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Cost-Benefit Analysis, Who's Your Daddy?
Cass R. Sunstein®
Abstract

If policymakers could measure the actual welfare effects of regulations, and if
they had a properly capacious sense of welfare, they would not need to resort to
cost-benefit analysis, which gives undue weight to some values and insufficient
weight to others. Surveys of self-reported well-being provide valuable
information, but it is not yet possible to “map” regulatory consequences onto
well-being scales. It follows that at the present time, self-reported well-being
cannot be used to assess the welfare effects of regulations. Nonetheless, greatly
improved understandings are inevitable, and current findings with respect to
reported well-being — above all the serious adverse effects of unemployment -
deserve to play a role in regulatory policymaking.

I. Two Illustrative Problems

Suppose that the Environmental Protection Agency is considering a new
regulation, designed to reduce levels of particulate matter in the ambient air.
Suppose that the total cost of the regulation would be $900 million. Suppose that the
mortality benefits would be precisely equal to that, because the regulation would
prevent 100 deaths, each valued at $9 million. Suppose as well that if the EPA
includes morbidity benefits (in the form of nonfatal illnesses averted), the
regulation would have an additional $150 million in benefits, ensuring that the
monetized benefits significantly exceed the monetized costs.

Now assume two further facts. First, the mortality and morbidity benefits of
the regulation would accrue mostly to older people - those over the age of 80.1
Second, the rule would have significant disemployment effects, imposing a statistical
risk of job loss on a large number of people, and ultimately causing 3000 people
actually to lose their jobs.2 EPA believes that the overwhelming majority of those

* Robert Walmsley University Professor, Harvard University. [ am grateful to Lisa
Robinson and two anonymous reviewers for valuable comments on a previous draft.
L This is an assumption for purposes of analysis, not a claim about the impact of air
pollution regulations.

2 Itis important to see here that for regulations, the issue can usually be seen as
involving statistical risks of unemployment, just as the issue typically involves
statistical risks of mortality and morbidity. In some cases, however, it may be best to



3000 people would find other jobs, and probably do so relatively soon, but it does
not have a great deal of data on that question, and it cannot rule out the possibility
of long-term job loss for many people. In accordance with standard practice, the EPA
does not include either of those further facts in its cost-benefit analysis.3

If the goal is to promote social welfare, we might well think that it is far too
simple for EPA to conclude that because the monetized benefits exceed the
monetized costs, it should proceed with the regulation. One question is whether and
how to take into account, in welfare terms, the relatively fewer additional life-years
that the regulation will generate. In those terms, is a rule that “saves” people over 80
to be deemed equivalent to one that “saves” an equivalent number of people who
are much younger*? Another question is the welfare consequences of the $900
million expenditure. Suppose that concretely, that cost will be spread across at least
200 million people, who will be spending, on average, a little over $4 annually for
the regulation. What are the welfare consequences of that modest expenditure?
Might they be relatively small? A further question is the disemployment effect. We
know that in terms of subjective welfare, it is extremely bad to lose one’s job.> We

speak of “direct” job loss rather than statistical risks, as when a regulation produces
plant closings.

3 Note, however, that in recent years, agencies have often made independent
projections of employment effects, consistent with the emphasis on “job creation” in
Executive Order 13563.

4In principle, of course, there is a good argument, within the terms of cost-benefit
analysis itself, for much more heterogeneity on the issue that is collapsed within the
idea of “value of a statistical life” (VLS). Different mortality risks might elicit
different values; the VSL for people in their twenties might be different from the VSL
for people in their fifties; different people would assign different values to
statistically equivalent mortality risks. On this issues, see Cass R. Sunstein, Valuing
Life (2014). Note that measures of self-reported well-being, taken up below,
confront the same issue of heterogeneity. A positive or negative event for Jones
might have a very different effect than an identical event for Smith. The relevant
numbers depend on population-wide averages.

