollution-control features. Only the incremental peollution-control costs are
tc be reported. :

. Finally, in order to obtain a true cost baselins, the respondent is asked
to estimate -the value of any smaterials and enargy reclaimed.-in  the
pollution-control process. . '

Dlacussion a - ' e

Of al1 the possible modifications that one could make to the conventional
national accounts, the separate ident{ficatfon of pollution control coscs is the
least radical., In the U.S5., these data have been uged as inputs to modsls that
- analyze the effect of economic policy on the economy and on productivity. In
contrast to their intended use in the Dutch, German, and UNSO frameworks, these
expenditures have not been labeled as "intermediate” in the U.S. accounts. It
was never BEA's intent to employ thess data to gensrate a downward-adjusted GNP.
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As modest as the U.S. resource and environmental accounting effort has
thus far been, recent budget reductions will make it even mors modest. Although
the situation may change in the future, the U.S. at present appears to be
following Japan and Norwvay in de-emphasizing the role of resource and
environmental accounting.

As another example of this de-emphasis, it should be noted that there had
been an earlier BEA effort to do r ce ing. This work was conducted
vithin the Measurement of Well-Being Branch of the Bureau of Economic Analysis
in the late 1970s. However, the program ceased after only ons envirommental
publication (Landefeld and Hines, 1982). (It should be noted that the progran
generated other publications in the general area of nonmarket accounting.) Yet,
there is a significant legacy in that the Repetto resource accounting methods
drav on the Landefeld-Hines methodology.

References and Sources
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Overview
) .

The Federsl Statiscical Office of West Geraany is “considering® the
dsvelopment of an environmental accounting systea, indspendant of but capable
of being licked to the national sconomic accounts. Tha FSO proposal memorandun
of August, 1989, calls for a physical accounting of changes {n the "actusl
stats® of the environment. The ecopomic linkags wvill be in terms of how
econscaic activities affect the (physical) environment. Whether efforts will be
zada to value the physical accounts and genarate adjusted GNP figures has not
yet been dacided, but {t appesrs that & satellite approach will be proferred.
Also, the FSO memorantun does not provida any information on the structure or
coverage of these physical accounts except to indicate that they will include
“spontanscus natural dsvelopments that are important for the emvirorment and
man.® It is therefors not clesr at this point what featurez ths propossd
enviromsntal acecounting system will have.

Howsvar, in private commmication, Professor Udo BE. Simonis of ths Sclence
Conter in Berlin feels that the eventual systea will reflect three differant
approaches: the Schafer-Stalmer approach (ses balow), the leipert-Simonis
"dsfansive expenditures approach,™ and the Wicke-Schults “danage-cost approach.*®

The Schafer-Stahmsr paper (March, 1988) focuses on the possible economic
importance of environmental protecticn activities, broadly defined to include
both pollution control sctivities and activities to defend against environmental -
insult. - (Earlier work in Cermany by Leipert also does not distinguish between
both types of accivities--s distinction that {s mede 'in the U.S.
pollution-contrel literaturs.) Of particular concern to Schafer-Stshmer is the
probles that expesnditures for these activities may be double counted ro-the
sxtent that these expenditures lead to indirect ocutlays for gensral econcaic
goods and services. Howsver, by identifying these environmantal expenditures
by consuming and producing sector, one can construct input-output matrices
consisting only of thess outlays and which are, thus, indspendent of the
conventional {nput-output =matrix. With thess (sub-) matrices aeparately
identified, and with the usual conscanc-coafficient assumptions, Schafer-Stahmer
demonstrate that it is possible to distinguish bstween primary inputs -devoted
to environmental procaction snd total primary inputs or conventional value
added. This valus of primary {nputs devoted to envirommental protection could
then be subtracted from GNP to yleld an alternative GNP. ' Howsver,--even if one
does not wish to makes any GNP adjustments, the Schafer-Stahmer calculation is
still useful in that it may provide a better indicator of ths relativs econsaic
inportance of environmental outlays than would & raw total of envirsmmental
expsnditures, which will include double counting.

The accounting structure to support this modsl 1s reminiscent of the
proposed UNSO envirormsntal accounting structure. A distinction is made between
external and intermal anvironmental protsction activitiss: that {s, between
enviromsental protsscrion ssrvices purchassd from others and environmental
protsctisn accivitias taking place within a sector. The former can be treated
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by introducing an additional row in the input-output table showing an
- environmental protection sector that delivers services to all other producing
sectors. (Schafer-Stahmer, Table 1) Howsver, the treatment of internal
protection activities is more difficult since the requisite goods and naterials
- used for this purpose by any sector are supplied by wmany sectors.
Schafer-Stahmer have managed (for 1980) to distinguish these purchases from
other ordinary inputs and, thus, have been sble to construct a separate
input-output table covering (internal) environmental expenditures, which also
includes, the row describing the external protection services.
(Schafer-Stahmer, Table 2).

-In other words, Schafer-Stahmer have been able to isolate all
environmental control expenditures (including final demand and primary imput
expenditures) from the conventional input-output matrix. If B is the
conventional input-output matrix and G, the pollution-control input-output
‘matrix, a matrix, P, can be defined as their difference. Each of these matrices
- can be typically partitioned as follows:

. A(U.uﬂ) ' m@l.coz)
VA(IJ'.GU) o

where A is a square matrix of industry imput-output flows; FD, a rectangular
matrix of final demands (consumption, investment, exports, and governmental
activities; and VA a rectangular matrix of value added inputs (labor, profits,
capital consumption allowances, and imports). Dividing A by industry output
totals yields the usual input-output coefficients. These are the conventional
coefficients for A;. That is, they measure input per unit of output. Obviously,
for Ag, the pollution-control input-output matrix, these coefficients measure
_ pollution-control input per unit of output.

The approach in the Leipert-Simonis paper (1990) is simpler in that
pollution-control expenditure information is presented in tabular form rather
. than in matrices. However, as a trade-off, the data development effort is
clearly easier and they are, thus, able to generate annual time series beginning
in 1975. As is the case with the U.S. pollution-abatement expenditure series,
_both capital and operating expenses are estimated. The Leipert-Simonis paper
- also reproduces danage estimates using the Wicke-Schultz "damage-cost approach®
-(1986). These estimates are not further discussed here because the
Wicke-Schultz paper is not available in English.

Discussion

As noted, the available written material (in English) does not provide any
details. of the proposed FSO accounting system. Therefore, it is not clear to
what extent the concepts in the papers by Schafer-Stahmer, Leipert-Simonis, or
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Wicke-Schultz will be adopted. On the assunption that some of these ldeas will
find their way into the Corman system, the following comments are in order.

Firsely, it should be noted that the Schafer-Stahmer or Leipert-Simonis
adjustments to the conventional accounts are very conservative in that they
covar aconomic activities that are already covered in the conventional accounts,
although they are not separately identified. The adjustments do not cover any
non-market services of the envir t or any damages to these services ("loss
of function® in the Hueting terminology). Nor do they cover natural and’
envirormental resource depletion and dsgradation. Thus, theass accounts only
will partislly meet the objectives of the FSO. : ’

Although the suggested adjustments appear far less ambitious than those
suggested, say, by the French, their ioplementation--especially the
Schafar-Stahmer {mplemsntation--i{s hardly trivial. In particular, identifying
the gource (by sector) of "internal® environmental control outlays would seem
a near impossible task since such separate fidentification is not a feature of
ordinary business accounting. In fact, even {f the accountant wishes to
separate purchases according to whether they sre for environmental control or
for ordinary business purposes, it may not be possible to do so in principle.
Often pollution controel is accomplished by the introduction of more modern
capital thst jointly serves the purpose of pollution control and ordinary
production. As the costs of such capital are, thus, *joint", it is not clear
that anything other that an arbitrary separation i{s possible. In view of these
problams, ona {s curious about the methods used to generate the data bahind the
{nput-output tables in the Schafer-Stahmer paper and whether these methods are
feasible in developing countries. It appears that the Leipert-Simonis approach
would be easier to adopt. .
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APPENDIX II

National Bureau of Economic Research. The purpose of this program was to develop
{mproved measures of economic and social performance by expanding the national
income and product sccounts of the United States. ’

The Peskin framework {Peskin, 1$89) thus is a wod{ification of the U.5.
accounting framework and, therafore, lacks the datail (and ambition) of the
proposed UNSO spproach of Bartelmus, van Tongsran, and Stahmer, which 1s more
closely tied to tha input-output style of ths SHA. .

Poskin’s approach {s to treat all assets--both marketed and nommarketed-
-symzetrically. Thus, the envirormsnt is viewed as providing services to both
intermediate and final demand sectorz. At the same time, thare may be negative
output dua to externalities associated with the conguzpeion of these services
(e.g., disposal services lead to pollution). This negative output i{s added
(negatively) to final demand.

As with the Repetto approach, all assets are depreciated, including natural
resource wealth. Along with marketed gsset depreciation, this depreciation is
subtracted froa GNP to produce an adjusted NNP. The GNP, itself, is not affected
by depreciation but it may be affected by the negative and positive values of
normarketed anvironmental sexvices. However, Peskin’s primary intarest is not
in GNP adjustment. He demonstratas that several possible adjustments are
consistent with the accounting framework, but he endorses nona of them.

L

Instead, Peskin purs forth his frazework as an information systes for
sccounting for the linkages betwesn environmental asset use and the use of other,
zarketed or nonparkeced, assets in the economy. Of critical importance is the
fact that, lacking markets, the unit vslue of environmental esset sarvices
depends on the production and preferencs functions of the user. Thus, the
consolidated framework allows for dusl valuation--one for the input sids and one

'As noted in the main report, these approaches are includad for reasons of

comparison and becauss they {llustrate ing approaches different frog -
those surveyed in Appendix I. There are additional suvironmental snd
Tesource sccounting sfforts taking place in countriss other than thoss
surveyed. (Ses page 2, footnote 1). These are not dascribed becauss the
author is not knowledgeable about their decalls. While some of thass
efforts may duplicate spprosches di 4 {in this paper, thers is ths
possibility that scne {mmovative idaas have been overlooked.
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for the output side of the accounts. To maintain accounting balance, there is
a balancing entry equal to the arithmetic difference between these two values.
Peskin shows that the size of this-balancing entry is proportional to the amount
of economically inefficient allocation of envirommental assets.

_The valuations, in turn, are based in the neo-classical economic principal
of consumer sovereignty. Thus, the value of input and final demand use is based
on the willingness-to-pay for this use. Negative output or damage is estimated
by the willingness-to-pay to avoid this damage. In practice, the
villingness-to-pay estimates are based on procedures drawn from the benefit-cost
1literature.

The Peskin framework was implermented with U.S. data for two years, 1972
and 1978. However, the only environmental asset services covered were the
disposal services to industry provided by air and water. Furthermore, the
implermentation did not include any calculation of natural resource depreciation.
A typical example of the resulting lidated i and product account is
shown as follows: .

1978 Consolidsted Rational Income and Product Account
" (billions of 1972 dollars)

Input Output

1. -Compensation of employees 14. Personal consumption 1350.8
and proprietors (incl.
rental income) 1447.2 15. Gross private domestic

2. Profits with inventory investment 3515
valuation and capital 16. Bxports 207.2
consumption adjustment 167.7 17. imports (-) 2175
- - @& Proftsbeforatax 845 18. Governmental goods & 435.6

consumption
adjustment 38.3

3. Net interest 1095,
NATIONAL INCOME 1724.3
5. Transfer payments - 9.2
6. Indirect taxes 178.1
7. Subskdies () 42"
8. Statistical discrepancy 33
NET NATIONAL PRODUCT 1910.7

9. . Environmental depreciation (-) NA
MODIFIED NET NATIONAL PRODUCT



10. Capial consusngxion 2189
11. Ervironmental depreciation {(+) - NA
* CHARGES AGAINST GROSS NATIONAL PRODUCT 21278 GROSS NATIONAL PRODUCT 21278
12. Environmeontal services (1) 43.8 18, Environmenta! damages {-} 46.6
a Ar 2986 a Ab 318
b. Water 14.3 b. Water 15.0
¢ land NA ¢ land NA
13. Nat Environmertai Boneft 2.7
MODIFIED CHARGES AGAINST 2081.0 MODIFIED GROSS 2081.0
GROSS NATIONAL PRODUCT NATIONAL PRODUCT

The unaggregated data behind the consclidatad accounts have been used by
a mmber of U.S. governmental agenciss to support various policy analyses. The
fact that disposal and damage estimares are based on willingness-to-pay concept
makes the data useful for bensfit-cost assessments of policy. 1In addition, since
the underlying data were identified in substantial geographical detail, they have
proved ussful for analyzing the distribucional {mplications of policy
alternatives,? i

Discussion

Although not as detailed ag the UNSO framework, the Peskin framework does
make signiffcant dezands on dats. For exampls, thers must ba complete covarage
of envirormentsl asset use by sector. For the U.S. implementation, this
coversge required data on pollution discharges and prospective costs for avoiding
these discharges by 3- and 4-digit Standard Industrial Classification. Adapting
this framework to relatively data poor developing countries would probably
requira greater aggregation. .

In addition, it is not clear that the neo-classical framework would meet
daveloping country needs. In particulayr, the consumer sovereignty principle may
underestimate the value of assets to the extent -that this value derives from
benefits to future generstions. It sy be necessary to- find  altaernative
valuation principles.

