The Palitical Economy of Greening the Nationa Income Accounts
by Gernot Wagner*

While the United Nations and many other countries are actively exploring green accounting,
officid efforts in the United States have come to a virtud hat. In 1994, Congress commissoned a
hign-levd dudy reviewing the Bureau of Economic Anaysss (BEA) work on its Integrated
Sysem of Environmenta and Economic Accounts (ISEEA), but since its publication in 1999 has
ignored the results and continued to bar BEA from its efforts. The debate surrounding green
accounting in the U.S. should be freed from the partisan struggle in Washington and moved in the
hands of the sdentific community. Green accounting efforts should serioudy focus on including
ecologica services as well as mere resource depreciation, but in line with the recommendations of
Nordhaus and Kokkelenberg (1999), the existing nationa income and product accounts framework
should be used as a point of departure, and the creation of officid accounts should employ an
incremental gpproach, giving first priority to areas where the necessary research is available.

History of Green Accountingin the U.S.

In 1989, Repetto et al. (1989) drew condderable attention to the shortcomings of economic
indicators in a report entitted Wasting Assets. Using Indonesia as a case study, it concluded that the
country’s reported economic growth throughout the 1970s and 80s would be cut in haf if GDP
cdculations were modified to a so-cdled “Net” Domestic Product, taking timber, oil, and soil
depletion into account. This World Resource Inditute study was by no means the first to point out

maor shortcomings in national income messurements, but it sparked a considerable debate about
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“green accounting’—integrating environmental and economic accounts! At that time, the U.N.
Satidicd Office was working in cooperation with severd other internationa inditutes and expert
groups to amend its System of Nationa Accounts (SNA) for publication in 1993, the fird mgor
revison in dmogd three decades. The 1993 revison did not include guiddines for an integrated
sysem of environmenta and economic accounts, but in the gppendix suggested the use of so-cdled
“saellite accounts’ for environmental datidtics. Such a system leaves the core economic accounts
untouched while providing some environmentd informaion in a compdible yet not fully
integrated, set of supplementary dtatistics (SNA 1993: chapter XX1). In addition, the U.N. (1993)
published a handbook on the sysem of integrated environmental and economic accounting (SEEA),
with the god of guiding nationd accountants in ther efforts to creste physca and monetary
environmenta setistics.

BEA is implementing the recommendations presented in the SNA with some modificaions
in its Nationd Income and Product Accounts (NIPA). Even before the publication of the U.N.
handbook, it had Started to compile its own verson of Integrated Environmental and Economic
Sadlite Accounts (IEESA) in 1992, following a recommendation of the Council of Economic
Advisers under Presdent Bush.? Two years later, BEA (1994) presented initid findings in its
monthly Survey of Current Business. The issue included an overview of its efforts, as wel as
guiddines for the future and prdiminary edimates for minerd resources. With the 1995
Appropriations Bill, however, the 103 Congress stopped BEA’'s work on &l environmenta
accounts. In response to this order, the Department of Commerce, of which BEA is a part, asked the

Nationd Academy of Sciences to review the current state of environmentd accounting in the U.S.

1 For earlier critiques of the national income accounts, see Nordhaus and Tobin (1972) and Eisner (1988), among

others.

Earlier calls for environmental accounting in the U.S. reach back even further. The Ford Administration was the first
to call for environmental accounting to track capital investment expenditures on pollution abatement, an initiative
supported by President Carter (Nordhaus and K okkelenberg (1999), p. 154).
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(U.S. Congress, 1994). In 1999, a commisson of leading environmenta economists and nationd
income datigicians published Nature's Numbers, which andyzed the state of green accounting in
the U.S. and prospects for future work (Nordhaus and Kokkelenberg, 1999). The study concluded
that extensve research is dill needed for developing a consstent set of accounts, but that “the
rationde for augmented accounts is solidy grounded in maingream economic andyss’ and that
BEA’s work on IEESA is the best place for this research. So far, however, Congress has given BEA
no mandate to continue its work on environmental accounts.
Politics of Green Accounting

Throughout the last decade, the issue of green accounting has been highly polarized. The
politicd debate Folits dong party lines generdly spesking, Democrats have favored environmenta
accounting, while Republicans have opposad it. In Earth in the Balance, Vice Presdent Al Gore
(1992) cdled for a full integration of environmentd and economic accounts, even though he
acknowledged that national accountants did not beieve this was feasble given the date of
knowledge & the time.