5 See Jonathan Masur and Eric A. Posner, Regulation, Unemployment, and Cost-
Benefit Analysis, 98 Virginia Law Review 580 (2012), who refer to a number of
sources, including Andrew E. Clark & Andrew ]. Oswald, Unhappiness and
Unemployment, 104 Econ. J. 648, 650-51 (1994) (finding that unemployment is
associated with significantly lower self-reported mental well-being); William T.
Gallo et al,, The Persistence of Depressive Symptoms in Older Workers Who
Experience Involuntary Job Loss: Results from the Health and Retirement Survey, 61
J. Gerontol. B. Psychol. Sci. Soc. Sci. S221, S221 (2006) (finding that older, lower net-
worth workers who lose their jobs are more likely to suffer from depression than
those who do not); Knut Gerlach & Gesine Stephan, A Paper on Unhappiness and
Unemployment in Germany, 52 Econ. Letters 325, 325 (1996) (finding that
unemployment reduces life satisfaction beyond what would be expected from the
loss of income).



know too that in terms of money, a loss of a job often creates a nontrivial long-term
loss in income.® We know that a long-term loss of employment has more severe
adverse consequences than a short-term loss - but that both are bad. Shouldn’t
those welfare effects be included??

Now suppose that the Department of Transportation is considering a
regulation that would require all new automobiles to come equipped with cameras,
so as to improve rear visibility and thus to reduce the risk of backover crashes.?
Suppose that the total estimated annual cost of the regulation is $1.2 billion
(reflecting an average cost of $50 for a large number of vehicles, to be sold over a
relevant time period). Suppose that the regulation is expected to prevent 60 deaths
annually, for monetized annual savings of $540 million, and also to prevent a
number of nonfatal injuries and cases of property damage, for additional annual
savings of $200 million. On the basis of these numbers, the Department is inclined to
believe that the benefits of the rules are significantly lower than the costs.

At the same time, suppose that the Department is aware of four facts that it
deems relevant, but is not at all clear how to handle. First, a majority of the deaths
would involve young children - between the ages of one and five. Second, a majority
of those deaths would occur as a result of the driving errors of their own parents,
who would therefore suffer unspeakable anguish. Third, the cost of the rule would
be diffused across a large population of new car purchasers, who would not much
notice the per-vehicle cost. Fourth, the cameras would improve people’s driving
experience, by making it much easier for them to navigate the roads, even when it
does not prevent crashes. (The Department speculates that many consumers do not
sufficiently appreciate this improvement when deciding which cars to buy.) Is it so
clear, in light of these four facts, that the agency should not proceed?

In principle, cost-benefit analysis is best defended as the most administrable
way of capturing the welfare effects of policies? (including regulations). But if we
actually knew those effects, in terms of people’s welfare, and thus could specify the
actual consequences of policies for welfare, we would not have to trouble ourselves
with cost-benefit analysis. An initial problem is that cost-benefit analysis depends
on willingness to pay, and people might be willing to pay for goods that do not have
substantial positive effects on their welfare (and might be unwilling to pay for goods
that would have substantial positive effects). Willingness to pay is based on a

6 See Jonathan Masur and Eric A. Posner, Regulation, Unemployment, and Cost-
Benefit Analysis, 98 Virginia Law Review 580 (2012).

7 For general discussion of empirical and normative issues, see Does Regulation Kill
Jobs? (Cary Coglianese et al. eds 2014).

8 See https://www.federalregister.gov/articles/2014/04/07/2014-07469/federal-
motor-vehicle-safety-standards- rear-visibility. The example is real but the numbers
are definitely not. For the actual numbers, see id.

9 See Cass R. Sunstein, Valuing Life (2014).



prediction, and at lest some of the time, people make “hedonic forecasting errors.”10
A separate problem involves the incidence of costs and benefits, which can
complicate the welfare analysis even if we put “pure” distributional considerations
to one side.!! Suppose that a regulation would impose $400 million in costs on
relatively wealthy people and confer $300 million in benefits on relatively poor
people. Even if the losers lose more than the gainers gain in monetary terms, we
cannot exclude the possibility that the losers will lose less that the gainers gain in
welfare terms.

The most general problem is that once agencies specify costs and benefits,
the resulting figures will inevitably have an ambiguous relationship to what they
should care about, which is welfare.12 To be sure, it is possible that some of the
problems in the two cases I have given could be significantly reduced with improved
cost-benefit analysis. If children should be valued differently from adults, and
elderly people differently from younger, cost-benefit analysis might be able to
explain why and how.13 Perhaps parental anguish could be monetized as well.1# The
same might well be true of the increased ease of driving. But even the best proxies
remain proxies, and what matters most is the thing itself.