It should ba noted that, like other systems surveyed (e.g., the Norwegian,
Franch, and Repetto approach), the implementation procedure usually requires the

!These analyses are in 2 pumber of govermment reports. However, some of
the findings have been reproduced in journsl articles. See, for example,
Peskin (1986), Crosson, et al., (1986}, Gianessi, Peskin, and Young (198la
and 1981b), Gfanessi and Peskin (1380), and Gianessi, Peskin, and Holff
(1%979). .
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assenbly of physical data sets. Even without resolving valuation issues, these
data sets can be valuable. In the case of the Peskin framework, financial
support was provided by several policy agencies in the U.S. government who were
primarily interested in these data sets. Since they were developed with a
compreh ive ting goal, the coverage of these sets was far more complete
than the coverage of the sets readily available to these agencies.
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Repatto
Overvisw

The resource accounting activities of Robert Repetto and his colleagues
at the World Resource Institute have ralatively limi{red objectives: the
accounting for the value of the deplation of those natural resources that
generate marketed cutput. The intsnt is to adjust conventionslly-messured income
for this depletion in ordsr tc shtain a batter estimate of sustainable incoms.
Moreover, the intent is also to eliminate the asymmetricsl treataent of capital
depreciation between marketed capital and natural resource capical.

The focus 18 not on the general envirorment. No adjustasnts are made for
pellution ox environmental dagradation. In addition, no subtractions to GNP are
made for current anvironmental expend{turea. Furthermors, the method used to
calculate natural resource depletion, based on the mathod of Landefeld and Hines,
is very simple. Essentially, estimates of the physical change in rescurce
capital, through use, discovery, and (if applicable) natural growth over the
accounting period {s multiplied by cthe avarage net unit value of the resource.
The net value {s essentislly equal to sales minus production costs and, thus,
approximates economic rent. . .

Perhaps because of the modest objectives and the siaplicity of the
implementation approach, the Repetto approach has 8 record of successful
implementation in Indonasia, and further studies are planned or are currently
in progress in the Philippines, Costa Rica, and China.

Discussion

While the Repetto approach hes been widsly hailed in the popular press,
it is not without fts critics. Some (s.g., Clarke and Dragun, 198%) feel that
the Landefeld-Hines approximation is inappropriate for renevable resources, sincs -
it is possible that short-run physical reductions in- these resources could -
actually increase cthe value of remaining stock and, thus, yield negative
depreciation or capital gain. As noted in the main report, El Serafy also finds
the procedure inappropriate for non-renewable rescurces as well on the grounds :
that the depreciation procedure does not sllov for re-investmant of proceeds.’?
Because of this, El Serafy asserts that the calculited nat income is too
pessimistic {n that {t underestimates tyue sustsinable income. Furthermore, he
feels that the procedure fails to adjust gross income corrsctly. Several critics
(6.g., Roger Sedjo (private communicatisn) and Peskin) feel that Repetto’s
procedure is too partial {n that it does not sufficiently capture the value of
investment that may replsce the daplated resource {a criticism that in cercain
respects is similar to El Serafy’s). Thus, for example, depleted forasts may
be replaced with product{ve grazing lands. Finally, {t should be noted that the
procedure sssumes the existence of economic remt that can be atrributed to the

3See page 11 of the main report.
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scarce natural resource. However, such a rent will not be observable if thers
i{s uncontrolled access to the resource--the so-called "commons” problem.
Over-exploitation of the resource drives the market value of resource rents to
zero.

None of these criticisas is "fatal." Clarke and Dragun’s criticisms could
be met with more sophisticated depreciation approaches and, in El Serafy’'s case,
the use of alternative income aggregates. However, a response to the criticism
that the approach is too partial would - require the use of a much more
comprehensive accounting framework: one that could trace both private and public
investment that would replace depleted natural resource assets. Yet, adopting
such a framework may have slowed the pace of or even prevented implementation.
Finally, if there is a "commons® problem, the unobserved rent could be replaced
with a rental valus under an assumption of optimal restricted access. However,
such an optimal value is not observable; it oust be modeled.

Thus, Repetto’s approach may illustrate a dilemma. One the one hand, we
can nake progress over the conventional accounts with respect to the treatment
of natural resources and the risk of making misleading assessments of the true
state of natural resource wealth. On the other hand, we can try to avoid making
such nmisleading assessments by trying to be more comprshensive and by the
development of models, but at the risk of making slower progress.
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Uniced Nations Statistical 0ffice
Overvisw

Staff from the United Nations Statistical Office (UNSO), with collaboration
of Carsten Stahmer, hava recently suggestad tha dovelopment of a system of
satellita accounts, covering natural resource and envirommental activity.
(Bartalmuis, Stahmer, and van Tongeren, 1989) These accounts are desfgned to link
with the SNA and, {f implemented, would permit the construction of geveral
alternative measures of aggregate economic activity. As of now, these accounts
do not have an official standing but the framework paper will be the basis for
a draft manual and for twe case studies to be undertaken jointly with the World
Bank.

In contrast to the Norwegian effort and more 1like tha French, the
objectives are rather ©broad: “segregation and elaboration of all
environment-related flows and atocks of assets of traditional accounts”;
*asgsessment of envirommental costs and benefits®; “elaboration and measurement
of indicators of envirommentally adjusted or sustainsble Iincoms and product®;
and 'Xlnkago of physical resource accountin; with monetary environmental -
accounting and balance sheets." At the same time, the UNSO alsc wishes to follow
“as far as possible the principles and rules established by the SRA.* In
particular, they wish to adhere to the SNA's (current) coversge of productive
activity ("production boundary®). As will be discussed below, this goal may ba
in conflict with some of their broader objec:ives

The essential features of the framework can be found in the following
consolidated GDP account, (The figures are taken from the paper by Bartelmus,
Stahmer, and van Tongeren, 1989.)

GDP 293,337
{Consumption 217,437
{nvestment 76,630
Exports 3,797
(impoxts) (a.527)}
Environ. protect services
R included in final demand 18,023
GDP adjusted . 274,314
cost 51,839
{ Loss of non-ronowabile assols 25322
Loss (gain) to renswablo assats (30,098)
Environ. assats used up 95,183
Natursl disaster and degradation
of private assets (38.578}}
SUSTAINABLE GDP 222478
Capitsl consumgtion 28,368
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As ‘has been frequently suggested by others, final demand environmental
protection activities are shown as intermediate and, thus, are subtracted from
conventional GDP. However, household protection activities appear to be
subtracted at two different places in the framework. If they are classified as
"household environmental protection activities®, they are subtracted from
conventional GDP to yield "environmentally adjusted" GDP. On the other hand,
if they are classified as "consumption of households required to deal with
environmental change,” they are apparently included with other "environmental
costs"” and are thus subtracted later. Specifically, consistent with the
suggestions of the Dutch, Japanese, and Germans, “"environmental costs® (or, in
U.S. usage, "damages") are shown as a further reduction in conventional GDP to
yield "sustainable” GDP. However, the composition of these "envirornmental costs"
is somewhat unusual.

In the first place, along with pollution and other insults to the
environment, these costs include. environmental and natural resource asset
consumption and degradation. Other investigators (e.g., Peskin, Repetto) would
include such depreciation with the depreciation of ordinary assets. 1In the
second place, the "costs" include natural growth of renewable assets and
destruction of private assets due to natural disasters. Some may feel that
defining these 1items as environmental costs (or "damages®) is confusing.
Finally, inspection of the subtotals reveals that all pollution damage and other
environmental insults -are treated as if their total effect is to reduce the
quantity.or productivity of environmental and natural resource assets. This
treatment blurs a useful distinction between “direct-interaction® and
"agsget-utilization” environmental externality problems. (See below).

Supporting the above consolidated accounts 1s a large “"use" table that
breaks down many of the totals by producing and final demand. sector. Of
particular interest is the breakdown of environmental protection outlays by
consuming sector and environmental "costs" by sector of origin.

However, not shown are those intermediate and final-demand sectors affected
by environmental insults. In addition, there is no separate entry for the
consumption of environmental services by sector. The implicit assumption appears
to be that damages ("costs") are equivalent to these services. In other words,
the value of waste disposal to the steel industry is assumed equal to the value
of the damages caused by the steel industry's pollution. The implication of this
assumption is discussed below.

It should be noted that the Bartelmus, Stahmer, and van Tongeren framework
is not the only framework suggested by the U.N. In particular, the Population
Division of the Department of International Economic and Social Affairs in 1982
suggested the introduction of environmental accounting through an expansion of
a soclal accounting matrix (SAM). (U.N., 1982)

‘The SAM framework displays flows of expenditures and receipts by sectors,
each of which can be grouped under "account" headings (e.g., factors of
production, institutions, production sectors, commodities, rest-of-world). The
proposal is to add to these groupings an environmental sector or "account” with
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an “output® row showing the demand for environmental goods and services by
institucions, by production gectsrs, and by the rest of the world. There would
also be an "input® row to this sector showing "expenditures® for these services
by production and institutional sectors. Unfortunately, the.psper lacks datail
on how these *expenditures® would be determined. However, one could imagina that
they might be based on imputed values of the environmental services te the
consuming sectors. If so, the system would share a basic sinilarity with the
Pegkin framework.

Alsoc consistent with the Peskin framework is the {ntroduction of an
explicit environmental sector. This approach is in contrast with that of
Bartelmus, Stahmer, and van Tengeren who wish to adhere to the conventional SNA
production boundary.

Discussion

The Bartelmus, Stahmer, and van Tongeren framework is s s8jor advancas over
simpler, more consolidated frameworks {n terms of {ts ability to trace
inter-industry effects of envirormental change. Of particular usefulnsss ‘is the
fact that reductions in environmental and natural rescurce capital ara not viewed
in isolation. Any offsetting increagses in non-environmental capital are clearly
displayad.

Howevar, there are a »m.u.ﬁbez of potential problems with the framework that,
hopefully, can be addressed in future revisions.

In the firat place, while atrict adherence to the SNA sector boundary has
its value, one wishes that they would have taken the opportunity to introduce
an explicit household production sector. While the neglect of nonmarker
hougehold production may mnot have sgerfous consequences in industrialized
counctries, nonmarket production constitutes a major share of economic activity
in devaloping countries. This household activity may have direct consequences
for the environment and environmental policy. Fuelwood gathering is an obvious
example.

Of equal fmportance, especially for practical implementation, is the lack
of a "natural® gector. By not having asuch a sector, all snvirormental damages
are, by definition, accributad solely to human activities. Unfortunately, when
one i3 affected by poor air or water, the defensive actions taken are likely to
be the same regardless of whether the pollution has natural or man-made origins.
To neglact "nature” as a source of pollution overstates the likely benefits of
policy actions directed egainst human activities.

Another possible problex with the framework is the failure to distinguish
between services provided to economic sectors by the environment and damages (or
"costs”) to the environmenc by thess sectors. The single "environmental coat®
entry implies that these valuss ars the same. Moreover, if, as the authors
suggest, these damages ara to be valued in terms of their cost of elimination,
it izplies that the opportunity cost of environmental policy is exactly squal
to ths policy banefits. These assumptions make it impossible for the authers
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to use the framework for an "assessnent of environmental costs and benefits”--
one of their stated objectives

N A third problem is the assumption that all envirormental “"costs® can be”
vieved as if .their effect is to degrade environmental and natural resource
capital. Vhile many (some might say most) insults to the enviromment have this
"asget-utilization” effect , many so-called environmental externalities have more
of a “direct-interaction® effect. (The terminology is from Mohring and Boyd,
1971.) Thus, for example, noise pollution is probably more usefully analyzed
in terms of its direct effect on individual utility functions than on its effect
on the rate of depreciation on human and enviromnmental capital. (Admittedly,
it could be treated in terms of its affect on the depreciation of capital, but
it would be awkward to do so.) It would be more useful for the interpretation
of the damage data if Hueting's distinction between "quantitative competition”
(e.g., asset utilization) and “qualitative competition® (e.g.;, direct
interaction) for services of the enviromnment could be maintained.

There is also the question of why the depreciation of enviromnmental assets
are treated differently from the depreciation of non-environmental assets. Of
course, if economic activity destroys environmental and natural resource capital,
GDP will not be sustainable. Thus, the motivation for defining (environmentally)
"sustainable GDP" is understood. However, the GDP is equally un-sustainable if
economic activity serves to destroy machines, factories, and, of course, human
capital. The sustainability-distinction between natural resource capital and
other economic capital is only meaningful if natural re ces are d to
have no substitutes--a highly controversial proposition. Moreover, maintaining
this distinction may make it more difficult to get these ideas accepted by
non-envirormental economists. A better strategy might be to highlight the
similarities between natural resource/environmental capital and ordinary marketed
capital rather than their differences.

There are also a number of questions concerning data demands and
implementation specifics that can be raised about the Bartelmus, Stahmer, and
van Tongeren framework. For example, is the intention to distinguish between
"internal" and "external" pollution-control activities along the lines of the
German framework? How will household defensive expenditures be distinguished from
ordinary consumption outlays? How easy will it be to apply such a comprehensive
framework in data-poor developing countries? Presumably, these and other data
and implementation issues will be addreued in the proposed World Bank pilot
projects,

o
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b o APPENDIX IIT

DEPICIENCIES IN THR SATIORAL ACCOUNTS

National ic ts, a fr rk for the systematic organization
of economic data describing a nation’s economic condition, exist in one form or
-another worldwide. Governments have found these accounts indispensable for
purposes of organizing the data necessary for the analysis and design of economic
policies and for gauging the success of these policies.

Vhile national accounts have a long history, their initial widespread use
by resulted from the policy demands engendered by the Great Depression and by
World War II. As their popularity with Governments has grown, the general public
has also begun to become more familiar with the accounts and especially certain
aggregate totals drawn from the accounts such as the Gross National Product
(GNP) . GNP slong with other economic data such as price and' employment
statistics are widely looked upon as indicators of how well a nation is doing.