Presdent Clinton dso addressed the importance of environmental accounting in his 1993
Eath Day address. Following the publication of the Nationd Academy of Sciences study Nature's
Numbers, the 2000 Economic Report of the Presdent included an entire chapter on “Making
Markets work for the Environment,” which contains a discusson entitled "Taking Account of the
Environment.” In this section, the Presdent’s economic advisors sressed the lack of “a coherent
framework for accounting for environmental qudity and naurd resource use in tandem with
market economic activity” and referred to the recommendations presented in Nature’s Numbers.
They urged the creation of supplementary accounts for “assets and production activities associated

with naturd resources and the environment” The concluson specificdly dates that integrated



environmental and economic accounts do not merdly contribute to the undersanding of societd
wefare or human development but to the nation's economic development (“Economic Report of
the Presdent,” 2000). Conagent with the plaform of the Clinton adminidration, congressiond
Democrats have aso been in favor of green accounting.

One notable exception in this support, however, was the decison of the 103" Congress to
dop funding for BEA’s green accounting activities. Alan B. Mollohan, a Democratic House
Representative  from West Virginia and a longstanding member of the Appropriations
Subcommittee responsible for dlocating funds to the departments of Commerce, Justice and State,
sponsored the hill (U.S. Congress, 1994). This is not surprisng, considering that he represented a
digrict in West Virginids cod country. The Nationd Mining Association indicated it did not
actively lobby on the issue, but it did express support of Representative Mollohan's action.®* Mining
corporations are afrad of being margindized by a reform of the SNA and that ingead of producing
tangible wedth, their activities would be viewed as depleting one form of (naturd) wedth and
cregting other forms of (human-made) wedth—a potentid blow to their public image. Despite cdls
from economigts and nationd income accountants negating this clam, it was used as one of the
arguments in support of Congress's decison to sop BEA'’s activities, which overshadowed the fact
that the sop had its scientific merits. Smilarly to the development of NIPA in the early parts of the
last century, green accounting is a highly contentious fiedd with many methodologica problems.
Moving the discusson from BEA to an independent scientific pand was an important step to
reexamine the underlying issues. However, now that the findings have been published, Congress

should again give BEA the opportunity to continue its research.

3 According to Connie Holmes, Vice President of Policy of the National Mining Association, formerly known as the
National Coal Association (phone conversation on January 30, 2001).
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Congress commissioned the Nationd Academy of Sciences study when stopping BEA's
efforts, but the publication of Nature's Numbers has been ignored.* This is not surprisng to
political scientists, who would be hard pressed to cite an example of when an NAS report triggered
direct political action. Members of Congress answer to their condituents, not to scientific panels,
unless it is politicadly expedient. The man ideologicd agument on the dde of Republican
lavmakers is that integrating environmenta datidtics into economic data would give what some
might condder ‘environmentaist idess too much weight in economic decison making. Instead of
being based purdy on intangible vaues and qudity of life factors that are virtudly impossble to
measure, an integration of environmental and economic accounts would give these idess red dollar
vaues, providing quantifiadble data and therefore rendering them comparable to other policy
decisons.