Cost-benefit analysis, meet your Daddy.1>

II. Administrability and Crude Proxies

10 Daniel T. Gilbert and T.D. Wilson, Miswanting, in Thinking and Feeling: The Role
of Affect in Social Cognition 178 (Joseph P. Forgas ed.) (2000); Timothy D. Wilson
and Daniel T. Gilbert, Affective Forecasting, 35 Advances in Experimental Social
Psychology 345 (June 2003). I certainly do not mean to suggest that the hedonic
effects are all that matter; the only point is that if people think that a decision would
have certain effects on their welfare (measured in hedonic terms), and are mistaken
in that belief, there is a problem.

11 See Cass R. Sunstein, Valuing Life (2014).

12 For valuable discussion, see Matthew Adler and Eric A. Posner, New Foundations
of Cost-Benefit Analysis (2006); Matthew Adler, Well-Being and Fair Distribution:
Beyond Cost-Benefit Analysis (2011). In the context here, see Matthew Adler,
Happiness Surveys and Public Policy: What’s The Use, 62 Duke L] 1509 (2013).

13 See W. Kip Viscusi, Policy Challenges of the Heterogeneity of the Value of
Statistical Life (2011).

14 One question is whether it is adequately reflected in parental WTP to reduce risks
to children. I am doubtful that it is, on the ground that any such adequate reflection
would require a great deal of information and immunity from behavioral biases; but
the jury is out on that question.

15 With this term, I do not mean, of course, to engage the question of paternalism.
For discussion, see Cass R. Sunstein, Why Nudge: The Politics of Libertarian
Paternalism (2014).



The great promise of self-reported well-being is that it might be able to offer
a more direct, and more accurate, measure of welfarel® than could possibly come
from an account of costs and benefits (especially if that account depends on
willingness to pay). Suppose that we agree, with Paul Dolan,!” that welfare consists
in significant part of people’s feelings of pleasure (broadly conceived) and purpose
(also broadly conceived). If so, we might be able to ask people about those two
variables. How much pleasure do people get from certain activities? How much of a
sense of purpose? Dolan has in fact asked such questions, with a range of
illuminating results.1® We are learning a great deal about what kinds of activities are
pleasurable or not, and also about what kinds of activities seem to give people a
sense of meaning or purpose.

A. Evaluation and Experience

With respect to subjective well-being, the most popular of the existing
measures take two forms. First, researchers try to assess people’s “evaluative”
welfare by asking questions about overall life-satisfaction (or related concepts).1®
With such measures, it is possible to test the effects of a range of variables such as
marriage, divorce, disability, and unemployment.?0 Second, researchers try to assess
people’s “experienced” welfare, through measures of people’s assessments of
particular activities (working, commuting, being with friends, watching
television).?1

In fact, researchers have uncovered some systematic differences between
people’s overall evaluations and their assessments of their particular experiences.??
Marital status is more closely with experienced well-being than with evaluative
well-being, though there is conflicting evidence on this point.23 French people report
significantly lower levels of satisfaction in their lives than Americans, but the French

16 Qverviews can be found in Paul Dolan, Happiness By Design (2014); Daniel
Kahneman et al., Well-Being (2002); Daniel Gilbert, Stumbling on Happiness (2006).
[ am bracketing the question whether it is best to have a subjective or objective
account of welfare; certainly subjective welfare matters, even if we adopt an
objective account. Valuable discussion can be found in Matthew Adler, Well-Being
and Fair Distribution: Beyond Cost-Benefit Analysis (2011).

17 See Paul Dolan, Happiness By Design (2014).

18 See id.

19 See Richard Layard, Happiness (2006).

20 For discussion, see Cass R. Sunstein, [llusory Losses, 37 ] Legal Stud S157 (2008).
21 Subjective Well-Being: Measuring Happiness, Suffering, and Other Dimensions of
Experience (Arthur A. Stone and Christopher Mackie eds. 2014).

22 Daniel Kahneman and Jason Riis, Living, And Thinking About It: Two Perspectives
on Life, in The Science of Well-Being (N. Baylis et al. eds. 2005), available at
http://www.princeton.edu/~kahneman/docs/Publications/Living DK_JR_2005.pdf
23 Subjective Well-Being, supra note, at 33.



appear to show equal or even higher levels of experienced well-being.?4 Health
states are more closely correlated with experienced well-being, though they also
affect evaluative well-being.