However, along with the growth in popularity has been a growth in criticism
of the accounts--not so much of their use as a data system but more often their
use as indicators of national well-being. Coinciding with the surge of interest
in the envirorment in the 19608 and early 1970s, alleged inadequacles regarding
the GNP's ability to reflect the environment and, more generally, the “"quality
of 1ife" were the subject of a number of articles and newspaper editorials. More
recently, the criticism has shifted towards alleged weaknesses in the ability
of the accounts to reflect the possible deterioration of a nation’s resource
base. As a result, the economic activity measured in the accounts may not
represent sustainable activity over the long run.

There are three additional deficiencies with the standard national economic
accounts that may result from their inadequate treatment of the enviromment and
natural resources: the conventional accounts provide a poor measure of social
and economic performance, the conventional ts treat different forms of
national economic wealth inconsistently, and the conventional accounts ignore
important variables explaining economic activity. These three deficiencies will
be discussed in turm.

1. Inadequacies as a measure of social and economic performance'

One of the most frequently heard criticisms of the conventional natjional
accounts is that they respond poorly (some would say "perversely") to changes
in envir al and r rce conditions. Certainly, it is true that pollution,
congestion of parks and wilderness areas, and the depletion of natural resources
are often unfortunate side effects of economic growth. Thus, it is disturbing
to much of the public that-economic data drawn from the national accounts point
in a positive direction. 'To make matters worse, often the conventional economic

! The author realizes that when used together, either the word “social" or
. ic" may be redundant, depending on how broadly each term is defined.
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indicators poorly reflect sfforts to defend against environmental insult and
sfforts to clean up the enviromment. If, for example, resources in ths econcmy
are not fully employed, it is quite likely that any increased sxpenditurss on
medical services or for household cleaning due to increased pollution levels will
result in an increase in economic activity and, thus, an increase Iin GNP. On
the other hand, efforts to clean up the environment could lead to a decrease in
GNP (measured i{n constant prices) to the extent that these expenditures are
"current account”™ outleys borne by business and, :hu divert resources from
ordinary output.

Of course, it could be argued that over the long-term, a2 clean working
envirermant and a sufficiant srock of natural resources are necessary for healthy
and sustained eaconomic growth. Thus, the potantial *perversicies™ suggested
above may only exist in the short- or medium-term. However, because of the
popular fixation on the GNP as the i{ndicator of current social and aconomic well.
being, the argument that if enviromnmental conditions become bad enough, GRP
indeed will eventually go "in the right direction,” will not satisfy the critics.

2. Inconsistent trestmesnt of income and wealth,

Criticisas of the nationsl accounts as indicators of well-being have been
readily disaissed by academic econonists and those national account statisticians
who fesl that ths accounts are simply a record of a nation’s production and were
never. intsndsd to bs an indicator of social and economic well-being. They may
argus that i{f the press, the public, and the politicians persist in believing
othervise, the problem 1s with public attitudss and their lack of understanding,
but not with how the conventional accounts treat the environment. On the other
hand, the criticism that the standard accounts do not provide consistent -
treatzent of income and wealth may have more support among economists. ’

More specifically, the assertion is that the standard accounts
inconsiscently excluds information nseded to comply with conventional definitions
of *income.® Conventionally, income is defined as the sum of consumption
expanditures plus investment (whare “investment” alse includes net foreign
investment defined as exports less imports). However, the conventional
definition further distinguishes between gross investment and investment less
depreciation, or net investment. Accordingly, wa distingulsh betrween gross
income and net income, wvhere the latter is defined as consumption plus net
investrent.

While most economists feel that there is no {ncome aggregate that fully
ssasures etonsmic well-baing, many would argue that net income, as opposed to
gross incoms, comes closer to tha mark, since it better represents the amount
soclety can consume after allowing for the production of resources necessary to
maintain society's stock of capital. Gross income, in contrast, may not be
sustainable to the extent that its level is .supported by a diminishing capital
stock and thus does not comply with the Hicksian deflnit{on of income adopted

51-706 0 - 92 - 10
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in most national ncéount!.ng frameworks including the SNA.? Consequently, one
‘important entry in the standard -economic accounts is "depreciation,” which allows
the translation _of gross income (or product) to net income -(or product).

The inconsistency arises because the conventional national accounts measure
the depreciation of certain forms of capital, such as plant and machinery, but
neglect to account for the depreciation of other forms of capital such as
natural resources and environmental capital, as represented by the nation’s stock
of clean air, water, soil, wilderness areas, non-renewable resources, etc. As
both environmental and natural resource capital are crucial to the production
of goods and services--especially in heavily resource-dependent developing
countries--neglecting this sort of depreciation necessarily means that net income
is overstated. Of course, one could point out that other forms of capital
depreciation are also-neglected in the standard accounts. Of particular
importance is the neglect of the depreciation of (as well as investment in) human
capital, even though the services of this capital (that is, "labor") accounts
for most of a nation’s income. -

It should be pointed out that while several critics of conventional
accounting practice wish to address the inconsistencies arising from the failure
of the accounts’ to cover the depletion of natural resource and envirommental
capital, they still wish to treat such capital differently in their suggested-
accounting modifications. The' issue of whether natural resource and
environmental capital "deserve® special treatment is addressed in Appendix I.

3. Neglect of important determinants of economic activity. )

An important function of the national accounts is that they serve as an
information system containing those statistics that determine and define the
nation’s economic activity. Thus, even if one were unconcernmed about the
accounts failure to treat environmental concerns adequately or about possible
inconsistencies in the definition of income, one might still. fault the
conventional accounts 1if it is believed that they are not fulfilling their
informational role. Specifically, one could point to the neglect of the services
of natural resources and the environment. After all, these services influence
production and consumption activities in much the same way as the services of
human capital, plant, and equipment, which are already measured in the accounts.

In its role as an information system, the economic accounts provide:a
snapshot of the economy’s "production function”: an instantaneous picture of the

?See Hicks (1946). (References are found in main report.) It should be
. pointed out again that no single accounting aggregate--whether it measures-’
gross 1 or net 1 --is entirely satisfactory for the measurement
‘of ‘economic performance. For example, two countries can have exactly the
same net incoms but whers one country consumeérs it entirely while the other
saves half., The fact that the latter country has the potential for future
growth, while the former does not, is not captured in the income aggregate.




287

transformation of factors of production into product and services. Neglecting
sovirenmental and narural resources distorts the picture of production in two
ways. It overlocks the production of scue undesirsble ocutputs (e.g.. poliution)
and lssves out s mumber aof crucial inputs to both desirsble and undesiradle
product,

This lack of a full accounting of all inputs and cutputs coaplicstes the
nation’s ecomomic and environmental policy process. The availability of key
envirormental and resource inputs may be crucial in determining vhather sconomic
goals will be reached, especially in less-developed, resource-based aconsaies.
Thus, neglecting these inputs in national {ncome accounting could lsad to less
optinal policies than would otherwise de the cass. '

Yst, sven in industrialized, non-z ce b d nies, while the
neglect to account for snvironmentsl or natural resourcs inputs and outputs may
not have as dirs a result, ir say haaper the sbility to develop an {ntegrated
policy approach directed towarda certain resource and envir ally dependent
sactors. For exanpls, we ars unliksly to gain a full understanding-of the
response of the agricultural sector to sgricultural policies without a complete.
accounting of all the significant inputs and outputs, both maxketed and
envirormental, that are involved in agricultural production.?

vor a discussion of nornmarket factors and sgricultural productivity, as
well as bibliography of relatsd refsrsncas, aes Peskin (forthcoming).
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APPENDIX IV

SHOULD ENVIRONHENTAL AND NATURAL RESOURCE WEALTH
RECEIVE SPECIAL ACCOUNTING TREATMENT?

-

It is perhaps ironic that both defenders of conventional national

accounting and many who feel the present system to be inadequate agree that
natural resource and environmental wealth should be treated differently from
other forms of wealth such as plant and equipment. Practitioners of conventional
income accounting distinguish environmental and natural resource wealth from
other forms of capital by excluding any measures of natural resource and
environmental depreciation. Of course, this practice is not confined to natural
resources and the environment. For example, depreciation of and investments in .
human capital also receive the same treatment.
. On the other hand, while critics have complained about this treatment of
natural resources and the environment in the conventional accounts, some of the
suggested remedies still provide for special treatment for these assets. Thus,
for example, El Serafy (1989)' has suggested a radical change in how one should
‘define the (gross) income generated by depletable natural resources.? In
addition, Bartelmus et al. (1989), with regard to their treatment of natural
resource depletion, provide a new definition of gross income: “sustainable” gross
income, defined as conventional gross income less environmental outlays and less
the current consumption of natural resources. In contrast, both Peskin (1989)
and Repetto, et al. (1989) call for a uniform treatment of all wealth, both
conventional and environmental.

Of course, the natural environment and underground minerals are physically
very different from factories and machines. Most notably, they are not easily
reproduced by man. Do these differences justify special treatment? . Apparently,
the French Physiocrats of the 18th century thought so. Their accounting systems
reserved a special role for land, thought to be the source of all national
wealth.

However, more modern economic theories emphasize’ that in both the
production of goods and in the gemeration of well-being, it is possible to
substitute one form of capital for another. In this view, no particular form
of capital is unique or essential. (Human capital is, of course, an exception.)
Even if all of a nation’'s non-reproducible natural resources were exhausted,

'References may be found at the end of the main report.

*Fssentially he would distinguish between proceeds due to the extraction
of minerals from "true income”, where the difference between the two is
defined as the amount that would have to be invested in order to just
replace the value of the resource when it is fully exhausted. The "true
income” would be included with other gross income originating in the

' economy.
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production of goods and general well-being need not_suffer if wise {nvestments
are made in another form of wealth.’ Thus, vhile there may be tremendous
physical differences between types of capital, there are no essential economic
differences. -

This sanguine ‘view has ‘been attached recently by those who feel that

particular forms of environmental wealth--in particular the biosphere and the
ocsans--ara indeed essential and that this wealth isg under transnational attack
by such factors as global warming, ocean dumping, and acid rain. These fears
are behind recent concerns that both national and world-wide economic growth may
not be “sustainable."* ’

The cholce betveen the neo-classical acoenomic view and the altarnative view
that natural resource and environmental capital has a speclal economic role and
thus needs special accounting treatment 1s difficult to make on theoretical
grounds. It {s also difficult to rely on past empirical evidence. Certainly,
the historical evidence suggests that many nations have survived and, indeed,
prospered in spite of severe depletions in their stocks of natural resources.

On the other hand, if the estimates of the potential increase in global warming, -

the depletion rates~of rain forests, and the increase in world-wide generation

of wastes are correct, we may be facing changes for which past empirical evidence

provides litctle guidance.

Yet as difficult as it {5 to resolve the debate ctheoretically agd—

empirically, the effort should be made. Whether there are essential economic

features of natural resource and environmental capital that warrant special-

accounting treatment is, of course, important for the choice of accountirng
approach. Far more important Is what the resolution of the debate will say about
the future course of environmental and resource policy.

*The neo-c¢lassical theory suggests that market behavior will assure thac -

such wise investments will take place automatically. However, one can
reject this theory and still believe that widely disparate forms of wealth
are substitutable. i

‘It is not clear whether similar fears have motivated the views of El Seraf:

-+ and Bartelmus, et al. 1In the paper by Bartelmus, et al. (1989), there is
little discussion of why they chose to treat environmental and natural
‘resource capital uniquely. El Serafy (1983%) offers two explanations for

. his-approach: the fact that GNP and not NNP is "the preferred quantity for

< mactoeconomic-analvsis™ and that nations with "marketable natural resources

are evidently betfer off that.those without such resources. 1t is hard-

to -see why both arguments would not be just as applicable o countries
relying solely on stocks of reproducible and human capita. as to those
relying primarily on exhaustible stocks of natural rescura. .. -
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Senator Gore. Thank you very much. I appreciate it.
Dr. Repetto, please proceed. .

STATEMENT OF ROBERT REPETTO,
DIRECTOR, ECONOMIC PROGRAMS,
WORLD RESOURCES INSTITUTE

Dr. RepgTTO. Thank you, Mr. Chairman.

It’s not terribly oomfomng that the United States is moving over to the
SNA, because the SNA is itself, at present, seriously flawed in its treat-
ment of natural resources and environmental issues.

I think the basic problem with respect to natural resources was well-

stated in your opening statement. And it’s not necessary to dwell on it at
great length here. It is that natural resources are not treated as economic
assets. Activities that deplete or degrade them are not recorded as a
charge against income but as an addition to income. Consequently, there
is a fundamental confusion between income generauon and impover-
ishment of national wealth.
. The treatment of natural resources in the SNA is asymmetncal—that
is, other forms of capital are not treated this way—and also inconsistent,
because natural resources are not treated equivalently in the stock ac-
counts—the national balance sheets—and in the flow accounts—the in-
come and product statements.

The seriousness of this problem is well illustrated, I think, by the
- recent study that we have completed with the Costa Ricans.- Incidentally,
most of the work was done by Costa Rican analysts, using existing data
that was already available in the country, that had to be dug out. Accord-
ing to the agency in Costa Rica responsible for doing their National
Accounts, it’s at least as well-grounded and, in fact, it is better grounded
than the rest of the National Accounts in tems of the quahty and reliabili-
ty of the estimates.

If I'might, I would like to bring in the ‘question of cost. I was taught
that gentlemen don’t discuss money, but, I guess, that doesn’t apply
within the Congress. It costs about $250,000 to do this study in the course
of a year. To me, that is a very minor amount of money compared to the
hundreds of million dollars of losses in natural resource damage that
Costa Rica has experienced.

I was interested to hear that it is considerably more than is available
to the BEA, at this point, to do comparable work in the United States,
which is a somewhat larger country. It’s also much larger than the amount
available to carry out the case studies that Dr. Carson alluded to in
Mexico and Papua New Guinea. And then there was another one, or two
of them—with the help of the World Bank and the U.N. Statistical
Office—that were funded for about $30,000 apiece. So, it does underscore
that there is a money issue involved in this.

