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WELFARE ECONOMICS

J/q

INTRODUCTION

l Ct Meaning

~

Welfare cconomics is that branch of
cconomic science which lays down criteria on the
basis of which policies can be adopted to
maximize “sociai) welfare”. It lays down
prescriptions for the achievement of one single
objective, namely, the maximization of the
cconomic welfare of the community. The main
task of the welfare economist is to forge tools of
analysis which can be immediately applied to
economic policy. It analyses the efficiency of the
economic system with maximum social welfare as
the yardstick. It evaluates governmental policies
strictly from the point of view of social welfare.
As pointed out by Prof. M. Reder, “Welfare
economics is the branch of cconomic science that _
attempts to establish and apply criteria_of
p@FLic_ty_ to economic policies.”! According to
Prof. D. S. Watson, welfare economics is only
another name for normative price theory. When
price theory is adapted to the task of stating the
norms and standards of an ideal economy, it
becomes welfare economics, because an ideal
economy provides the maximum of economic
welfare —subjective satisfaction—obtainable from
the economy’s resources. Welfare economics has
been defined by Scitovosky as “that part of the
gmmuMyJLC£OﬂmchhCO_WJhicu
concerned_primari ith_policy,” It is thus a
normative economics. Its fundamental task is to
define and elaborate the welfare optimum and
prescribe policies which lead to its attainment by
society. “Welfare economics,” according to Prof.
Asimakopulos, “tries to establish general rules
mﬁﬁfﬁ between different forms of

economic organization and different forms of

——

c(c_qgg:lli_c policies. Ogc_pgﬁ;mm to
another on economic grounds because it-would
léad to a better allocation of goods and
resources, permitting some people to be made
beticr off without making anyonc worse off, or
because it would Tead o a better distribution of
income among“persons in the economy (even
though somg are made better off at the expense
of others.)”?) —— -
The subject of ‘welfare economics’ is the
well-being cnt'l persons as consumers and as
producers and the possible ways of improving
that well-being or welfare. Welfare economics
has only a remote connection with what is called
the “Welfare State”. The term Welfare State
refers to those social service activities of modern
governments which are concerned with providing
for the aged, the sick, the disabled, the unemp-
loyed, the indigent and other groups who cannot
look after themselves. The welfare state
embraces, thus, only selected groups of the
population. In contrast, Wel, ?

Welfare Economics
studies the conditions of the economic welfare
of all persons, considered as individuals. _

One of the major tasks of welfare
economics is to define an ideal economy—an
economy that would give the maximum of
satisfactions to individual from the resources
available. The actual economy does not very
often coincide with the ideal economy— The task

of welfare economics is to suggest ways and
means of bringing the actual closer to the Edea‘!J

POSITIVE ECONOMICS AND WELFARE
ECONOMICS

_ . A somewhat loose, though not a clear-cut
distinction, can be drawn between positive (0f,

1 Reder, M. W, Studies in the Theory of Welfare Economics, p. 13.

2 Asimakopulos, A., Microeconomics, p. 418.
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WELFARE ECONOMICS i

r¢) cconomics and welfare economics Positive

snomics may be said to refer to the analysis of

¢ theonies or principles of economics, while
vclfare economics may be said to confine itself to
p cxamination of economic policies, Positive
CCONOMICS lv}lllds_ up analytical tools ; welfare
cCcONOMICS ‘.1P[1|‘1LT-S such tools to spcciﬁc
situations 1o maximize economic
velfare. Positive cconomics is merely theoretical;
vellare €CONOMICS IS prescriptive in nature, j.e, it
rescribes  remedies for spcciﬁc cconon’]ic
ituations. Further, the propositions of positive
onomics are  capable of being tested by
bscrvation of the real world, while the
roposiions of welfate economics cannot be
ihjected to any such observational tests. For
sample, the law of demand is an important law
positive economics. It stales, other things
~maining constant, if the price of a commodity
ses, 1ts demand shall fall off. Now this law can
casily tested by observing the market
'whaviour. As against this, the propositions of
velfare economics cannot be so tested through
sbservation or direct scrutiny. For example, one
" the propositions of welfare economics states
that if the national income of a countr increases,
the economic welfare of the people will increase,
other things remaining constant. Now it is
difficult to find out whether the welfare of the
country has increased when its national income
mereases. The difficulty is that welfare is not an
observablec quantity like a market price. The
latter 1s observable, the former is not.

