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4 How much Is & Pacific sea otter's life
“worth — not someone's Petrbut a wild
animal that will never pe studied by
‘scientists or frclic. in Troi! of taurists?
Could the Government fiag out by ask-
" -ing people in Plattsburgh or Peoria
how much they would voluntarily fork
over to keep the utter safe from unnat-
-ural hazards? e ’
7 Until recently, such abstract ques-
 tions have most ]y been “igrist for aca-
“demic debate. Bir: now Fedleral reguia-
-tors are under nrders from Congress
“and the courts to figure weys to meas.
_ore losses to people not directly affect-
"ed by environmernital problems tike oil
Spllls or haze ir: national parks. The
first set of guidelines, frora the Nation-
-al Oceanic and Al mospheric Adminis-
‘tration, is due later this ronth and is
widely expected ta suppori. the use of
" survey-based techniques.
© S0 with little fanfare, ‘‘contingent
value" measurements ‘‘passive
uses” of the environment are on the
verge of becoming an accepted tool in
the making of pullic policy. They may
alse become a porent weapon in large
pollution-liabllity suits. - -
For three decades, scholars and en-
vironmentalists have suggested that
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Interior to rewrite’ regulations: for fsz.
sessing’ damages-under the Clean Alr ||

Act -and the Superfund toxic-waste

cleanup brogram.“The loss of passive.

use value, the cotirt said, was to be
included if it conld be “reliably caley-

“The subsequent drive to bring sur.
vey-based measurement into the copri-
dors of power is drawing praise from
environmental Broups and has. even

failure 10 account for benetits for ‘‘non-
users” could lead 10 systematic under-
Pprotection. If passive uses are ignored,
said Alan Randail,. an. economist at
Ohic State University, if' would encour-
- age “'the riskiest enterprises in the
most pristine environments,' "
"“What is new is the ambitious use of
- opinion surveys t» measyre passive-
use benefits. In 1989, a Federal appeals
court ordered the Department of the
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gained the cautious imprimatur of
Some prestigious scholars, “You CHD
leafn quite a lot from a well-done con-
tingent-value study,” said Robert M.
Solow, a Nobel Prize-winning econo-
mist ‘who |s advising- the National
Ocelnnic and Atmospheric Administra-
tion én the use of such studies.

Bltter Division

But the approach has bitterly divid-

ed professionals. “‘Economists . Just
don't want 1o admit there is stuff that
cannot be megsured,” argued Zvi Gri-
liches, a teacher of statistical methods

ture

in economics at Harvard University |

and a consultant to the Exxon Corpora-
tion. . gy

Such surveys are anathema to indys-
tries that produce, use or transport (

toxic subsiances, }f damages are
measured by contingent.valye surveys,
warned Charles J.. DiBona, the presi.

dent of the American Petroleum instj..
tute, “junk science will gain a compan- | 0

fon — junk economics.*? "

But plaintifts’ in big environmentaj.
damage suits suspect that a pot of gold
is waiting under the contingent-value

Continued on Page 20, Column |
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3olls M‘a‘ly Help U.S. Decide the Worth oil}l ature
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ainbow. The State of Alaska commis-
joned a §3 million study of what Amer-
cans who will never visit Prince Wil-
iam Sound lost from the Exxon Valdez
lisaster, teasing out the numbers by
isking more than 1,000 people in a
-andom sample how much they
¥ould pay to avoid a similar accident
wer the next decade.

When pressed, the typical respond-
nt put the figure at about $30. The
state thus inferred that Americans
vould collectively be willing to pay
about $2.8 billion. If that was true,
Alaska argued, Exxon should be lia-
hle for $2.8 billion beyond the billions
spent to restore oil-soiled beaches.

While the survey drew praise from
some quarters — Paul Portney, an
economist at Resources for the Fu-
rure in Washington, called it “far and
away the best contingent-value study
I've seen’” — Alaska's tactic was nev-
er tested in the adversarial setting of
a courtroom; Exxon settled the liabil-
ity suit for §$1 billion before the survey
was introduced as evidence. But the
sums at risk focused businesses’ at-
tention on the threat posed to them by
such surveys.

The oil industry, in particular, is
sparing no effort to get across its
message that contingent value is at
best a gravy train for consultants, at
worst a legal bomb that will blow
apart the Great American Prosperity
Machine. “If you applied this method-
ology to any human activity, you
could stop it dead,”” Mr. DiBona said.

Saying, Not Doing

Are the critics right? Most econo-
mists are indeed inclined to look at
contingent value with a jaundiced
eye. They have traditionally relied on
market transactions to reveal value,
and for an obvious reason: anyone
who buys bananas at 39 cents a pound
must think they are worth at least 39
cents a pound. Survey techniques, by
contrast, are .inherently limited by
the fact that-the conclusions are
based on what people say they would
do — not on what they have done.

To demonstrate that contingent
value does not reveal what courts and -
policy makers want to know, Exxon
hired an army of brand-name econo-
mists to test its mettle. While the
sponsor's bias must be kept in mind,
the newly published research certain-
ly does-touch on a variety of widely
acknowiedged pitfalls in the tech-
nigue.
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Federal regulators are under orders to find ways to measure josses to
people who are not directly affected by environmental probliems. In
April 1989, after the Exxon Valdez spill in Alaska’s Prince William
Sound, a Pacific sea otter’s coat was saturated with oil.

The oil industry is
concerned over
what it calls ‘junk
economics.’