I've included in this tcsumony a ﬁgm'e showing the famous Costa
Rican strip tease, which is the loss of its forest cover over a 40-year
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period. Most of that forest land was converted for agriculture, mainly
pasture. Heavily-sloped lands that should have remained under forest
cover have been subjected to much higher rites of soil erosion, with
considerable loss of soil productivity. e
Fisheries have also been destroyed through pollution and overfishing.
None of this asset loss has appeared in any of the core national income
GNP investment and saving accounts in Costa Rica over:the past 18
_years, during which this process has taken place.. R
: When we added it up, the loss has amounted to .something like-5
percent of GDP per year. In the forestry sector, the value-added net of
this depletion has been negative. It would be reduced by about 50 percent
- in agriculture due to soil erosion. The economic value.of some of Costa
- Rica’s principal fisheries has been totally eliminatéd. Had they :been
available, these indicators would have given unmistakable signs to policy-
makers that something was very badly amiss. Gross capital formation, or
net investment;. would have been reduced by about a third, on-average,
over this period. o
- . Now, any analysis of the prospects for growth and development in the
Costa Rican economy that over-stated capital formation by that amount
of money—that fraction—would necessarily have been erroneous and
"have led to mistaken forecasts and prognostications and diagnosis.-
So, all of this illustrates that the existing system gives very—as you

* just pointed out—very misleading signals to policymakers. And a telling
example is the recent experience of Costa Rica with the debt crisis. If a
national balance sheet for Costa Rica had been available—and it wasn’t
because the Costa Ricans have never implemented .that part of. the
SNA—it would have shown, on the asset side, natural resource: assets
~ declining by about 5 percentayear. = . . .- .. -
- - Atthe same time, liabilities in the form of foreign debt would have
~ been increasing. The rate at which the assets were disappearing greatly
~ outweighed the rate at which external debts were piling up. Basic balance
of payments: deficit was about 2 percent of GDP over the year.

.- 'But the problem was defined as a debt crisis. And while the IMF
rushed South, with missions to stabilize the money supply, nobody came
- down with programs to stabilize the natural resource base. - -

.SENATOR GoRE. To the contrary, in a debt crisis, there is-frequently

increased pressure to speed up the exploitation: of natural resources.

_ DRr.RePETTO. As a matter of fact, that’s precisely what happened. The
IMF program called for a contraction, a reduction in expenditure. One of
the consequences of the ensuing increase in unemployment—and we have
numbers on this—was to send poor, unemployed workers into upper
watersheds, trying to carve out:subsistence holdings where they shouldn’t
have been; a big increase in migration into these forested areas; and a big

_ - influx.of low-income workers into small-scale off-shore fisheries, which
" exacerbated the problem of the fishing. So, environmentally, the IMF

- 'program was, in fact, perverse.
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As Henry Peskin has said, resource-dependent countries in the OECD
have recognized the need to do work on it. Some, like the Norwegians,
have worked for a long time. Others, like the Canadians and the Austra-
lians, are just beginning to work on it.

But more dramatic, it seems to me, has been the upsurge in interest
among developing countries, We had a conference in Vancouver last
spring, I guess it was, to try and create an opportunity for people from
developing countries interested in starting this work or engaged in it to
talk to each other. P

We are aware of exercises now underway in the Philippines, Indonesia,
and China. The China case is particularly interesting because it illustrates
the point that you made—that here is a country trying to dramatically
switch over to a completely different system and accounting framework,
and they recognize the shortcomings of the SNA, with respect to environ-
mental and resource issues. They’re trying, on their own, to make some
comections. S

Malaysia, New Guinea, India, Mexico, El Salvador, Bolivia, Chile, and
most recently, the Brazilians have started, which I think is a very signifi-
cant change. One of the things that emerged at that conference was their

- perception of the need for a standard methodology. Rather than have
everybody experimenting and developing inconsistent frameworks, there
are economies of standardization here—as Senator Sarbanes said—and
they look to the United Nations for leadership in establishing that com-
mon methodology and framework.

The U.S. AID did help us with the Costa Rican study. They were one
of the funders, along with the Dutch and the Canadians for that study. It
is, to my knowledge, also supporting natural resource accounting in the
Philippines and El Salvador, and Henry mentions Indonesia to that But
it scems clear that a more systematic and widespread effort by AID would
be possible and useful, given this widespread interest. ‘

My view is that the World Bank has so far taken only tentative and
experimental steps to explore natural resource accounting, has supported
a couple of very limited studies, organized some conferences on this
subject, and published a set of conference papers; but it has not provided
systematic support to countries attempting to reform their accounts, nor
has it incorporated natural resource accounting into its own analytical
work. The regional MDBs and the IMF, to my knowledge, have done
little, if anything, on this front. :

The U.N. Statistical Office and the Statistical Commission are key
issues, because most countries, including the United States, increasingly
conform to the System of National Accounts. It scems that—and we heard
it from the testimony earlier—the thrust of the SNA revision is not to
make the kind of changes in the core accounts that would unify the
treatment of natural resources as economic assets, and adjust measures of
national income, capital formation, valuc added, accordingly. This is
unfortunate for several reasons. The SNA is now inconsistent in its
treatment of natural resources. There are what they term stock
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- accounts—national balance sheets—in which natural resources are record-
ed as assets. Land, timber, subsoil, mineral soils are .already in there. . .

ThevaluauonpmblemsmatDrPlantrefenedtoaxeaddmsedmthe
compilation of national balance sheets. They must be .addressed in order
to value these as economic assets. 'I'lndatamdedtocompﬂeﬂwse
accounts are already being collected by many countries. The question is
how do you treat the data. The numbers are there. Whatboxdoyouput :
them in?

But the stock accounts—the natlonal balance sheets—are mcons1stent
with the flow accounts. They violate, in fact, one of the most fundamental
rules of accounting. And that is that the change in stocks between the
beginning and the end of-a period is equal to the net flow within the
period. A simple example would be the change in a. person ’s net worth
between the first day and the last day of the year is equal to his net
savings within the year. It’s a principle of all sorts of accounting systems,
demography, the change in the population between the begmmng and the
end of the year is equal to the excess of births over deaths and in-migra-
tion over out-migration. It's a necessary relationship, but the U.N. System
of National Accounts violates that because they do not treat the accumula-
tion of natural resource assets as capital formation, nor do they treat the
decumulation of natural resource assets as capital oonsumptlon. _
. So, had Costa Rica compiled national balance sheets in 1970, in 1988
they would have found that the assets worth one year’s GDP had disap-
peared. But nowhere in the flow accounts for the mtelvemng years would

“there be any trace of this. . _

Instead of makmg these sorts of revisions to ehmmate this inconsis-
tency and flaw in the SNA, the U.N. Statistical Office. is compiling its
manual of guidelines to assist those countries that wish to compile satellite
natural resource environmental accounts. As one experienced U.N. official -
once explained to_me, this is-a compromise that enables the United
Nations to assure those constituents who resist change that nothing will
be changed, while assuring constituents who want action that they are
takmg steps to correct the problem. :

- = I'mean; it is astepmthenghtduecuon,butlmteratcmatltlsunhkc
ly-to have much effect. Huge statistical offices can afford at this point to
1mplement the entire SNA, for example, with national balance sheets. It
is highly unlikely-that they are going to have the-resources to implement
a parallel set of satellite accounts. - '

Another thing, experience with the satelhte accounts is that they-have
very little effect on the analysis of policy. I should qualify my statement
- in the text using the Norwegian example. In Norway, those accounts that
were compiled for the energy sector, which were incorporated directly
. into policy modeling, have been influential. The ones that they-have done
for other natural resources; such as fisheries and forests, which have stood
alone as satellite accounts, have been recognized-as ineffectual. And it’s
'doubtful whether they re gomg to conlmue to do it.
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The U.N. position, at this point, makes no distinction between the steps
that could be taken now, without fundamental changes in methodology
and considerable new research, and more difficult and far-reaching chang-
es. Making the treatment of natural resources, such as soil, timber, and
subsoil minerals in the flow accounts consistent in the way that they are
now treated in the stock accounts within the SNA could be done now. It
introduces no new issues of valuation, nor does it extend the boundaries
of the SNA in terms of what’s in it, and what’s outside it. Trying to value
air pollution damages to consumers, for example, extends the boundary
of the SNA. But the changes that we are talking about do not do that.

The U.N. manual does not distinguish between the changes that are of
greater importance to the developing world and those of greater concern
to industrialized countries. Developing country economies are resource-
dependent. They think of the environment in terms of producing assets,
not in terms of consumer amenities. Yet, the accounting framework pre-
scribed for them in the SNA ignores their principal assets.

It seems to me that a desirable and feasible course of action would be
to take advantage of the upcoming U.N. Conference on Environment and
Development in mid-1992 to announce a definite timetable for changing
the treatment of natural resources in the SNA.

A period of three years to carry out additional case studies, to hold
consultations, and so on would seem to be quite adequate. If the Sovict
Union and Eastem Europe can change over from 70 years of communism
to a capitalist framework within a much shorter time, it would seem
possible to change the definition of national income within that span of
time

If we can’t do that, then the prospects for the survival of natural
resources in such countries as Costa Rica, until the opportunity comes
around again, seems very bleak. _

Thank you.

[The prepared statment of Dr. Repetto, together with a report, follows:]
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PREPARED STATEMENT OF ROBERT REPETTO

I. The Need for Reforming the National Income Accounts

The United Nations System of National Accounts, which most
countries follow c.lésely, is seriously fiawed in its treatment of
natural resources. Although most developing countries (-a;ld some
developed countries) still depend heayily on 'agricultu;‘e, forestry,
fishing and mining for income, employment and export earnings,
natural resources are not treated as. economic assets in the
national incomg accounting system. Depletion or degradation of
natural resources by economic use is not treated as capital
consumption: development or enhancement of natural resources is not

treated as capital formation.

Depreciation of other forms of tangible capital, such as
machinery and equipment, is recorded through a capital consumption
allowance subtracted from gross value adde;:l. Income is what remains
of value adcied after enough has been set aside to restore and
maintain the capital stock. This accounting practice adheres to thé
fundaméntal definition of income as the maximum that can be

consumed in the current period without reducing future consumption.

This definition of income also captures the essential meaning of
]
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sustainable development. However, natural resources are not treated
symmetrically, even though they are economic assets, capable of

generating a stream of economic benefits over time.

The result has been.tha: coﬁntries drawing down the quantity
and cuality of their natural resource base have recorded that
process as raising-their income, not as reducing their wealth.
Countries have eroded their scoils, destroyed their forests,
polluted their waters, and depleted their fisheries, and their
economic accounts show only a resulting rise in national income as

these important assets have disappeared.

The natural resource accounts recently compiled for Costa Rica
illustrate the severity of this procblem. They cover forests, scilas,
and fisheries. Incidentally, they were compiled in Costa Rica by
a team of Costa Rican researchers under the sponsorship of the
Ministry of Natural kesources, with limited help from WRI. They
relied only on already exigting informatiop, but are detailed and
sophisticated. According to the Costa .Rican .national income
accounting office, they are more solidly based than many other

estimates in Costa Rica's current national accounts.

Figure 1 illustrates the continuing deforestation of Cosata
Rica, largely for livestock grazing. Most of the valuable timber
was simply burned, and habitat rich in bio;oqicél diversity has

been lost. The denudation of slopes batter left under forest cover
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has accelerated soil eroéion, affecting soil fertility and off-
site water quality. Other natural resources, such as fisheries,

have alsc been degraded.

If calculated net of capital depletion, the forest sectors'
contributicon to income would have been negative virtually
throughout the peried (Figure 2): the agriculture sector's
contribution would have been reduced by fifty percent by erosion
losses (Figure 3), and the eccnomic value of one of Costa Rica's
main fisheries would be totally eliminated (Figure 4). These
indicators would have demonstrated powerfully that natural
resources were being unsustainably and unproductively managed. But,
there is no place for them in the UN's current national income

accounting framework.

The aggregate cost of this natural resource depletion,
expressed as a capital consumption allowance, averaged about §
parcent cf GDP per year cver most of two decades. (See Table 1) Yet
there is no inkling in the national accounts for any cf these years
petween 1970 and 1988 that the country's wealth, its economic
asséts, were being lost at a rapid rate. Figure 5 shows the
adjustment to aggregate capital formation implied by natural
resource accounting. If the consumption of natural resource assets
had been subtracted from gross domestic investment in the same way
that other tangible capital is depreciated, then it the record

would show that net capital formation was roughly one-third lower



TABLE 1
- " Gross asd Net Domestic Prodact
Net of N: 1 R Depreci
Conven- Conven-
tional tional Natural Adjusted
Gross capital net resource net
d i Pl d i deprec- domestic N.R.D.
prod 1k S P iation. product —
Year (GDP) {CCA) = _(NPD) ANRD) ANDP) G.DP.
1970 93,446 5951 87,495 4,982 82,513 5.3
97 94,382 5.947 88,435 6,577 81,858 70
9 100,912 6,186 94,726 5553 89,173 55
-1973 116,525 6,503 110,022 6,656 103,366 5.7
1974 122,740 6,481 116,259 8115 108,144 66
1975 . 125393 6,655 118,738 7583 111,155 6.1
1976 132,310 7,188 125,122 6,182 118,940 47
1971 143,990 734 136,596 6311 130,285 44
1978 153,124 8,035 145,089 6,189 138,900 T 40
1979 160,598 857 152,027 8,750 143277 5.
1980 * 161,894 8,529 153,365 8233 145,132 5.1
1981 158237 751 150,726 5510 145216 35
1982 145,932 5847 140,085 5,157 134,928 35
1983 154,481 5,029 - 149,452 9,637 - 139,815 62
1984 163,011 4862 158,149 10,711 147,438 6.6
1985 169.299 4,694 164605 . 11,231 . 153374 6.6
1986 mnsn 4,408 172,919 14,554 158365 82
1987 186,019 4,651 181,368 10522 170,846 5.7
.1988 207,816 5301 202,515 21,163 181,352 - 102
1989 231,289 5323 225,966 20,604 205,362 89
Note: Gross Domsuc Product values from Banco Ccnlral de Costa Rica (Estad{sticas 1950-1989, San José, Costa
Rica) and unpublished data were converted to The GDP defl used was takea from lnmaumul
M y Furd, ! Fi ! Statistics 20:14 (15 July 1991). Net d P was developed in this
study.
/
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Figure 2 Grossand Net® Forestry Product
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Figure 3 CostaRicas Agricultural Product Before and After Natural Resource Depreciation
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throughout tha period. This is a significant difference, in terzs
of the écono;y's capacity for further growth and developmant, Any
macroeconomic analysis or plan that ignored. it would have been

inaccurate.