It should, however, be remembered that
listinction between positive economics and
welfare economics is a recent one. Until the
latter part of the nineteenth century, positive and
welfare economics went together. Economic
ireatises, before 1850, dealt not only with the
analysis of economic theories and principles, but
1lso with their application to policies.

The distinction between positive economics
and welfare economics dates since the thirties
when  economists like L—_iom?l | Robbms
{cliberately fostered it. Prof. Robbins, as is well
tnown, urged upon economists to direct their
cnergies strictly to the formulation c
neutral laws and principles of econon

cconomic

distinction between p ¢
welfare  economics 1S fé

character. Economics ca
completely of its prescriptiy
medical science cannot
——

' Dewey, Donald, Microec

mcdical. practice, in the same manner, positive
cconomics cannot be separated from welfare
cconomics. The two must go hand in hand. The
function of the economist is not only to explain
and explore, but also to prescribe remedies for
specific economic maladies.

A related issue in this context concerns the
place of value judgments in welfare cconomics.

Prof. Robbins, as already pointed out
above, was dead set against the importation of
value judgments into the body of economics. He
was of the view that economic theory should be
strictly neutral between ends. He wanted to
climinate all ethical considerations from
economics. The Paretian concept of welfare also
did not involve any explicit value judgments or
ethical norms. In fact, Parcto was completely
silent about the distribution of wealth in socict{.
This naturally made the Paretian concept highly
restrictive and unrealistic in nature, though it was
claimed on behalf of Pareto that his conception
was quite scientific in content. As a counterblast
to this, Abraham Bergson, Samuelson and others
of their way of thinking deliberately introduced
a set of value judgments or ethical norms into
their conception of welfare economics. They
claimed that welfare economics would not lose
its scientific status even if we include value
judgments or ethical norms into it. The welfare
economist as an individual may not agree with
the ethical norms handed over to him, but he can
still deduce the policy implications of such norms
in a scientific manner. After a prolonged contro-
versy, the majority of the economists have now
come round to the view that welfare economics
as an entity is just not possible without the incor-
poration of value judgments into it. According to
Donald Dewey, most of us study Economics
precisely because we wish to improve our capaci
to make “good” judgments about economic issues,

As regards the field covered by welfare
economics, there is hardly any unanimity or
agreement among economists. That is why it is
not easy to delineate or define the boundaries of
this branch of he
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" T e studied the nature of Economics in the beginning of the book. Economics in a nutshell refers to the
A/ prudent management of scarce resources. The economists are gcncrali).( dg.f%d that the scarce re
ources of the commumnity should be so utilised as to maximise total satisfaction or wdfamoflhc
people f'j.‘;rr‘._-'--' r;;:. 1 . d iself with welfare as some of the wc_ll-knuwn Ficﬁniﬁonsofﬁcownics
would incidate. For instance, according to Cannan, “The aim of Political Economy is the explanation of the
gencral causes on which the matenial welfare of human being depends.” Accurding to Pigou. mm
, € that can be brought directly or indirectly into relation with the measuring rod of

money.” Thus, Economics in its origir

rigin. development and content has coincided, by and large, with welfare

dAlre ECOmrmiies

that pant of social wel
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means

I!)eﬁni:irm of Welfare Economics

Welfare economics is 2 branch of Economics w hich 1s primarily
Honcomed with e promotion of the » eofac ommunity as measured
in the satisfaction derived from the economic goods at the d al of
M UK sdlsiaciion geEnved from - LAUNUIMIC 200das al the 15pOsal o
the community. It is the function of welfare economics 1o help in the
formulation of economic policics calculated 1o maximise social welfare.
‘The analysis of the efficie