Peter Diamond and Jerry Haus-
man of the Massachusetts Institute of
Technolagy point to the public’s incli-
nation tc be overly generous with
hypothetical outlays. They note, for
example, that a mail survey found 6.6
percent of fishing-license holders in
Montana would be willing to pay to
protect healthy water flow in two
rivers. 3ut just 1.1 percent selected
randomiy from the same group actu-
ally responded to a reguest for dona-
tions.

Wide Range of Responses

Another flaw is the extreme sensi-
tivity of the results to the way the
questiors. are asked. In particular,
people seem willing 10 pay implausi-
bly larg: sums if they are not careful-

ly reminded of the broad range of
possible environmental damages and
the practical limits of their own in-
comes.

Walter Mead of the University of

California at Santa Barbara points
out that one major study pegged the
nonuse value-oi saving oid-growth
forests in the Pacific Northwest at
$119 billion to $359 billion Sparing the
whooping crane from extindtion was
valued at $51 billion to $715 billion.

Tough Standards Proposaed

Still another pitfall is the apparent
irrationality of survey respondents. If
a little preservation is wvorth some-
thing, both economic theory and com-
mon sense suggest that a lot ought to
be worth a good deal more Yet Wil-
liam Desvousges and a team of col-
leagues from the Research Triangle
Institute in North Carolina found the
public’s willingness to pay to save
2,000 migratory birds from oii-coated
ponds — a well-documentec. pollution
hazard — was as great as ‘heir will-
ingness to save 20,000 birds or 200,000
“No matter how you skir this cat, you
get incredible anomaiies,” Mr. Haus-
man of M.I.T. concluded. -
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But practitioner;; are not about to
fold their tents. *“There are gfood con-
tingent-value studies and bad contin-
gent-value " studies,” insisted Ray-
mond Kopp, an economist at Re-
sources for the Future who ‘worked on
Alaska’s study «f Prince William

aszany other empirical methodolo-

I \nd earlier this year, fans of con-
! tingent value got a big lift from a
. blue-ribbon panel of econoriists with
; no financial stake ini the issue — a Jift
| thit assures the technique will be
* tréted with respect by the courts.

e :
- Acting under the Oil Pollution Act
: of 1890, which requires the National -

© Oceanic and Atmospheric Adminis-
' tration to write damage-assessment
. rfles for oil spills, the Egency invited
" siXeconomists, including two Nobel
~ Prize winners, to advise it on contin-
- getit value. Their January report lays

outitough standards for credible sur-

veys — standards virtually nc survey
© to'date would meet — and urges the

Sound. “The technijue worxs as well ;

. Government to coaduct benchmark -

studies of its own. The economists
-concluded, however, that ‘‘contin-
gent-value studies can produce esti-
‘rnates reliable enough tobe a starting

“point for a judicial process of damage |

fssessment."

i " 'The regulators are not obliged to

-adopt the panel's recommendations
| ‘when they issue rules. But it would be
| “the bureaucratic path of least resist-
[ +ance. And if, as is widely expected,
| »the agency does follow the recom.
| mendations, the Interior Department
' would probably adopt paralie) stand-

ards for damage assessment on toxic
waste and air pollution viclations. In-
deed, the failure of either agency to
defer to the panel's. expertise would

open it to legal challenges fivm one

- side or the other.
Courts Are Reluctant

-+ "The impact of the new rules is
anyone's guess, Oppunents take heart
from both the heavy hurden of credi-
bility imposed by the panel and the
reluctance of Feders! courts 10 carve

~0ut precedents. Where big money is
involved, moreover, defendanis will
have every incentive to hire axperts
o punch holes in the evideace. ]
betieve that no contingert-value
study will ever meet the courts
standards,” said John Seddelreyer,
azsociate general counsel of Exxon
USA.

But Mr. Seddelmeyer may be whis-

- . Although the cost would be hign, the escort ship program
. Makes it virtually certain there wouid be no damage to Prince
- William Sound’s environment from anothar large oil spill during
. the 10 years it would take &ll the oid tenkars to be replaced by
double-hulled tankers . . . S :
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“All the oil companies that take oil cut of Alaska would pay a
Special one-time tax which would reduce their profits. Households -
like yours would alsg pay & spsacial one-time charge ... in the first

year and only the first year of the program.” -

—
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“At present, Govermnment officials estimate: the program will cost

your household a total of ($10, $30, $60. 51 20)...This money

wotdd only be used for the program to srevent damage from
another farge oil spill in Prince William Sound.”

rasents 8 majorty view tha

jwi!ﬁngﬂgrpa abuut il 40
88 a kind of marketing rvey; the

useholds would collectivaly.pay $8.6 billion
mnent | rince mSound;
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tling in the wind. “I see great poten--
tial for mischief here,” conceded Mr.

Portney of Resources for the Future,

who was a member of the blue-ribbon

panel and, in principle, supports the

contingent-value approach.
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That might lead Congress

risk might well render it impossible....
industries to obtain insur-
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think the very idea of linking damage™" °

awards 1o the pain felt by Americans™

Mr. DiBona of the petroleum insti-
tute is not shy in speculating’ about
the potentia} consequences. While the
chances of getting hit hard with a
damage award for lost passive use
may be low, he argues, the sums
involved are so large that they are
bound to affect commerce, At the
least, the lega] exposure would raise
nsurance premiums, he said, and the

But then again, maybe not.

Congress
regulaticn,”
ecimemist at' the American

ly correct.” -

prise [nslitute. “It’s just not politicaj- -

when they learn a wilderness has':
been suliied or a species endangered. i

‘I can think of no instance in which- - -
has relaxed environmenta)._...
said Robert Hahn, an.
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