There is a lively debate about the choice between the two measures.2> The
current consensus appears to be that useful but different information is provided by
each.?6 On one view, questions about experienced welfare focus people on their
existing emotional states, and thus provide valuable information about those states.
By contrast, questions about evaluative welfare encourage people to think more
broadly about their overall goals or aspirations. On this view, evaluative welfare “is
more likely to reflect people’s longer-term outlook about their lives as a whole.”?7 If
this is so, then the two measures do capture different kinds of values, and both are
important. In my view, an important question remains: We do not yet know whether
if people’s answers to questions about evaluative well-being in fact reflect their
broader aspirations, or whether they are instead an effort to summarize
experienced well-being, in which case the latter is the better (because more
accurate) measure.

There is also an active debate about the reliability of both measures of
welfare; some people are skeptical about how much we can learn from them.?8 Just
as with willingness to pay,?° it is important to consider issues related to the quality,
reliability, and applicability of different studies.3? Making a frontal assault on the

24 See Kahneman and Riis, supra note.

25 See id. Dolan, supra, argues for the priority of experienced well-being. Subjective
Well-Being, supra note, concludes, “there is strong evidence that multiple
dimensions of [subjective well-being] coexist. [Experience well-being] is distinctive
enough from overall life satisfaction to warrant pursuing it as a separate element in
surveys.” Id. at 32.

26 See Subjective Well-Being, supra note.

271d. at 33. See also the discussion of “eudaimonic well-being,” drawn from ideas
about human flourishing, in id. at 18.

28 For various views, see Deirdre McCloskey, Happyism, The New Republic (2012),
available at

http://www.newrepublic.com/article/politics/magazine/103952 /happyism-
deirdre-mccloskey-economics-happiness; Richard Layard, Happiness (2005); Daniel
Kahneman et al.,, A Survey Method for Characterizing Daily Life Experience: The Day
Reconstruction Method, Science 1776 (2004); Peter Ubel and George Loewenstein,
Pain and Suffering: It's Not (Just) About Pain and Suffering, 37 ] Legal Stud (2007).
Adler, supra note, has highly relevant discussion.

29 For an interesting tale of the original work on this topic, see Richard H. Thaler,
Misbehaving 12-19 (2015).

30 Aside from particular issues about particular studies, there is a pervasive question
about whether and how people use the relevant scales. For example, do they engage
in “scale recalibration,” thinking, for example, “l am a 7, on a scale of 1 to 10,
considering that I need to use a wheelchair,” instead of “I am a 4, on a scale of 1 to




whole program, Deirdre McCloskey disparages what she calls “the 1-2-3 hedonists,”
who celebrate “happyism.”31 In my view, the disparagement is a mistake, for the
measures tell us a great deal.3? True, the idea of “welfare” leaves a great deal of
ambiguity, and if it is invoked for policy purposes, any particular account is highly
likely to end up in contested normative terrain.33 As Dolan makes clear, a purely
hedonic measure, focused only on pleasure and pain, would be inadequate; people’s
lives should be meaningful as well as pleasant.3* But even if we adopt a measure that
goes beyond pleasure to measure a sense of purpose as well, we might be capturing
too little.

Mill’s objections to Bentham are worth quoting at length3>:

Nor is it only the moral part of man's nature, in the strict sense of the term -
the desire of perfection, or the feeling of an approving or of an accusing
conscience -- that he overlooks; he but faintly recognizes, as a fact in human
nature, the pursuit of any other ideal end for its own sake. The sense of
honour, and personal dignity -- that feeling of personal exaltation and
degradation which acts independently of other people's opinion, or even in
defiance of it; the love of beauty, the passion of the artist; the love of order, of
congruity, of consistency in all things, and conformity to their end; the love of
power, not in the limited form of power over other human beings, but
abstract power, the power of making our volitions effectual; the love of
action, the thirst for movement and activity, a principle scarcely of less
influence in human life than its opposite, the love of ease. . .. Man, that most
complex being, is a very simple one in his eyes.