= elliciency of an economy with maximum total

action as the yard-stick is known as welfare economics.”' Quite a

Yould be : “Welfare economics is that branch of

cconomic analysis which is concemed primarily with the establishment

of criteria that can provide 2 positive basis for adopting policies which
are likely 10 maximise social welfare ™2

According 1o the definitions given above, we can say that the

principal function of welfare EConomics is o provide standards of

Judgment by which one can Judge economic policies and events from

the point of view of social welfare As Scitovsky observes - “Welfare

eConomics is that part of the general body of economic
-'_—“-—_____,______—-.—-—-—-——;——-
concerned pnimanly with policy.”™ In s
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L a wetfare and general welfare. Ap indivadual's

- s rciate %0 bus physacal well ‘

s x cconomis well-bewng. “The concept of
‘_-.nwl\R\M“mn“-;-“
wme of a merely “seasual’, some of more
atare But the class “economac” will not

= "' Obviously, economics is att
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Lormed with that aspect of an mdividual ‘s well-

wh o denved from economic goods and
» Mgou’s words, “The range of our inquiry

Sovinated o that pant of Social Weltare that
< ght darectly o indwrectly into relation with
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oo welfare ™

e refers 10 3 state of mand or, as Pigou says,
sments of welfare are states of conscrousness.™
o doubt a subjective concept, but it can be
an clement of objectivaty by linking

| welfare 1o individual chowe so that his

- map » hus preference map. For instance, if he
. <~ apples rather than oranges, he would increase
«re by consuming apples rather than oranges.

. chowce 1s determined by a large number of

- o+« wome of which are economic and others not.
rc cconomics ignores the non-economic
~lo« We rught say that economic welfare refers
sfacuion denved from the mmm d’

- tisfaction derived from both economic and non-

But the mnt}wdﬂm“w&‘
'« mind and cannot be clearly dlmw
fessor Little explains this by a metaphor thus
“he utilitanans imagined the mind to h Iik.g ..'
known mhimwmﬂ“*“m
~elled economic or political “dm
own . On the later analysis it is imagined ¢
nd 1s like a well of mhlﬂ"lm AN
“ith water, the level of M
uming on various taps

. Once the water is in the W

aying which tap it came from and
) say how much water there is in
>conomic and non-economic At
“stinguishable. e

. coods. whereas general welfare refers to

Wwelfare Economics 975
B0 g fOFE, PROVIIRE O EC0NRNTICS Caniat be marked

out b, 4 row of posts or a fence, like a pohiical
W of 4 landed propeny.”’

——

1 s possible that some economic causes affect
economic welfare and total or general welfare
$iffer -1y But there 15 a strong presumption that
qualic v e conclusions about effects on economic
welfa « hokd good also of effects upon total welfare

sitive Economics and Welfare

onomics

Wwe shoukd now be in a position to lay down a
clear | 1ne of demarcation between positive economics
and \ ¢ lfare economics. We may refer once again 10
what « ¢ have discussed in the beginning of the book
regariing the scope of economics. There we drew a
disti». 1100 hetween positive economics and normative
eoonomics. That distinction practically holds good

here

Positive economics explains an economic
phen menon and nOMative economics comments on the
desirability or otherwise of that phenomenon. For
st o positive economics explains why wealth in

community is unequally distributed and normati ve

ymics would say whether the unequal distrnibution
wealth is desirable or not. The question of
arability falls in the purview of welfare economics.

4 -P“"‘m s _./f;ormali\'e :
. Economics y 4 Economics
\ deals with facts deals with value
\_of the economy judgements about
= the situati

Again. positive economics would explain why the price
of wheat has risen so high welfare economics would
~ suggest price control measures to promote the greatest
od of the greatest number. In short, positive
snomics formulates economic generalisation or
s, whereas welfare economics is concerned with
jonomic policies.
The idea underlying the essential difference
tween positive economics and welfare economics
be explained in another way. The principle of the
ics can be falsified and rejected if they cannot
verified and established in the light of actual
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point of view of social welfare. But unfortunately Pareto cri_tcripn does not help us in W‘l‘llﬂng the
changes in welfare if the movement as a result of redistribution is from the point Q'to 'm‘mia.

the segment RS; such as point £ on the utility possibility curve CV. Asaresult °.f‘h° movement fy,,
point Q to E, the utility of A decreases while that of B increases. In such circumstances, p

L . Arey,
criterion can not tell us as to.whether social welfare increases or dccreascq.