Cver the 1970s and 1980s Costa Rica‘'s national balance sheet
deteriorated rapidly as it lost natural resource assets anpd piied:'-
up external debt. The loss of natural resource assets, at a rate-
averaging 5 percent of GDP per year, greatly outweighed fna
accumilation of external indebtedness. (The balance of payments
deficit on current acccunt and official capital flows averaged
about 2 percent of GDP.) Yet, when the economic crisis struck, f%
was laballed a "debt crisis®, not an environmental crisis. INP-

missions flew south to stabilize the money supply: nobody proposgd_

’

@ program to stabilize the natural resource basa. The accumulation
of liabilities was recorded and scrutinized; the much greater losa -

of assets was unrecorded and ignored.

II. The Response

Many resource-dependent countries, both developed and
developing, have recognized the importance of natural resource
accounting and compiling accounts. Some OECD countries, auch ni

Norway, started many years ago, especially for the energy sector.
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Others, such as Canada and Australia and some of their provincial

governments, have begun more recently.

In the developing world, many countries have also recognized
how vital these accounting changes are for them. The new
administration in Costa Rica has incorporated natural resource

-accounting into its work program. WRI is aware of other accounting
studies underway in the Philippines, Indonesia, China, Malaysia,
Papua New Guinea, India, Mexico, El Salvador, Bolivia, Chile, and
Brazil. At a recent conference WRI organized in Vancouver to foster
communication among countries engaged in such analysis, many
‘delegates spoke of the need for a standard methodology and
technical assistance, looking to the UN Statistical Office to

provide this leadership.

USAID, in response to earlier Congressional directives, has
begun to provide support for natural resource accounting studies.
It joined the Netherlands and Canadian development assistance
programs and a private foundation in supporting the Costa Rican
effort. AID is also supporting natural resource accounting in the
Philippines and El Salvador, to my knowledge. A more systematic and

widespread effort would clearly be possible.

The World Bank so far has taken only tentative and
experimental steps to explore natural resource accounting. It has

supported very limited studies, budgeted at approximately $30,000
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apiece in Mexico, Papuan New Guinea, and perhaps one other ccuntry.
It has also organized some conferences on the subject and publisbed
4 set of conference papers. The World Bank has not pxov?ded
systematic support to countries attempting to reform their
accounts, nor has it yet incorporated natural resource accounting

into its own country analytic work.

Neither the regicnal development banks nor the IMF, to my
knowledge, have taken concrete steps to support natural resource
accounting or assess its implications for their analyses and

programs.

The United Nations Statistical Office ana Statistical
Commission are key institutions in»this area, because countriaes,
including the Us, increasingly .conform to the UN System of Nationail
Accounts (SNA). These institutions have been involved for thae past
two or three years in a pericdic revision of the SNA. They are
apparently planning pot to make the changes indicated above in the
GDP, national income, and investment accounts to treat natural

resources consistently as economic assets.

This is unfortunate for saveral reasons. First, the SNA is ncg::

seriously flawed, misleading and inconsistent in this area. It isfﬂ(

inconsistent because in the stock accounts within the SNA, the .

national asset and liability (balance shest) accounts, such natural

resources as timker, land, and sub-soil minerals are indeed treated‘
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as economic assets. Rules of accounting and valuation are set

forth for the stock accounts that are fully in accord with those

Qsed in natural resource accounting studies. However, those same
rules are ignored in the flow accounts, ‘'recording income and
expenditures within a period. This violates a fundamental
accounting identity, that the difference in a stock between two
points in time must equal the net flow in the intervening period.
(E.g., the difference in a person's net worth at the beqinnihg and

the end of a year equals the person's net savings during the year.)

In practical terms, this means that if Costa Rica had compiled
national balance shéets in 1970 and again in 1988, conforming to
" current SNA rules, it would have found that natural resource assets
worth one year's GDP had disappeared by 1988. But in none of the
national income accounts for the years between 1970 and 1988 would
ehere be any trace of disinvestment, capital consumption,
depreciation to indi&ate that this loss was ongoing. This is both
inconsistent and misleading.

Instead of making neéessary revisions in the 'SNA, the UN
Statistical Office is compiling a manual of methodologicél
guidelines to assist those countries- tﬁat wish to compile
"satellite" natural resource and environmental accounts to do so.
As an experienced UN official once explained to me{ this is a
.cpmpromise that enables the UN to assure those constituents who

resist change that nothing will be changed,- while assuring
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constituents who want action that they are taking steps to correct

the prcﬁﬁem ..

A manua) for satellite natural resource accounts is a step in
the right direction but is unlikely to have much effect. For one
thing, because of chronic budgetary and manpower shortages, few
.statistical offices can afford to work on satellite accounts. They
can barely produce adequate- "core" accounts. For ‘example, few
countries now produce national balance sheets, although they are
already satellite accounts within the System of National Accounts.
Countries with adequate statistical and budgetary capabilities to
produce satellite accounts are usually among the richer coug;rias
{e.g., Germany and the -Netherlands), -in which the prebleﬁa of

resource degradation are not so acute.

For another thing, the experience with sateilite accounts to
date, in such countries as Norway, is that they have little affect
on analysis or policy. They are ancillary tablas published "in the
back of the book" and don't affect the widely quoted and analysed
statistical aggregates such as national income, GDP, and the
investment rate. Thus they attract little attention. A change in
definitions governing the treatment of natural resources in the

core accounts would be much more effective.

Also, the UN manual makes no distinction betwéden steps that

could be taken now, without fundamental changes in accounting
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methodology and considerable new economic research, and more
farreaching changes. Making the treatment of such natural resources
as soil, timber, and subsoil minerals in the flow accounts
consistent with the way they are now treated in the stock accounts
of the SNA could be done now. It introduces no new issues of
- valuatijon, .nor does it extend the production or asset boundary of
thé SNA. By contrast, other changes discussed in the SNA, such as
- accounting for the damages of air and water pollution to consumers,
would introduce difficult problems of valuing non-market impacts.
By lumping such issues together, the Manual implicitly argues-for

deferring action on them all.

The UN Manual also fails to distinguish between changes of
great importance to the developing world, and those of greater
concern to industrialized countries. Developing country economies
are typically resource-dependent. Yet the accounting framework
prescribed for them in the SNA ignores their principal assets. It
is a framework based on Keynesian macroeconomics, devised to
analyze the business cycle in industrial economies. (Ironically,
defenders of the present SNA defend its value for analyzing the
business cycle, while ~virtually tﬁe only thing.~contemporary
macrbeconomists agree on is that they don't understand the business

cycle.)

Advanced countries think of the "environment" primarily as a

consumer good (clean air, safe food, etc.), and are concerned with
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the value of environmental services and pollution damages to
consumers. There are substantial problems in eastimating consumers'
willingness to pay for non-market goods. Developing countries think
of the "environment" mainly as a producer good, and are concerned
with the productivity and sustainability of natural resource
endowments. These problems can best be approached through natural
resource accounting.

A feasible and desirable course of action, in my view, would
be to take advantage of the upcoming UN Conference on Environment
and Deveiopmeﬁt in Rio in mid-1992 to announce a definite timetable
for changing the treatment of natural resources in the SNA. A
period of three years to hold additicnal consultations, carry out
additional case studies, etc. This would be one significant UNCED
achievement, and a concrete step that the US could strongly support

in concert with other developed and developing countries.

Should that not be done, we could possibly wait for another
twenty years, until the next SNA revision, before the opportunity
presents itself again. By that time, of course, many of the natural
regources at risk in Costa Rica and elsewhere may well have

disappeared altogether.
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PART I. OVERVIEW AND RECOMMENDATIONS
Background

The United Nations System of National Accounts {SNA} is the
standard frameworX for measuring a country's macroeconomic
performance.'The SNA includes stock accounts that identify assets
and liabilities at particular points in time, and flow accounts
that keep track of transactions during intervals of time: purchases
of goods and services, payments to wage and profit earners, import
payments and export revenues for goods and services, for axample.
These national accounts have become the basis for almost all
macroeconomic analysis, planning, and evaluation. Supposedly, the
SNA is an integrated, comprehensive, and consistent accounting

framework. ﬁntortunately, it is not.

Shortcomings of SNA

The present system of national accounts is a historical
artifact, heavily influenced by the work of such statisticians as
Simon Kuznets and Richard Stone in the 1930s and by the theories
of John Maynard Keynes: It reflects the economic preoccupations of
their time: the business cycle and persistent unemployment in
industrial economies. Because raw material prices were at an all-
time low in the 1930s, Keynesian economists paid little attention
to natural rescurce scarcities. Consequently, the contribution that
natural resources make to production and economic welfare is hardly

acknowledged in the national income accounts. Capital formation is
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assigned a central role in economic growth theories, but natural
resources are not treated like other tangible assets in the system
of national accounts. Activities that deplete or degrade natural
reséurces are not recorded as consuming capital. Nor are activities
that increase the stock of natural resources defined as capital
formation. According to the UN Statistical pffice, ", . . non-
reproducible physical assets such as soil or the natural growth of
trees . . . are not included in the gross formation of capital, due
to the fact that these assets are not’exchanged in the marketplace"

(UN, 1975). !

on. the other hand, the SNA does classify as gross capital
formation expenses incurred in "improving" land for pastures,
developing or extending timber-producing areas, or creating
infrastructure for the fishing industry. SNA records such actions
as contributing to recorded }ncome and investment, although they
can destroy--and in Costa Rica manifestly have destroyed--valuable
natural resource assets through deforestation, soil erosion, and
overfishing. (See Part II, this study.) This loss of capital--as
natural resources are used beyond their capacity to recover~-is not
recorded in the income and investment accounts. The national
accounts thereby create the illusion of income development, when
in fact national wealth is being destroyed. Economic disaster

°

masquerades as progress.

In Costa Rica, as in many other developing countries, natural



315

resources are the most important economic asset. If sustainably
managed, they generate a perpetual stream of diverse and important
economic benefits. Forests, fisheries, agriculture, and mines
directly contribute 17 percent of income, 28 percent of employment,
and 55 percent of export earnings.2 Yet, the System of xational
Accounts, recommended by the United Nations to Costa Rica and to
the develeping world, not only ignores the importance of these
assets, but also treats their destruction as an increase in income
instead of as a loss of wealth. This distortion conceals from .
public and policymakers alike the gravity of the econony's

dateriorating resource base.

That Costa Rica's natural rescurces have deteriorated
seriously is indisputable, as shown by the figures in this report.
But the loss is not reflected in the national accounts. On the
contrary, tha net revenues from overexploiting forest, soil,
fishery, and water resources is treated as factor income, not aé
capital consumption. Even worse, the accounting system defines the
conversion of land suitable only for forests into cattle pastures
as a caplital investment, even if cattle ruin the soil and the
livestock. enterprise -is naither ecologically nor economically

viable.
- More than 60 percent of Costa Rica's territory is suitable

“only for .forests. Slopes are .too steep, rainfall too heavy, or

soils too poor for more intensive uses. Yet, at most, only 40

51-706 0 - 92 - 11
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percent of the land remains under forest cover. By contrast, cattle
pasture has spread, over 35 percent of the land, when only 8 percent

of it is suitable for this use.?

This expansion of the livestock
frontier is squandering the country's natural resources and is
draining its financial resources as well. -Banks are losing 17
billion colones annually in uncollectible 1lcans to the cattle

industry.

As things are going, Costa Rica's commercial forests will be
- exhausted within .the next five years, and the country will be
forced to import forest products. Thousands of jobs will be lost,
and a source of valuable fuelwood, non-wood products, and wildlife
habitat will disappear.(Flores Rodas 1985). Meanwhile, where
forests once stood, tons of soil wash away every year from dry,

stripped, overgrazed pastures.

The current national accounting system serves Costa Rica
poorly because it does not reflect the economic value of lost
natural resources. Clearing forests for pasture is classified as
investment.. The loss of forest capital is simply ignored. Like
the national accounts, society, and even forest owners have not
recognized that the destruction of a forest today is a loss of
income tomorrow.- The results are devastating. Investments in
unproductive pasture land are actively promoted, and the loss of
forest capital is shrugged off. If the loss of potential forest

income were taken into account, the true net value of conversion
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would often be negative--a decline in the value of the nation's

assets.

Besides being conceptually flawed in its treatment of natural
resources, the SNA is inconsistent. wWhat is recognized as an
economic asset in the SNA stock accounts is not treated as an asset
in the SNA flow accounts. The stock accounts, or national balance
sheets in the SNA, récognize land, timber, and subscil minerals as
economic assets, to be included in the national capital stock.
Ironically, the UN guidelines for valuing natural resource assets
in the stock accounts are entirely consistent with those used in
this report. That is, the assets' market values are to be used if
available; if not, the capitalized value of the stream of rents or

net revenues from the asset is to be used instead. (UN, 1977.)