Ironicdly, Republicans are in favor of benefit cos andyses while Democrats generdly
oppose it. However, this divison is reversed when it comes to taking account of ecologica
savices. One example is the debate of mechanica trestment versus controlled burning in forest
management.> Republicans, backed by the forest industry, favor mechanica treatment, while
Democrats, catering to greens, prefer controlled burnings. However, the two parties support their
postions with entirdy different sets of facts. The Republican arguments for mechanica treatment
ae largdy backed by hard economic data such as the number of jobs crested in the logging
industry. Democratic arguments for controlled burns, however, are to a large extent based on *“soft”
data such as increased ecologicd vaue. Assgning a dollar vaue to the ecologicd services a

hedthy forest provides, would put the argument for burning on equd footing with the economic

4 After the 103" Congress halted BEA's work, every successive house report to the annual Appropriations Bill
included a passage barring BEA from itswork on the IEESA.
®  SeeBennett (2000) and Udall (2000) for amore complete discussion of thisissue.
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arguments favored by Republicans. It is not surprisng tha the GOP would therefore oppose any
such attempts to integrate environmenta and economic accounts.

The debate of whether or not to go ahead with green accounting in the U.S, however,
should rise above party politics. As Nordhaus and Kokkeenberg (1999) concludes, “a set of
comprehensive accounts would illuminate a wide variety of issues concerning the economic date of
the nation” (p. 158). Many theoreticd and methodologica issues have yet to be resolved, but this
should be reason for an expansive research agenda, not for a stop of BEA’s efforts.

The public debate in green accounting is currently dominated by the emerging fied of
ecological economics. Costanza et al. (1997a) atempted to evaluate the entire globe's
environmenta services drew condderable public atention. There is definitedly some merit in this
work for the environmenta community, but such numbers have very limited vaue for economic
policy in the U.S® Rather than edimating totd “Green GDP,” andyss who am to influence policy
should focus on specific environmenta vaues in the form of satdlite accounts. Research efforts
should focus on smaller aspects of green accounting that correspond to clear policy questions. The
debate surrounding prescribed burning versus mechanica treatment, for ingtance, could be
congderably improved by means of U.S. fores sadlite accounts. Smilarly, such accounts could
adin the policy andysis of the Forest Service' s Roadless Area Conservation initigtive.

Application to Forestry

Nature’'s Numbers aso identified the refinement of timber vdue edtimates as a next logicd

dep in the implementation of the IEESA, and offered concrete suggestions. In its previous

estimates, BEA used a shortcut gpproach smilar to Repetto et al.’s method in Wasting Assets which

® See Bockstael et al. (2000) for a comprehensive critique of Costanza et al.’s work, as well as Daily et al. (1999) for
further explorations of the underlying issues.



is theoreticdly incorrect and, in practice, can vastly overestimates actud timber values.” Nordhaus
et al. propose an dtenaive method for timber evauation based on an unpublished manuscript
which has been further developed by Jeffrey Vincent (1999). Nature’'s Numbers erroneoudy states
that the present discounted vaue (PDV) method, which caculaes the current vaue V(t) as the sum

of discounted future income streams, harvest rate q(t) times ssumpage vaue ps(t), to yidd
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is only theoreticaly correct for the case of “timber mining” of old-growth forests (Nordhaus and
Kokkelenberg, 1999: p. 137-8.). The study then suggests the use of Vincent's method for managed
second-growth forests. However, Vincent's gpproach is derived from this PDV method. Assuming
T equd infinity, the PDV method correctly depicts the timber-vaue for any forest type—regardiess
of whether it is an old-growth or managed second-growth forest. Vincent's method ill has the
sgnificant advantage that under certain conditions, it is easer to use current data, rather than future
projections, which are required for the PDV approach. Nevertheless, the quality of physica forest
data in the U.S. does not dlow the Vincent method to be used to caculate precise results due to its
particular sengtivity to fluctuations in foret area edimates. It is easer to obtain future projections
of quantity and price paths than accurate current area data. Congdering these cavedts, it is reatively
draghtforward to cdculate a theoreticdly correct set of timber vadues usng the standard PDV
goproach in conjunction with projections based on dready exiging physica timber modes

(Wagner 2001).

