‘‘common-sense’” approach is simply a restate-

ment of cost-benefit analysis. The three steps

identified are:

e forecast future domestic demands — or rela-
tive prices — for timber products;

e forecast export demands for different timber

products;
¢ determine non-market benefits associated with

forestry.

However, no means is suggested to make these
things commensurable, to determine their rela-
tive importance, or to identify how they might be
used in policy formation. These are massive tasks
for our ‘“infinitely complex computers’ (com-
monsense) to achieve. It is precisely because we
have difficulties in these tasks that frameworks
to guide the examination of decisions, such as
cost-benefit analysis, have evolved.

The “‘ecological or environmental perspec-
tive”’, like cost-benefit analysis, is founded on
value judgements. It espouses sustainable use lev-
els for renewable resources and minimal use of
non-renewable resources. Examples of questions
left unanswered are:

— which sustainable use level?
— what is minimal use?

Both of these raise some interesting problems
because they force us into making real trade-offs.
To ensure minimal use of metals, fossil fuels, and
other non-renewable resources we could decide
not to have ambulances or hospitals. This would
incur costs in the form of human lives lost, and
may not be socially desirable, but the perspective
does not recognize these tradeoffs. The same criti-
cism can be made of the ‘“spiritual and cultural
perspective’’. To what extent are we willing to
trade-off cultural identity, and variety in land-
scape, for other things?

It is apparent that all of the approaches out-
lined are reliant upon value judgements and so
each will have its proponents. Therefore they will
have a place in informing decision makers, but
none is capable of making the decisions. We, or
our elected decision makers, must therefore re-
main responsible for making the value judge-
ments involved in social decision making.

Discounting

The main thrust of Fitzsimons’ attack on cost-
benefit analysis is directed at the discounting
procedure used to commensurate values occur-
ring at different times. Just as we must evaluate
the effect of individual welfare, however that is
measured, on social welfare we must also consider
the value of the welfare of different generations
when making resource use decisions. Discount-
ing is the procedure used by cost-benefit analy-
sis to accomplish this. Not discounting implies
that we weight the welfare of each generation in
a particular way, depending upon whether we are
concerned with individual or social welfare, con-
sumption, utility, or anything else. This is just as
much a value judgement as choosing some non-
zero discount rate.

Three major elements enter the arugment for

choosing a discount rate — the basic human
desire to have benefits now rather than later, our
ability to invest resources to produce more later,
and our moral obligation to future generations.
The discount rate chosen is therefore a value
judgement depending on how strongly we weight
these factors. Fitzsimons’ assertion that ‘‘interest
rates are expressions of social expectations so we
should relate the discount rate to them’’ can there-
fore be seen to be incomplete. Market interest
rates are expressions of individual choices.
Whether they are socially appropriate is a value
judgement. Because of financial market imper-
fections it may not even be possible to use cur-

rent interest rates as an estimate of either in-
dividual rates of time preference, or the margi-
nal efficiency of capital.

While it is common to say that social time
preference is longer sighted than for the individual
(the social discount rate is less than individual
rates), the fact that people save to benefit their
children does not contradict this as Fitzsimons im-
plies. Simply illustrating that individuals gain
some benefits from the welfare of future gener-
ations shows nothing about the relationship of
social benefits to individual benefits. The argu-
ments for a negative discount rate (p 24) do not
stand scrutiny either. The argument that things
will be scarcer, or more highly valued, in the fu-
ture suggests that we may be using the wrong
prices to value costs and benefits, but says noth-
ing about the discount rate. Similarly the fact that
we store crops for winter says something about
both values and discount rates, but nothing
specific about either. People who discounted the
future very heavily (positive rate) would still find
it in their interest to store some crops for winter,
losing some in the process, if the value of surviv-
ing was high relative to having a feast.
Conclusion
Fitzsimons has set up a straw man. By claiming
that cost-benefit analysis is capable of making de-
cisions in a precise manner she has given it a task
for which it was never designed and is therefore
unable to achieve. Cost-benefit analysis, like the
other decision making frameworks suggested, is
no more than a means of presenting information
which relies on an underlying set of value judge-
ments. The argument about the sign and size of
discount rates is erroneous and sheds no light on
the appropriate rate to be used in social decision
making. Fitzsimons’ article does nothing to
reduce the validity of using economics, and in par-
ticular cost-benefit analysis, to better understand
the implications of resource use decisions. It has,
however, served to remind us that cost-benefit
analysis is not a precise decision-making tool, but
simply a means of summarizing information on
some aspects of social welfare.
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J. Fitzsimons’ paper was refereed by two
economists! ‘

Need for other
approaches

Sir, )

I wish economists did limit their claims
for Cost Benefit Analysis to the role that
Geoff Kerr describes for it — ‘‘a means of
presenting information which relies on an
underlying set of value judgements’’.
Mostly the value judgements are not ex-
plicit and the information is presented as
more reliable and valuable than other sorts
of information because it is quantified in

very precise numbers. In my experience
economists often retreat to the position
GeoffKerr has outlined when confronted
with the arguments in my paper, but un-
fortunately before long they are again be-
having as though Cost Benefit Analysis is
the way to determine the most appropri-
ate investment of the community’s
resources.

My paper was delivered to a 1982 semi-
nar for economists and foresters at which
it was stated that if Cost Benefit Analysis
showed a greater return from 25 one-year
projects than from one 25-year project,
then society is always better off investing
in the 25 quick returns. None of the
economists dissented.

Forestry decisions are uniquely suscept-
ible to our assumptions about time. To the
uncertainty of markets far in the future
must be added the uncertainties of na-
ture. Forestry profitability (on paper) is
critically determined by the price of the
product and by the discount rate, and the
higher the discount rate the less the final
price matters. I know of no unsubsidized
forestry projects in New Zealand (other
than mining what was already here) which
is profitable at a 10% discount rate. Yet
many rational people are still planting
forests.

Economics could be a very valuable tool
in explaining (and therefore predicting)
some aspects of human behaviour. As an
explanation for the resource management
choices people are making on their land at
present, Cost Benefit Analysis seems to
have failed dismally. This is why we need
other approaches such as those I suggest-
ed. ‘““Common sense’’ does not fail because
it cannot make market and non-market
values ‘‘commensurable’’ — rather eco-
nomics fails to the extent that it attempts
such a foolish task. Chalk and cheese
should remain just that.

Jeanette Fitzsimons

Birds and National

Forest Survey
Sir,

It was with great interest that I read in a
recent Forest and Bird Brian Reid’s account
of his involvement with the National Forest
Survey (Reid, 1983). I had not before realized
that he had taken the opportunity then offer-
ing to record ornithological data over large
areas of virgin North Island forest, even if
the records were only diary entries. I wonder
how many others did the same.

What an opportunity it was. The National
Forestry Survey covered all or nearly all the
indigenous lowland forests of both islands.
The sampling pattern consisted of a series of
plots 400m or 800m apart along lines 3.2 or
6.4km apart, the intensity of sampling de-
pending on the nature of the forest. This
means that even at its most extensive the
sampling pattern entailed field parties visit-
ing every 518 ha block of lowland forest
throughout NZ and there making systematic
records.
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