Logicallf, if a country‘'s national balance sheets at two
points in time indicate that a natural resource--say the forest-
-has been depleted, the flow accounts for the intervening years
should show a capital consumption or depreciation allowance. It
the forests have expanded, the accounts should show a corresponding
amount of .capital formation. This reflects perhaps the most basic
identity in all of accounting: namely, that the difference in
stocks between two points of time equals the net flow in the
intervening period. For example, the difference in a person's net.
worth at the beginning and end of a year equals that person's net

savings or dissavings during the year. The UN System of National



318

Accounts violates this basic accounting identity with respect to

natural resource assets.

The inconsistency is highly misleading. Had -Costa Rica
constructed national balance sheets in 1970 and again in 1989, they
would have shown that natural resource assets valued at more than
one year's GDP had disappeared during those 20 years. Yet, in not
one of those 20 years did the annual account; of national income,
expendituré, savings, and capital formation reflect that ongoing
disinvestment. Instead, the accounts show only continuing growth
in naﬁional income;.@nd a high rate of capital formation, until the
econoﬁy crashed in the 1980s. The national accounts gave no warning

that the basis for continuing growth was being destroyed.

Even aftér economic crisis struck, it was labeled a "debt
crisis," not an environmental crisis. The International Monetary
Fund rushed south with programs to stabilize the monetary

_situation, but nobody spoke of stabilizing the natural resource
base. Yet, throughout the previous decade, the depreciation of
natural resource assets, as an annual percentage of GDP, dwarfed
the balance-of-payments deficit.® The difference was that the
‘balance-of-payments deficit and the accumulation of external
liabilities was recorded, transparent, and scrutinized. The
decumulation of domestic assets went unrecorded, unnoticed, and

uncorrected. -
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Racommendations

The idea of sustainable development, which thé World
Commission on Environment and Development and the UN Commission on
Environment and Development have labored t¢ promote, is undermined
by the UN System of National Accounts. In the World Commission's
definition, sustain@ble development meets the current generation's
needs without depriving future generations. Thus, current
consumption must be matched by current earnings, without drawing
down the prcductive assets for generating future income. Income
itself, in the standard Hicksian .detinltion, is the maximum
consumption possible in the present period that does not reduce
future consumption possibilities. Treating the depletion of natural
resource capital as current income, as the SKA does, is inconsistent
with this definition of income and incompatible with sustainable
developmant. The UN system, as a timely and feasible contribution
to the June 1992 meeting in Brazil of the UN Commission on
Environment and Development, should announce that this distortion
in the treatment of natural resources will be removed in the

ongoing revisions to the SNA.

Costa Rica's national accounting system must also be changeg
so that economic policymakers no longer make misguided decisions
based on inadequate and distorted information. Past failures to
prevent natural resource degradation have already undermined
efforts at development and poverty allaviation. This linkage is

still not fully recognized by policymakers, who act as if natural
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resources were limitless or as if technology can always replace
exhausted or degraded resources; Closer dialogue . between
policymakers and scientists can overcome this simplistic view of
the natural environment. An economic accounting system that
reflects the true condition of natural resources would provide an
essential tool for use in the integrated analysis of environmentﬁl

Aand economic policies in every sector of government.

Introducing such an accounting system will require that an
authoritative international institution--the. United Nations--
define a standard, general methédological framework. Most countries
adhere closely to the current SNA to increase the international
comparability of their economic statistics. In addition, an
official statistical agency in Costa Rica must take responsibility
for organizing data bases, and a steady flow of information to
them. The methodology presented in this report can then be used to

confront economic development issues realistically.
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TABLE I-1
Deprecistios in
Valoe of Cosiz Rice’s Nators} Rescarces
{millics 1984 coloncs)

Soil
Deforesiation crosios

Loss of Loss of Growth of Toial

standing future secondary auirient

volume harvests forests loss value Total
Year
1970 2997 214 (169) 1,940 . 4982
9 4.195 648 (147) 1875 ] 6577
72 3 4«9 {128) 1.986 7 5,553
1973 4,003 676 (118) 2,082 5 6,656
1974 4,091 934 (84) 3,180 (6) 8115
1975 18N 804 1) 2,885 {16} 7583
1976 3212 512 {40) 2353 {33} 6182
iz 3313 531 @n 2553 65 6311
1978 3,407 548 ) 2350 (112) 6,189
199 4835 1074 12 2922 (93) 8750
1980 4356 901 2% 3,088 (138) 8233
1981 2,430 w05 8 b33 5510
1982 1,854 35 4 3,120 9 5,187
1983 5395 1215 59 83 9637
1984 6010 1439 &3 ms 166 10711
1985 6,193 1535 (35) 3.265 m 11,231
1986 924 2575 (128) 2,497 386 14,554
1987 6,463 1414 {212) 2295 562 10,522
1588 14,175 4,003 {288) )] 650 21,1683

1989 14326 4,057 (355) 257 - 20,604

—~  Not available.
Note: Figures in parentheses represent capital formation.




322

Overview of Results

The Costa Rican nﬁtural resource accounting study represents
;' substantial advance in methodology and data over previous
efforts. Estimates 6f changes in forest cover, mangrove area, and
other land uses were based on periodic surveys using remote sensing
and satellite imaging. Data on forest type, volume, growth, and
composition were based on detailed field studies using the
Holdridge pife Zone classification system. Estimates of soil
erosion were generated using GIS methodologies and mapping of
topography,- rainfall, soil type, and 1land use. The fishery
accounts utilized scientific sampling studies of fish populations
in the Bay of Nicoya. Thus, the empirical and analytical

foundations of the physical accounts were detailed and systematic.

The economic analyses underlying the accounts are also
relafively advanced. A detailed stumpage value model was
constructed for the forestry accounts to estimate stumpage values
separately for hard, soft, and medium density woods according to
distance from processing mills, for each year in the period
studied. For the fishefy accounts, a comprehensive bioeconomic
médel was estimated econometrically to calculate the change in
sustainable harvest levels and resourée rents with increasing
fishing " effort. The accounts for mangrove estimate both ~

consumptive use values (for charcoal and tanning bark) and non-
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consuﬁptiva use values as habitat for mollusks and shrimp. Theses
economic analyses also represent a significant methodological
advance.

- This study shows that Costa Rica has been rapidly using up its
natural capital. In just two decades, from 1570 to 1989, Costa
Rica's forests, soils, and fisheries have‘depreciated by more than
184 billion colones (USS$4.1 billion).® (See Table I-1.) This sum
exceeds the averége value of one year's GDP during this period. The
implications of this loss for development cannot be determined with
any precisjion, but, in the simplest analysis, a capital loss
averaging S5 percent of GDP a year could easily have reduced the
potential growth rate of GDP by 1.5-2.0 percent a year.s Since the
actual growth rate over this period averaged 4.6 percent, this
would represent a 25-30 percent reduction in potential economic

growth.

Because Costa Rica's forests, soils, and fisheries Qere
exploited beyond their capacity to reccver, these rescurces
deteriorated both in quantity and quality, and their capacity to
generate income was cohsequently diminished. The capitalized value
of this income loss was quantified as the estimate of depreciation
for each resource in this siudy. However, only paft of the loss
could be estimated. For forests, it was only the loss of immediate
and future timbér value. Other services provided by Costa Rican
forests--wildlife habitat, tourist attraction, ecosystem regulator,

and supplier of non-timber commodities--are important but their
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value has yet to be estimated. For soils, it was only the loss of
principal nutrients for plant grovth“because of erosion. Otner
deleterious changes due to erosion were not captured--soil
compaction, nutrient leaching, ane other damage to the soil's
physical and chemical condition. for fisheries, it.was only the
value of‘the principalAspecies‘in one important fishing area lost
through overfishing that entered‘ the accounts. Therefore, the
natural resource depreciation estimates presented in this report,
large though they are, represent only a fraction of the losses that

have taken place in Costa Rica.

The estimates gire no reason for optimism that the losses are
diminishing. In fact, during the 1last six years of the stud&
perio&, from 1985 to 1589, the annual depreciation (in constant
prices) averaged-ll.z billion colones, 70 percent greater than the
average rate of 6.5 billion colones during the preceding dozen
years. The increase is in part due to the increasing cost of

deforestation as tropical timber becomes scarcer and more valuable.

Figure I-1 GOES HERE
Costa Rica's Agricultural Product
Before and After Natural Resource Depreciation.
(billion 1984 colones)

Soil depreciation costs remained fairly constant at about 2.6
billion colones a year throughout the period. While this is
considerably less than the losses of forest resources, it looms
large when compared to the value of agricultural production. In a

representative year, 1984, soil depreciation costs equaled 9
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Figure I-L Corsta Rica'’s Agricultiral ivoduct Before and After Natural Resource Depreciation
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percent of value added in agriculture. For some extensive
agricultural . activities, particularly 1livestock ranching, soil
erosion losses represented a much larger fraction of the value of

production.

The depreciation of the fishery resource, though numerically
the smallest of the three sectors, is in some respects the most
dramatic. The economic value of the resource was totally destroyed
by unrestricted overfishing during the study period. If optimally
managed, the fishery in the Gulf of Nicoya could have generated
about US$2 mnillion in annual resource rents. Instead, excess
fishing pressure, mainly from underemployed rural workers displaced
by economic crisis, had totally eliminated these returns by 1988.
The fish biomﬁss and the harvest both fell as fishing pressure
continued to increase. Artisanal fishermen, already among Costa
Rica's poorest workers, by that time were earning little more than

welfare payments for their efforts.
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TABLE 1-2
Grom and Net Domestic Prodoct
Net of Naturai Resource Depreciation

Conven- Coaven-
tonal tional Natural Adjusied

Groas capiul net fesource oet

& ! Dt 3 depree- domestic N.R.D.

product sllowaace product iation. product —
Year @R {OCAL  ANPD) ANED} ANDRY QRE
1970 93,446 3951 87495 4582 82,513 $3
1971 94,382 5947 8438 &N 81358 10
9 100,912 6,186 94,726 5553 8917 55
1973 116,528 6,503 110022 6,656 103,366 8.7
1974 12,740 648} 116259 8118 108,144 66
1975 125,393 6,653 1732 758 111,155 61
1976 132310 7.188 123512 6182 118940 47
il 143,990 734 136,596 6311 130288 44
1978 153124 8035 145,089 6,189 138900 40
99 160,598 8sn 15207 8,750 1427 55
1880 161 554 352 133,365 33 145,132 51
1981 158237 7511 150,726 5510 145216 335
1982 145,932 5347 140085 5,157 134928 3s
198 154,481 5029 149,452 9437 139815 62
1984 163,011 4,562 158,149 W01 147,438 66
1985 169299 4,654 164,608 11231 153,374 6.6
1986 man 4408 172919 14,554 158,365 82
1987 185,019 4,651 181,368 1052 170848 57
1988 207816 3301 2518 24,163 181,352 102
1989 231,289 3323 28966 20,604 205,362 8s
Note: wmmmwmmcﬂwac«umwmm@c«u
m)mmmaummmm jones. The GDP defl medmnhnﬁnm lmcmanonal
M y Food, f Statistics 20:14 (15 July 1991). Net & i¢ p was developed in this

study.
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The macroeconomic implications of resource depletion would be
obvious if these resource accounts were integrated into the
national income accounting framework. The appropriate adjustment
would be to subtract from GDP the value of resource depreciation
from GDP along with the conventional capi€a1 consumption allowance
(on account of tangible reproducible capital) to calculate an
adjusted estimate of net domestic product. (See Table I-2.) Over
the period, natural resource depreciation grew at an average rate
of 6.4 percent a year. Though at the outset smaller in value than
the estimated capital consumption allowance for buildings and
equipment, by 1989 natural resource depreciation had become three
times as large. As a percentage of GDP, it grew from 5-6 percent
in the early years to 8-9 percent in the most recent years. The
growth rate of net domestic product fell from an average of 4.9
percent a year to 4.7 percent when natural resource depreciation

is subtracted.
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TABLE I3
Groes aad Net Domestic (}pm! Formatios
After Dy % of N
(bdhon 1984 oolonu)
Convea- Convea-

Gross tional tional Natoral Adjusied

domestic capital net resource. zet

capital consumption  capital depree- capital NRD

Formation aliowance formstion istica formation —
Year j(eis.oa} LOCA) 0 _(NCH (NRD) NCERY aDCr
1970 19,191 5951 13,240 4,982 8213 0.26
1971 2969 5947 17022 8377 10,445 028
9 o2 6,186 16042 - 5553 10,489 028
1973 27958 6,503 21,455 6,656 14,799 024
1974 32819 6,481 8,118 18,223 028
1975 27,136 6458 20481 7583 12598 028
1976 31,308 1,188 4,120 [[$1.+] 17,538 820
ol 7 27552 6311 21,241 ai8
1978 5928 8435 27850 6,189 24,201 17
199 40654 85N .00 8,750 al
1980 ‘43375 859 4B 3213 26,513 a9
1984 45931 1511 33420 5516 32910 a2
1582 36212 5847 30,368 3s17 25,208 Q14
1983 37356 5029 3230 94837 22,69 026
1984 39300 4362 M08 1w 3,727 0.27
1985 43838 4654 39,136 11,23t 27908 0.26
1986 44,704 4,408 40,296 14,554 25,742 033
1987 50338 4651 45,684 1052 35,162 a2l
1988 49518 5301 44217 21163 23,054 0.43
Source: N Income C: Banco Central de Costa Rica, Estadisticas 1950-198S, Divisions Econdmics, San

ngmmummam Capital formatios daia svailabic only up w0 1983
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Figure1-2. Gross Domestic Invesstinent and Net Investment After Depreaiation of Natural and Man-
Made Resources

Irvvestrvent
{in Billion 1984 Colones)
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rigure I-2 Gross Domestic Investment and Net Investment Aftar

Depreciation of Natural and Man-Kade Resources

Still more drastic are changes in the investment accounts.
{See Table I-3 and Figure I 2, ) Natural resource depreciation rose
from 26 percent of gross capital formation at the .beginning of the
period to 42 percent at the end. The conventional acccuntinq .

framework thus overstated actual net capital formation in the Costa

Rican economy by more than 45 percent in 1988, by ignoring the- -

disappearance of Costa Rica's most productive assets--natural
resources. An accounting system so misleading about an economic
process as important as capital formation can be of no use tor

economic analysis, planning, or eﬁa;uation.