7 Under idealized conditions of a single, managed forest stand in perfect rotation sustaining its annual harvest at a

constant rate into perpetuity, the Repetto method underestimates the actual timber value, since it ignores future
timber growth and undervalues all tree stands up to the optimal rotation age. Since in most countries only a fraction
of the total forest area is optimally managed and old-growth forests are considerably overvalued, in practice, the
Repetto method overestimates the actual timber value.
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Accounting for Ecological Services

Timber-values, however, are only part of the picture. Non-timber vaues arguably congitute
a much larger fraction of the totd forest vdue. Congdering the functions of watershed protection,
prevention of soil eroson and the povison of wildlife habitats, as wel as use and existence vaues,
esdimates of nontimber vaues are of crucid importance for policy evaudions, as in the case of
prescribed burnings versus mechanica treatment, or the Roadless Area Conservation initiative.
While the theory for induding timber vaues is redively wel developed, the rationde behind
including other ecological vaues has been less investigated. Even the question of whether or not to
account for these services is a contentious issue. The ecological economics argument is based on
the idea that we should focus on totd societd welfare instead of economic welfare, and that human
society is an integrd part of the naturd world? This criticism of neo-classcad economics hes its
vdidity, but the answers provided are gill inherently flawed and impractic. Our nationd income
accounts have served us well in economic policy decisons, and currently practica solutions should
focus on them as a point of departure.

In paticular, one ought to dart with the definition of what it is we are trying to measure.
Martin Weitzman accomplished this for the case of the depreciation of natura resources in 1976.°
Weitzman's paper lends theoretical credibility to the creation of timber accounts, but it does not do
the same for comprehensve foret accounts. A theoreticd argument would have to follow the
notion of expanding the production function itsdf to include ecologica services and provide a

credible reationship between timber extraction and decreases in services the forest is adle to

8 Very accessible overviews of this issue can be found in You can’t eat GNP: economics as if ecology mattered by
Eric Davidson (2000) as well as in Jane Jacobs (2000). Costanza et al. (1997b) contains a comprehensive discussion
of the ecological economics perspective.

Weitzman (1976) proves that including the net-depletion of subsoil assets in a comprehensive Green NNP measure
sets it equal to the current sustainability equivalent of production, a notion which could equally well be applied to
the depreciation of timber.
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provide® Aggregated to a globd scae, this caculation would evoke the same mideading notion
criticized in Codanza et al.’s Nature aticle. This fdlacy, however, can be avoided by gpplying the
concept to a consderably smdler leve, in thiscase, U.S. foredts.

In contrast to timber accounts, which are theoreticdly well grounded, comprehensive forest
satdlite accounts would involve large uncertainties inherent in nonrmarket vauation techniques.
Nevertheless, attempts are being made to overcome these barriers!! In this regard, green accounting
can dso have a podtive impact on the traditiona non-market evaduation literature since it uses the
same vauation methods.

Conclusion

Nature’'s Numbers makes clear that timber accounts illustrate an area appropriate for
immediate implementation, even though the specific procedure cited should be questioned. It would
be premature to fully integrate ecologica services into a comprehensve st of forest accounts, but
more research in this area would undoubtedly be of high value to both green accounting efforts and,
to a lessr extent, also to the non-market vaudtion literature. There are clear economic policy
aguments for integrating environmentd and economic accounts. The fact that some tough
theoretical questions must ill be addressed should not deter from tackling the issue, but should
rather act as a cdl for more funding and research. Whether and how to use the actud accounts in
policy decisons will undoubtedly be a politica issue, but the debate about cregting the numbers in
the firg place should be moved from the politicd aena back to BEA and the economics
community. Indructing BEA to resume work on a domestic green accounting system, in accord

with the National Academy recommendations, would be afirst necessary step to do so.

10" See Heal (1998) for acomprehensive treatment of this subject.
11 Compare Adger et al. (1995) who created comprehensive forest accounts for Mexico.
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