These points suggest the importance of having a capacious conception of
welfare, one that is alert to the diverse array of goods that matter to people.
Amartya Sen and Martha Nussbaum have elaborated a “capabilities approach,”
which is objective rather than subjective, and which emphasizes the importance of

10, because I need to use a wheelchair.” For a strong argument that scale
recalibration is not a serious problem, see Heather Lacey et al., Are They Really That
Happy? Exploring Scale Recalibration in Estimates of Well-Being, 27 Health
Psychology 669 (2008).

31 See McCloskey, supra note.

32 See Cass R. Sunstein, Who Knows If You’re Happy, NY Review of Books (2014),
available at http://www.nybooks.com/articles/archives/2014 /dec/04/who-
knows-if-youre-happy/

33 A valuable discussion is Matthew Adler, Well-Being and Fair Distribution (2011).
34 See Paul Dolan, Happiness By Design (2014). See also the remarks on eudaimonic
well-being in Subjective Well-Being, supra note, at 19; Amartya Sen, Commodities
and Capabilities (1985); Martha Nussbaum, Creating Capabilities (2011); Adler,
Well-Being and Fair Distribution, supra note.

35 See John Stuart Mill, “Bentham,” in Utilitarianism and Other Essays 132 (Alan
Ryan ed. 1987).



providing people with “capabilities” that support “functionings.”3¢ A particular
concern, stressed by both Sen and Nussbaum (and also Jon Elster37) has to do with
people’s capacity for adaptation and in particular the problem of adaptive
preferences. Suppose that people adapt to their situations, so that even under
conditions of serious disability or acute deprivation, people’s subjective well-being
remains relatively high. Indeed, the well-being literature finds that many serious
disabilities produce relatively small hedonic losses.3® Qught we to conclude that
those who are seriously disabled, or who suffer some form of acute deprivation,
there is little or no real loss, if self-reported well-being so suggests? That would be
an odd conclusion. Part of what matters is what kinds of lives people are able to live;
their subjective experience of their lives matters too, but it is not the whole picture.

Consistent with Mill’s plea and the emphasis on capabilities, a large survey by
Daniel Benjamin and his coauthors tests people’s concern for list of factors that
includes not only “measures widely used by economists (e.g., happiness and life
satisfaction): but also “other items, such as goals and achievements, freedoms,
engagement, morality, self-expression, relationships, and the well-being of others.”3?
The central (and not especially surprising) result is that people do indeed care
about those other items.*? The perhaps ironic conclusion that if measures of
reported well-being neglect those items, they will end up losing information that
cost-benefit measures ought to be able to capture. A significant advantage of the
willingness to pay measure is that it should, in principle, take account of everything
that people care about, including those things that matter for Mill’s reasons. If
people value cell phones because they want to connect with their children, or if they
want to save (rather than spend) money so they can give it to poor children in
Africa, or if they want to spend money on a vacation because of their love of nature,
their concerns, however diverse in qualitative terms, should be adequately captured
by the willingness to pay criterion, however unitary.4!

36 Amartya Sen, Commodities and Capabilities (1985); Martha Nussbaum, Creating
Capabilities (2011).

37 See Jon Elster, Sour Grapes (1983).

38 See Cass R. Sunstein, Illusory Losses, 37 J. Legal Stud. S157 (2008).

39 See Daniel Benjamin et al., Beyond Happiness and Satisfaction: Toward Well-
Being Indices Based on Stated Preference, 104 Am Econ Review 2698 (2014).

40 1d.

411 think that this point may not be adequately taken into account by critics of cost-
benefit analysis, including Elizabeth Anderson, Value in Ethics and Economics
(1994). Itis true, as Anderson argues (with Mill), that people value goods in
qualitatively diverse ways, but people might be willing to pay for those goods in
ways that fully recognize the fact of qualitative diversity. People might, for example,
to willing to pay a certain amount (and no more) to protect a beach, a pet, or a child,
even though they value a beach, a pet, or a child in ways that they do not value
money as such. [ am acutely aware that this is an insufficient response to Anderson’s
detailed argument.



That is a point for cost-benefit analysis, and it suggests that that form of analysis
might have advantages over some measures of happiness or subjective welfare, at
least if they are insufficiently refined; but it does not be taken to mean that that form
of analysis has priority over good or full measures of welfare. (Having cell phones,
giving to charity, and enjoying nature also have effects on welfare, and these should
be measurable in principle.) What is required are measures that are sufficiently
reflective of the diverse set of goods that matter to people, but that avoid the various
problems, sketched above, with cost-benefit analysis.