Natural resources are disappearing with increasing speed, but
national policymake;s are not yet consideziﬁg the implications for
future economic pfpducti;itya The si;uation caﬁ be reversed if:
corrective environmental and economic policies are anacted. This
is unlikely to happen unless leaders are provided with information
that genuinely reflects the re}ationqhip between = economic
development and the natural environment and shows how the abuse of
natural resources impoverishes the country. Costa Rica's Qealth
iies in its people, its iand, its forests, and tﬁe surrounding
seas. The economic “development®™ programs carriséd out to date have.

sacrificed three of these resources.
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SENATOR GoORE. Thank you very much. Very interesting statement.
Both of them very interesting statements. -

: Just to follow up on one of your last.comments, Dr. Repetto, about the
UNCED Conference in Brazil next summer, you heard my exchange with
the last panel. What is your reaction to that exchange, and how could we
get the Administration to take the approach that you’re recommending

_here? ‘

-~ Dr REPETTO. Well, it seems increasingly that achlevmg some 1mponant

. and specific results at this conference is quite difficult.

. SENATOR GoORE. In the area of accounting?

Dr: RepETTO. In general.

SENATOR GORE. But you were referring to accounting, weren’t you?

" Dr REPETTO. With respect to accounting, I think this is one area where

it would be feasible to get a significant and meaningful agreement, one
to which the North and the South, the East and the West could agree,
which would make a big difference.

I would think that the Administration would be eager to find some
such measure that they can support and promote and that would lead to

.real accomplishment in that UNCED meeting.

SENATOR GORE. Do you think it’s gomg to happen?

. Dr. REPETTO. I'm not sure.

SENATOR GORE. Do you have any thoughts on that, Dr. Peskin?

Dr. PEskiN. Not on what the U.S. position is. But I understand that one
of the interests that the Indonesians have in this project that we’re getting
underway in Jakarta is that they may well base their presentation in Brazil
on resource environmental accounting.

- SENATOR GORE. Indonesia might? ‘

- Dr. PesKIN. Yes. It’s one of the reasons thattheyxe mtcrested in the
‘project.

'SENATOR GORE. Very interesting. Well, they’re not going to base it on
their forest plan, that’s for sure.

Have either of you looked at Haiti in this context?

Dr. RePETTO. No, I have not, no.

Dr. PeskiN. At one time, I looked at a World Bank request for a
proposal to work down in Haiti, but it did not look like the most condu-
cive environment for doing this kind of research.

Dr. RepETTO. I know what one would find though. One would find an
overwhelming loss of natural resource capital in the form of soil erosion
and deforestation. '

SENATOR GORE. Yes, of course. But I was interested for two reasons.

One, the current turmoil there has called attention, again, to the desper-
ate circumstances of the people who live there, who are really in a worse
situation than almost anywhere in this hemisphere.

And, indeed, if you look at the aerial photographs of Hispaniola, the
boundary line between the Dominican Republic and Haiti is so clearly
demarcated by the environmental devastation on the Haitian side of the
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border and a lesser amount of devastation on the Dominican Republican
side. There’s no place in the world that I'm aware of where a national
boundary is so stark an indicator of the devastation that has taken place
in the environment. ’

HaiﬁusedtobecalledmePeadofmeAnﬁﬂes.becauseitwasme
most luscious, most diverse, richest in life. And now they're trying to
farm mcks.Anditscemsmmematﬂxewnemtumoilandmcearlier
immigration to the United States was caused as much by the environmen-
tal devastation as by the political turmoil. :

But with that as background, it seems to me that it would be an
interesting case to look at prior ¢fforts by the intemational community to
rescue the economy of Haiti, and to assist them in their efforts to
from this dilemma, and see to what extent those efforts have themselves
buttressed and, perhaps, even magnified the degree of resource stripping
and environmental devastation that has come about there. But that will
have 1o wait for another day. : '

Now, the U.N. revision is supposed to wind up in 1993.

Dr. Peskin, do you think the problems that you are concemed with can
be worked out by then in time for more than Just satellite accounts to be
established? _— :

If so, what kind of effort would be ! o

Dr. PeskaN. I don't think a lot of the accounti 2 problems that I work
on are going to be resolved by then. .

- L also think it’s extremely difficult to resolve them in the format that
the U.N. Statistical Office is promoting. It is, indeed, based on the SNA,
but it’s based on a kind of rather elaborate formulation of the SNA, which
is very information-intensive, . C : :

An awful lot of information would be required, some of which we
would find very difficult to get even in this country. And so I'm a little .
bit skeptical of the ability to implement the system that they’ve been.
talking about in its full garh. . : :

SENATOR GORE. So, you would disagree with Dr. Carson’s appmach to

Dr. Peskin. Well, I think it depends on what you mean when you say
the SNA. The SNA can mean a lot of things. And if we're talking about
the overview that the SNA provides—the summary type accounts—I think
that's quite feasible, but that's not a great departure, except in technicali- -
.ﬁes,ﬁomwhatwedoinﬂﬁscounn-ymw. : S

I think the problem is getting involved in the SNA matrix structure,
which essentially requires a tremendous amount of: information that we
- would have difficulty putting together in this country. C :

SENATOR GORE. Give me an example. - T o

Dr. PeskiN. I might know, for a particular sector, its’ generation of-
pollution. And I also might know overall its expenditures on pollution
abatement. These are elements that you would need for the matrix system,

But they have to go further in that you have to able to break down the
expenditures by delivering sector. You would have to know exactly which
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sector provided the valves, which sector the instruments, and so on.
Sometimes, you just don’t get the information in that kind of detail.

It is the same story with the damages that the sector might do. You

would have to be abie to identify all the other sectors that are on the
receiving end of the damage. Sometimes, you just don’t know that much
detail. You just know that there’s so much pollution coming from the
sector. Often, its damage is really a function of what other sectors are
doing. : - .
So, the kind.of additivity that’s assumed in the matrix structure may,
in fact, not be very realistic. I think it also would be very hard to imple-
ment. That’s why I'm interested in the Mexican and Papua New Guinea
studies, because it would at least force them to try to implement their
system in a real world situation. But I am a little bit skeptical.

SENATOR GORE. Dr. Repetto, you think the SNA, as it’s currently pur-
sued, is just mistakenly formulated. Is that right? .-

Dr. RepETTO. I think, in its treatment of natural resources, yes. Straight-
out, not only is it mistaken, it’s not even consistent, as I said.

Within that realm, we’re not talking about the nonmarket effects. Even
in the treatment of land, which is bought and sold, and timber, which is
bought and sold, and minerals. They do not treat natural resources as they

. ought to, as economic assets.

And there’s a history to it. We know why this has evolved. But it’s

_ counterproductive. It’s not helpful either for scorekeeping purposes or for

-management purposes. All of macroeconomic analysis is based upon these

accounts. I mean, if you are off that far in your measurement of such

important economic variables as investment, capital stock, capital forma-

tion, income growth, value added; then, how can one possibly manage the

- economy sensibly? Yes, I think it’s badly mistaken for. natural resources.
SENATOR GORE. Go ahead, Dr. Peskin. - - : :

- - - DR PeskiN. I just want to point out also that it's also defective in its

" treatment of other kinds of assets, as well. There’s an awful lot of work

to be done on the SNA, even outside of the natural resource sector.

For example, consider the treatment of consumer durables, which is

- now- treated .as consumption rather than investment. This cleardy is a

- weakness. The treatment of human capital is not-consistent—education is

" . - considered consumption. and not human capital investment. Houschold

production is often not measured at all. And, yet, in certain countries, half
of all economic activity, if not more, is taking place within the houschold
sector. : : ' ‘
- So, there are a lot of other problems, as well. And ‘T guess for that
reason, maybe going back -to your question about whether things are
. going to be done or fixed by 1993 with SNA revisions, I'm——
SENATOR GORE. You're not holding your breath? - .

DR PeskiN. I'm not holding my breath. - L

SENATOR GORE. What would you do instead, Dr. Repetto? How would
you approach it? ‘ S :
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Dr. RepETTO. Well, you know, sometimes, the statisticians take refuge
in this-argument: There’s so much o fix that we just can’t start any-
where, : -

And I don't buy that. I think some things are doable. And I think the
things that we’ve outlined today are doable. :

We're going to continue to.use the macroaccounting framework. As
{lou and Senator Sarbanes said, it’s the principal economic tool that we

ave. : : :

We can make it better.. You know, the resources that it would take to
work on this are paliry in an overall economic framework. We could
afford to have a task force working on reforming the treatment of natural - .
resources in the SNA. : )

- We have task forces working on reforming the treatment of education,
And we should be doing it. So, I would not do anything instead. I would
do it. Coe o

SENATOR GORE. Go ahead.

Dr. Peskiv. Excuse me. I guess I have two points. One is that the
Bureau of Economic Analysis did have an effort for many years wheré
they were looking into these areas, not as much into the environmental

areas, but certainly into resource areas and into government capital and =

human capital areas. That program was started under Eliot Richardson,
but ceased with the Reagan Administration. :
Second, I think that it’s quite feasible—I want to join with Bob on _
this—to get something underway. For example, the pilot project on the .
Chesapeake Bay Region cost probably in the neighborhood of $100,000.
I mean, it’s not overwhelmingly expensive. . - R
Basically, one of the things that you have to realize is that a lot of the
data you need for your ordinary economic accounting is not all that
different from the data that you need to make these changes. It's not as
if you have to go out and start-new surveys. .
SENATOR GoRE. Yes. But with regard to acoounting for energy-related
resources, is it true that some countries, like Norway, have been making
strides in accounting for resource depletion? You had a role in that, didn’t
you, in Norway? ‘ T
Dr. Peskiv. I did the first Norwegian report on that in 1971, while I
was an employee—consultant, actually—io the Norwegian Central Bureau
of Statistics. ' ' ’ .
That’s when they essentially started that effort. And they’ve been )
going down the road since, with some ups and downs, as Bob has pointed
out. But they have quite a lot of experience in doing resource accounting,
and they find it very practical and useful for their economic planning.
SENATOR GoRe. Well, rather than resource depletion, are you aware of
any countries or any states in our own country that have made strides in
accounting for the atmospheric pollution that results from the use of those
resources? :
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.. Dr. PesxiN. Well, again, I'll just mention Norway. Norway also does
~maintain a physical record of atmospheric loadings—a pretty good data
series. Certainly, the U.S. Environmental Protection Agency has quite a
* lot of data on atmospheric pollution and on loadings to the environment.
The problems have always been, while there’s a lot of scientific infor-
mation out there, is a lack of information on the linkage between human
acuvxty and the scientific data. It's just like with the Chesapeake. There
is a tremendous amount of blologlcal information and information on the
condition of the Bay, but it’s extremely difficult to link that information
" to human activity. So, you're never quite sure whether the condition of
.the Bay is due to human activity, to EPA policy, or to a heavy rainfall..
And while I think that this is where there is the biggest data gap,
fhopefully. if you have a good accounting system, it forces the required
integration. You can’t get away with not trying to make that linkage

- . between human activity and the scientific findings. -

SENATOR GORE. I'm given to believe that some states have made a little

. progress in this area. For example, New York and some other states do
recognize least-cost planning that includes a cost for CO, emissions.

Are either of you familiar with that?

- Dr. RepETTO. Yes. And it’s a good try. Itscenamlyastepmthenght
direction. My understanding is that they. have been forced to adopt fairly
crude surrogates.

SENATOR GORE. Yes:

Dr. RepETTO. For the numbers that they wam, which are pollution

damages, and in some instances have adopted the cost of pollution abate-

. ment, which is something else altogether. - :

SeENATOR GORE. But do you believe that accounting for atmosphenc
pollution is possible? . - -

Dr. RepETTO. Yes.

- SENATOR GORE. Anywhere you $ee it happening where you like 1t?
Dr. RepETTO. Well, there’s one studythatwe dldthatlkmdofhke
Dr. PeskiN. I've done one, too.

[Laughter.] -

Dr. RePETTO. Wedldasmdythatlhopemclewxllbeachanceto
discuss at some point on pmductmty measurement.

SeNATOR GORE. We're going to look at that issue later in this series of
hearings.

" Dr. RepeTTO. But 1t1sanexamp1e ofbnngmgmtheaxrpolluhon

damages from electric power within an appropriate accounting framework.

SENATOR GORE. I'm familiar with your study on that, yes.

DRr. PeskiN. I did a pilot study, first at the National Bureau of Eco-
nomic Research, and then with other funds provided by other agencies,
-when they saw the value of the data. It was an effort to.make these
environmental accounts for the United States as a whole.

As part of that accounting effort, we did look at air pollution benefits
and costs on a national basis. Infact,wemabletomakesomewumates
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of the distribution of those benefits and costs, both geographically and by
income class. That's in the published literature. We think that the ac-
counting effort had some important policy results. Those of us who
worked on it feel that maybe we had some influence on getting EPA and
Congress to look more closely at nonpoint sources of pollution—that is,
pollution from areal sources. The accounts showed that half of all the
water pollution damage in this country probably comes from nonindustrial
sources—from agricultural sources and urban runoff, .

SENATOR GORE. What are your near-term recommendations for the
United States in terms of integrating natural capital into its own national
accounts? o :

Both witnesses. _ -

Dr. PEskiN. Do you mean just resource capital? Or environmental
capital, or huthan capital? o S

SENATOR GORE. Natural.

Dr. PeskiN. Natural capital.

SENATOR GORE. Yes. S S

Dr. PeskiN. What are my recommendations in the near-term? :

_SENATOR GORE. Yes. For integrating natural capital into the U.S.:
Govemment’s own national acoounts. _ o

Dr. Prskiv. Well, I'd like to see the program or something like the
program that did exist in BEA. I'd like to see that program resurrected
because it covers some of the major elements of an accounting program.

A lot of the techniques that Dr. Repetto has applied have their origins
in the work of Landefeld and Hines, which was ‘done as part of that
program. I would like to see the effort started again, to seriously try 1o get
a consistent measure of national wealth or national assets, consistently
linked with the increases and decreases in those assets. - SR

SENATOR GORE. Dr. Repetto? . :

Dr. RepETTO. I Would make two points. . - .. o

One, since we are moving toward the SNA, we can’t do it unless the -
SNA is also changed appropriately if we're going to conform.to the SNA. -

So, I think that the U.S. Government ought to be more strongly urging a .

quick resolution of the issue:in the United Nations Statistical Commission:
- Second, in terms of our .own activities, I got the impression from
listening to the previous testimony that there is a willingness within the
Department of Commerce to move ahead. There doesn’t seem-to be any.
strong opposition in the private sector or elsewhere, certainly not in the
environmental community, to moving ahead rapidly. The obstacles seem
to be largely staff and money. ' R
So, it would be constructive to have an adequately funded and staffed
program with a definite timetable for making these changes. It seems to
me that would be effective at this stage. _ A -
. SENATOR GORE. How can the United States facilitate a natural resource
accounting proposal for the UNCED conference in Brazil? We talked -
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about this a little bit before, but I'm not sure that I understood your

DR. PeskiN. Well, I'm not sure I understand the UNCED process either,
frankly. Are we, the United States, on the agenda on certain preparatory
commissions?

SENATOR GORE. Yes. : .

DR. PeskiN. If we are represented in those preparatory commissions and
also in the general secretariat, and so:on, we could be putting forward that
proposal. We could.also recommend other channels, such as the UNCED.

SENATOR GORE. But we're not.

Dr. PeskiN. It doesn’t seem to be happening, that’s right.

SENATOR GoORE. It seems like a.very high opportunity.cost we'd be
paying if we let Brazil '92 pass by without addressing the issue there.

-1 was going.to.ask-about ways to further worldwide integration of
.economic and environmental indicators. And you’d bet your chlps on the
SNA.

Dr. RePETTO. I think it’s fundamental.

SENATOR GORE. Yes. Do you agree with that, Dr. Peskm? :

Dr. PEskIN. Well, in a sense, I do. I think that if you look at what’s
happening with the SNA worldwide, at the present, countries end up
doing what they want to do.

There are the standard SNA recommendations. But some years ago, I
- believe it was Derek Blades, now with the OECD, who did a survey of
what developmg countries were doing with respect to the standard SNA.
We weren’t talking about nonstandard environmental accounting. And if
I recall, half or more of the countries surveyed were doing things that
" were quite at odds with the standard SNA. I think we have to recognize -
matcounmeswﬂldowhattheyseemtheubwtmtemsttodo ‘

" SENATOR GORE. What those in power see as their best interest.

- Dr. PEskiN. Well, that's right. And, you know, I'm not totally unsym-
pathetic with that view, because data development is not oostless, and I
think countries do have to make choices. .

It may be in the interests of the United Nations to have standardized
Astaust1cs so that théy can compare one country to another. I understand

+ that motivation. Yet, if it comes at a cost where the country is not getting

. information, which it really needs to function, I"can understand this
_ country departing from the SNA. -

"“The biggest change has.to do with subsistence actmty And that is

SENATOR GORE. Household income. ) :

Dr. PeskiN. ——household activity. Now, the SNA revisioners are

.~ making some recommendations along those lines. But I understand they’re

very weak. One recommendation was that household production would be
- included if the goods being produced had a direct market counterpart. But

that meant no services. So, for example, if a household provided any day-
care services, that wasn’t going to be included. .
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T'understand even the recommendation for including goods may not be
in the final set of recommendations. Now, this is not very meaningful for,
let’s say, a low-income African country. S

SENATOR GORE. Let’s say that I'm a low-income African country that
wants to change their system of accounts, but I don't have the money in
my budget. - Where do I look? Where do I go? If I believe it’s important,
how do I'remedy that problem? : R :

Dr. PeskiN. Well, I think you can get the money. I have much less
experience in this than Bob does. But I have found, in my very limited
experience, that U.S." AID missions do seem to respond to requests that
come from the country govemments. And if a country govemment really
came into a U.S. AID mission and said we want X-thousands of dollars
in order to set up a decent statistical program, I think they would get the

_money. - . S _

SENATOR GORE. Well, I'm not sure. I'm still speaking as that small
country—I'm not really convinced that I need it. Would it make sense for
you, the United States, to convince me that I should do this?

Dr. PeskiN. Well, essentially, this is the genesis of the projects we
have in the Philippines, the U.S. AID project in the Philippines, and the
one we're gelting underway in Indonesia. They are serving somewhat as
a demonstration purpose. : _

But for these projects to be successful, we did have to get the agree-
ment.and the cooperation of the respective govemments. So, it’s a little
bit tough. If a government really says they have no. interest at all in
statistics, it’s very hard to get them to change their ways unless you have
a lever. Like you say, we will give you X-millions of dollars for an
irrigation program, providing X-fraction goes into statistical data develop-
ment. ‘ S SV

Now, that’s a possibility. ' :
SenaTorR GoRre. You're not about to propose a debt for statistics swap,
are you? SV C N

{Laughter] . _ - s o

Dr. Peskiv. No. But I do think that there are some levers that we could
use as part of our assistance programs to try to beef up some statistics. I
mean, some countries are terrible, even with their conventional economic
data. I was shocked to see the quality of statistics in the Cameroon,. for

example. Really, the ordinary GNP statistics are just terrible.
- Senator Gorg, Dr. Repetto. ~

Dr. RepeTTO. I Would add that I think the directives to AID to support
this kind of work have been effective. You know, from Washington to the
missions, the word has gone out. And I believe that that is partially an
explanation for the increasing willingness or eagemess of the AID mis-
sions in the field to even support these. I know that the climate is differ-
ent now than it was several years ago when we sought support for these.

And within the developing country governments, our experience has
been that those responsible for environmental and natural resource man-
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agementstmnglyadvocatethesesonsofdlangmmmcsesonsofsmdles.. :

for the obvious reasons. I mean, they have to go in to the Cabinet and -
- argue for resources, to argue against destructive projects or policies. And
they feel that they need the kind of documentation within the framework -
. of economic analysis. 'l‘heyhavetobeabletopmtlusmtennsofcosts

So, in each of the countries where we’ve worked, the ministries for

natural resources and environment have been strongly supportive. And as

Henry says, Indonesia may, indeed, base its UNCED participation on this.

So, it’s always the intemnal policy debate that’s relevant.

, SeENATOR GoORE. Is there any role for NGOs and foundations in assisting
specific countries like this hypothetical African country that we were

discussing a moment ago, to adopt this new way of accounting?

. Dr. RepETTO0. Have been and are. I mean, we're an NGO. We've
received foundation support fmm more than one foundation to enable us.
to do this work.

SENATOR GORE. Now, you've been in Indonesia. You’ve been in Costa
Rica. Anywhere else?

Dr. RepETTO. We've been in China. Wehave—

SENATOR GoRE. With marked effect?

Dr. REPETTO. Well, actually, it was very mtcrestmg The Chmwe did
a tremendous amount of work, and have compiled a set of accounts for
12 of their major sectors—energy, soils, forests, water, etc. And they
gathered together -a team from some 31 different agencies to. do this
tremendous amount of work. What was striking about this is the difficulty
that they have in deciding what is an asset. A natural resource asset or
any other kind of asset. '

SENATOR GORE. Okay. Let me ask just one more question, and we’ll
conclude the hearing for today. And I'd like both of you to respond to
this.

I'm interested in specific examples of counter-productive policies that
were based on seriously incomplete and/or inaccurate economic indicators.

Dr. RePETTO. Iztmetakeawhackatthat.lgave you one for Costa
Rica and the IMF.

SENATOR GORE. Yes.

Dr. RepeTTO. There are others in Costa Rica. For example, much of the
deforestation was for pasture development. And much of that expansion -
of the livestock industry was financed through long-term credits, backed
by loans from the multilateral development banks. -

Now, you know, that expansion of the livestock sector was thought
earlier in-the 1970s to be a highly profitable undertaking -in Central
America. Had they taken into account the asset losses from soils and
forests that would accompany that expansion of pastures, it would: have
been unprofitable. That’s one example. -

In the fishery sector, they have wiped out a major fishery through
overfishing. The govemment has subs1dwed the expansion of that ﬁshmg
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effort by subsidizing diesel fuel and motorization of the small-scale
fishing fleet.

And that’s happened all over the world. You mentioned agriculture in
the United States. We’'ve done a resource accounting study in U.S. agri-
culture, comparing the economic retumns to conventional, high-input
farming methods versus sustainable agricultural techniques for sites in
Pennsylvania and Nebraska. - . .. '

The results were that in the East Coast, where all the watersheds run
into the Chesapeake Bay—where soils are shallow—organic and low-
input sustainable agricultural techniques are more economical.

Senator Gore. Right. . -

Dr. RepeTTO. The thrust of our current fam commodity programs is
to give the highest level of support to the crops with cropping patiemns
and rotations that are the most erosive and environmentally damaging.
And also which, if you did the accounts correctly, are the least economi-
cal. If you trace that one step backwards; 95 percent of our agriculture
research budget goes into the support of high-input intensive faming.

And what is almost unbelievable is that despite 75 years of research
support for high-input agriculture, we can still go out there in the field
and make a comparison, and find that organic and low-input farming,
which has been almost completely ignored, is still more economical.

So, there has been, in our agricultural sectors, a history of mistaken
policies, based on an improper accounting of the costs and benefits of
different agricultural methods. ' :

Dr. Peskiv. Now, I'don’t have any examples of the adverse effects of
incorrect, gross scorekeeping measures, such as the GNP or NNP. But I
do have examples of management failure, due to not having the good sup-
porting data that you would get out of an accounting framework. Again,
the first study I did was in the United States where we were trying to
trace all the economic activity and its impact on the environment,

. You'll find situations, for example, in Houston, Texas where there was
more heavy metals and toxics coming from street runoff than from all
industries. - . : ~

SENATOR GORE. Than from what? = D

Dr. PeskiN, Than from the industries in the city. In terms of actually
what was making it into the watershed, We found, as I alluded to eardier,
that there was more of the conventional pollutants that were to be con-
trolled under the 1972 Clean Water Act, more coming from agricultural
sources and/or from other nonpoint sources than from the total of all
industrial sources, including municipal sources. - ‘

In terms of intemational examples, you find in Africa that four to cight
times more biomass is being cut for fuel wood than for all commercial
timber. Fuel woodcutting is a major household, nonmarket activity.

It’s not exclusively nonmarket, but largely it's nonmarket. Policies are
being put in place, largely under World Bank pressure, and some people
say from pressures from the United States, to get these countries to
_ implement what they call structural adjustment programs. Largely, this
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often means devaluation of their currencies. And what happens in some
of these countries when they devalue their curmrencies, it raises the price
-of purchased energy, such as kerosene. Then, they go back and cut more
fuel wood. Kerosene is too expensive.

- An analysis of that process to figure out exactly what is the relation-
ship between purchased-energy prices and fuel woodcutting, with all of
the consequent environmental implications of fuel woodcutting, cannot be
done within the current data systems we have. We do not collect the data
on household activity, such as fuel wood activity. The kinds of compre-
hensive accounting systems for this management approach that I've been
talking about would force you to cover all the activities that interact with
the environment for all sectors—production sectors as well as household
Sectors. o

I think there will be other examples. I know of a case in Sudan where
there was a major central Sudanese irrigation program, where the opportu-
nity cost of that program was grossly understated because they did not
have good data on household production. They drew a lot of labor from
animal husbandry, which was not in their accounts because it was a
nonmarket activity. This labor went into the irrigation project. Protein
intake went down as a result of that project, because nobody was taking
care of animals. .

So, no one knows for sure whether there would be better policies had
they had better accounting, but one would like to hope, if they had the
numbers, that somebody would have been able to at least ask the right
questions and not assume automatically that because labor is in a non-
market activity that it’s, therefore, free.

SENATOR GORE. Well, very good. - .

We may have some other questions for the record, again, not many
and not lengthy or onerous, but if you’d be willing to answer those, it
would be appreciated. . B

[No additional information was requested.] :

SENATOR GoRE. I think that will conclude today’s hearing. We'll
continue the series forthwith. But for today, I want to close by thanking
you, Dr. Repetto; you, Dr. Peskin; as well as our earlier witnesses, for an
extremely interesting session, which moves us much farther along our
road, closer to our goal of a better understanding of how we might
improve the accounting system in these areas, and better integrate eco-
nomics and environmental protection. : _

_Thank you very much. : : ,

[Whereupon, at 3:16 p.m., the Committee adjourned, subject to the call -
of the Chair.] - _
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