C. The Largest Problem

With respect to regulatory policy, the largest problem with invoking self-
reported well-being is this: Even if such surveys provide a great deal of information,
we cannot easily “map” any particular set of regulatory consequences onto changes in
welfare.#? Self-reported well-being is a measure of well-being, not the thing itself;
the numbers that emerge from coefficients on well-being, and then are translated
into monetary terms, are not an exact measure of what matters. They may offer us
valuable information about how much (for example) unemployment matters to
well-being as compared to a health shock, across a population. But they do not give
us a clear indication of how the multiple effects of (say) air pollution and automobile
safety regulation affect welfare as such.

1. Coarseness. Although we are learning a great deal about what increases
and what decreases welfare, most of what we have learned to date remains
relatively coarse*3; it frequently involves the consequences of large life events, such
as marriage, divorce, and unemployment. We do not know enough about how to
answer hard questions about the welfare effects of health and safety regulations.**
How much happier are people when the level of ozone in the ambient air is
decreased from 70 parts per billion to 60 parts per billion? For the median person,
what is the welfare effect of having to spend $50 or $100 or $300 on a particular

42 A mapping exercise is undertaken in John Bronsteen et al., Well-Being Analysis vs.
Cost-Benefit Analysis, 62 Duke L]. 1603, 1633-44 (2013). For a valuable, careful
discussion, see Lisa Robinson, Cost-Benefit Analysis and Well-Being Analysis,

62 Duke Law Journal 1717-1734 (2013). See also W. Kip Viscusi, The Benefits of
Mortality Risk Reduction, 62 Duke L] 1735, 1738 (2013): “The well-being scales are
also very coarse. There are very few government policies that would alter people’s
well-being by an entire point, which corresponds to a welfare effect of about 10
percent, depending on the scale being used.”

43 See id.

44 See W. Kip Viscusi, The Benefits of Mortality Risk Reduction, 62 Duke L] 1735,
1738 (2013): “if the scale is to have cardinal significance, moving from 10 to 8 on
the subjective well-being scale should be twice as valuable as moving from 8 to 7
and have the same value as moving from 3 to 1. What “twice as valuable” even
means cannot be tested because there is no external metric to assess the well-being
level that corresponds to a particular happiness score.”



regulatory initiative, noting that the money could have been used for other
purposes? In terms of “welfare units,” how should we think about a loss of a job, or a
life-year? Should we use those units, or some other kind (monetary?), in conducting
analyses on the basis of studies of self-reported well-being? If we use those units,
what, exactly, is the relevant scale*>?

Return to the two problems with which I began. We have seen that in terms
of welfare, cost-benefit analysis, at least in its current form, may not adequately
handle: (1) unusually large or unusually small numbers of life-years saved*¢; (2)
adverse unemployment effects; (3) questions about the welfare effects of small
economic losses faced by large populations; (4) intense emotions associated with
certain outcomes, such as parental anguish#’; and (5) hedonic benefits associated
with increased ease and convenience. As I have suggested, improved forms of cost-
benefit analysis might be able to reduce these problems.*8 But ideally, we would
want to know about welfare itself. The problem is that at the current time, measures
of self-reported well-being are too crude to enable us to do that.

No one should doubt that cost-benefit analysis itself presents serious
challenges, sometimes described under the rubric of “the knowledge problem”;
agencies have to compile a great deal of information to make sensible
extrapolations.*? But to map regulatory outcomes onto self-reported well-being, the
challenges are far more severe.50

It is important to emphasize that those challenges might be met over time.
Subjective well-being metrics are becomingly increasingly refined, and it should be
possible to control for character traits, seasonal effects, and cultural differences. In
principle, we might be able to test not only for the effects of large life changes, but

45 T am bracketing problems of interpersonal comparisons of well-being or utility -
problems that are, in my view, massively overstated. See Interpersonal Comparisons
of Well-Being (Jon Elster and John Roemer eds. 1993).

46 The reference is to population-wide figures, as in cases where the regulation
protects large numbers of older people or large numbers of younger people.

47 For discussion, see Robinson, supra note.

48 See W. Kip Viscusi, Policy Challenges of the Heterogeneity of the Value of
Statistical Life (2011).

49 See Cass R. Sunstein, Cost-Benefit Analysis and the Knowledge Problem (2014),
available at http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2508965

50 Whatever our preferred approach, there are of course pervasive questions about
how to handle distributional issues. See Adler, Welfare and Fair Distribution, supra
note. A regulation might have negative net benefits in monetized terms, but its
benefits might be concentrated among those who are not well-off, and its costs
might be incurred by those who are. Should the agency proceed? Note that
measures of self-reported well-being cannot avoid this question. A regulation might
have net welfare costs but disproportionately benefit those who begin with very low
levels of welfare.

10



also for such things as having a cell phone or not, donating to charity, and
experiencing different levels of pollution, as well as experiencing different health
conditions. Indeed, some research is doing precisely that.>! As such refinements are
undertaken, the problem of coarseness will be reduced, and perhaps dramatically.
But for the problems that typically concern regulatory agencies, we are not nearly
there yet.

2. An example. For purposes of assessing regulation, creative efforts have
been made to extrapolate relevant values from measures of self-reported well-
being.52 Examining an EPA pulp and paper regulation from the late 1990s,
Bronsteen et al. urge that cost-benefit analysis and reported welfare analysis point
in quite different directions, and that as a proxy for welfare the latter is superior to
the former. In particular, they conclude that while the regulation would be
expensive in monetary terms (with EPA’s options ranging from $262 million to $1
billion in cost), that expense would have trivial effects on welfare. Under their
estimate, the regulation would require affected individuals to bear several hundred
dollars in annual costs.

To capture the welfare effects of that cost, they enlist a study finding that
those with a threefold increase in income experience a gain in well-being units of
0.11, and those with a two-thirds decrease in income experience a 0.11 decrease in
such units.>3 On the basis of this study, Bronsteen et al. find near 0 in aggregate
welfare losses for a modest annual expenditure of several hundred dollars. As they
put it, “the monetary costs of the regulation, which dominated the CBA, are nearly
irrelevant here.”>* To this extent, the monetary costs that loomed so large in EPA’s
analysis end up playing essentially no role in a welfare analysis.

By contrast, the unemployment effects matter a great deal in that analysis.
On the basis of another study, Bronsteen et al. conclude that those who are
unemployed lose 0.83 well-being units (WBUs) per year while unemployed, and that
even after finding new employment, those who were unemployed lost an average of

51 On technology and its effects, see Carol Graham and Milena Nikolova, Does access
to information technology make people happier? Insights from well-being surveys
from around the world, 44 Journal of Socio-Economics 126 (2013). On day and
month effects, see Georgios Kavetsos, Marika Dimitriadou & Paul Dolan (2014)
Measuring happiness: context matters, Applied Economics Letters, 21:5, 308-311.
On health, see Carol Graham et al., WHICH HEALTH CONDITIONS CAUSE THE MOST
UNHAPPINESS?, Health Econ. 20: 1431-1447 (2011).

52 See John Bronsteen, Christopher Buccafusco & Jonathan S. Masur, Well-Being
Analysis vs. Cost-Benefit Analysis, 62 DUKE L.J. 1603, 1670-79 (2013) (discussing
VSL'’s limitations and possible alternative measures).

53 Nattavudh Powdthavee & Bernard van den Berg, Putting Different Price Tags on
the Same Health Condition: Re-evaluating the Well-Being Valuation Approach, 30 J.
HEALTH ECON. 1032, 1038 tbl.3 (2011).

54 1d. at 1644.
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0.34 WBUs per year during the next seven years after they begin working again.>>
Because the EPA regulation would result in several thousand lost jobs, it would
produce a massive welfare loss. Stunningly, the estimated welfare loss, from lost
jobs, is well over 400,000 times the estimated welfare loss from the total monetary
cost. Bronsteen et al. also note that the average American has a life satisfaction of
7.4 on a scale of 0 to 10. To capture the welfare loss from avoided fatal cancers, they
invoke that number in their welfare equation, which means that the welfare gains of
mortalities averted are very high (a shorthand for their analysis: 7.4 times a
significant number of life-years).>¢

The problem with this impressively creative exercise is that in light of the
current state of the art, it involves far too much guesswork to be invoked credibly by
government regulators. Some of the central numbers are both speculative and
unclear, provoking a range of questions and doubts. (1) Can we really extrapolate,
from one or two (or more) studies of the effects on reported well-being of massive
increases or decreases in annual income, the welfare effects, across a large
population, of losing several hundred dollars a year? (2) Is it credible to suppose
that regulations that impose such costs, on such large populations, should be treated
as having essentially no adverse effects on welfare? Would a tax of $200, on say 200
million Americans, have no such adverse effects? (3) Should the same be said of five,
or ten, or fifty regulations of this kind? (4) What does it even mean to say that the
average worker loss 0.83 well-being units while unemployed? If an employed
person’s experience of his life is 7.4, is an unemployed person’s 6.57? In terms of
what, exactly?

At the present time, these questions do not seem to have good answers. The
most sensible conclusion is that studies of reported well-being cannot be used as
anything like a substitute for cost-benefit analysis, and that they should not play a
significant role in regulatory analysis.

Conclusion

Does this conclusion mean that today and in the near future, regulators
should rest content with cost-benefit analysis, and put entirely to one side, as
speculative and unreliable, whatever we might learn from directly considering
welfare? That would be far too strong. Most important, disemployment effects
deserve serious consideration,>” not least because of the significant adverse welfare

55 Id. at 1642.

56 Id.

57 For relevant discussion, see Timothy Bartik, Including Jobs in Benefit-Cost
Analysis, 4 Annual Review of Resource Economics 55 (2012)
(http://dx.doi.org/10.1146 /annurev-resource-110811-114520);

RH Haveman. and D.L. Weimer, Public Policy Induced Changes in Employment:
Valuation Issues for Benefit-Cost Analysis, 6 Journal of Benefit-Cost Analysis 112
(2015)
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effects of losing one’s job.58 It is also at least relevant to know whether a regulation
would protect children, and hence provide a large number of life-years, or instead
protect older people, and hence provide a relatively smaller number of life-years.
The Department of Transportation was correct to refer to this point in the rear
visibility case.>® It is indeed possible that a large cost, spread over a very large
population, might turn out to have relatively modest adverse effects on welfare.
Agencies have already taken account of that possibility in undertaking breakeven
analysis; it might be considered in cases in which costs and benefits are otherwise
fairly close.® If agencies would help people who suffer from mental illness of one or
another kind, the welfare gain might be substantial,®! even if the benefits cannot be
adequately captured in willingness to pay figures.

Emphasizing the promise of research on subjective well-being, Raj Chetty
contends: “Further work is needed to determine whether and how subjective well-
being metrics can be used to reliably measure experienced utility, but they appear to
offer at least some qualitative information on ex post preferences than can help
mitigate concerns about paternalism in behavioral welfare economics.”®? Chetty’s
conclusion is sound, but it could be stronger. Work on subjective welfare®3 can serve
not only to mitigate concerns about paternalism, but at least on occasion, to inform
analysis of the welfare effects of regulations (and policies in general). That point has
nothing to do with paternalism. It has to do with accurate measurement of what
really matters

At the present time, cost-benefit analysis remains the best proxy for what
matters, but it is not too optimistic to think that in the fullness of time, it will
actually have a chance to meet its Daddy.

(http://journals.cambridge.org/download.php?file=%2F118 D7AE70EDB6334CB3
38178D8C8F459536_journals BCA BCA6_01 S2194588815000056a.pdf&cover=Y
&code=6901ab3e9a321656a239898b8d35813a

58 See Jonathan Masur and Eric A. Posner, Regulation, Unemployment, and Cost-
Benefit Analysis, 98 Virginia Law Review 580 (2012). On the underlying evidence,
which is quite powerful and cited in Masur and Posner, see supra note.

59 See note supra. For relevant data, see Sean Williams, Statistical Children, 30 Yale J.
Reg. 63 (2013).

60 See the Appendix to Cass R. Sunstein, The Limits of Quantification, 102 Cal L Rev
1369 (2014).

61 See Layard, supra note.

62 See Raj Chetty, Behavioral Economics and Public Policy: A Pragmatic Perspective,
Am Econ Rev 25 (Papers and Proceedings) (2015).

63 Objective welfare of course matters as well. See Sen, supra note; Nussbaum, supra
note; Adler, supra note.
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