A Q Mnm(ms OF PARETO EFFICIENCY
O
-

Pareto concluded from his criterion that competition leads the society to an optimum POSitioy
but he had not given any mathematical proof of it, nor he derived the marginal conditions 1, be
fulfilled for achievement of the optimum position. Later on, Lerner and Hicks derived the marging
conditions which must be fulfilled for the mtair}mcnt of Pareto optimum. These marginal conditioy,
are based on the following important assumptions .

1, Each individual has his own ordinal utility function and possesses definite amount of each

¢ product and factor.

3. Production function of every firm and the state of technology is given and remains cop.
stant.

3. Goods are perfectly divisible.

4. A producer tries to produce a given output with the least-cost combination of fl.clors.

5. Every individual wants to maximise his satisfaction.

6. Every individual purchases some quantity of all goods.

7

All factors of production are perfectly mobile.

Given the above assumptions various marginal conditions (first-order conditions) required for
the achievement of Pareto optimum or maximum social welfare are explained below : |

1. Efficiency in Exchange: The Optimum Distribution of Products among mmn

The first condition relates to the optimum distribution of the goods among the different con
sumers composing a society at a particular point of time. The condition says : “The ma
substitution between any two goods must be the same for every individual who ¢
both.”® The marginal rate of substitution of one good for another so as is the a

- necessary to compensate for the loss of a marginal unit of another so as to maint
of satisfaction. So long as the marginal rate of substitution (MRS) between t
for any two consumers, they will enter into an exchange which would ncrease the
both or of one without decreasing the satisfaction of the other. fo i i

This condition can be better explained with the help of the Edgey

41.5, goods X and ¥, which are consumed by two individuals A
represented on the X' and Y axes respectively. O, and Oy are origi

CC'. Any point outside the contract curve do
goods for two individuals 4 and B of the

Carn
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fagtors of production should be utilised in the production of producls in such a manner
impossible to increase the output of one firm without 2 decrease in the output of ano;hg; 9.!@
increase the output of both the products by any re- -allocation of factors of production
firms. This situation would be achieved if the marginal technical rate of substitution bcm
pair of factors must be the same for any 1Wo firms producing the same or Iwo d’ff‘-"'empmdﬂmm
using both the factors to produce the pr: oducts.’ &
This condition too can be explained with the help of E dgeworth Box diagram relatlng
duction. This is depicted in Fig. 41.6. Let us assume (w0 firms A and B producing the two.
by using two factors, labour and capital. The firm, A produces product X and the firm B pr
product Y. The available quantities of labour and capital are represented on X and Y axes resp
lwcly O, and O, are the origins for two firms A and B respectively. Isoquants Ll ’nlﬂd- o :
/5 0f ﬁrms A and B respectively represent successively higher and higher quantities of output which
they can produce by different combinations of labour and capital, The slope of the ios
which are convex to the origin, represents the mdrbmal rate of technical subslltutmﬂ (
between two factors. MRTS of one factor for another is the amount of one factor nec

A
Q
L

4 T

Ox T ————»  Labour

compensate for the loss of the margmal unit of another so that the lgv
So long as the MRTS between two factors for two firms is not equaf
increased by transfer of factors from one firm to another.

In terms of the above diagram any movement from K to R
product without any decrease in t‘hwutput oﬁhwt
when hbmugh reghstrlbutlon ﬁ‘_" bet

an
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*ﬂlm firms is the same at every point

Contract curve at every point of which
WO products is the same, the allocation
- When the allocation of factors between

Lon the contrac( curve, then no re-allocation

'the two firms taken together.
“ S on the contract curve and each of them
| as between the two firms producing differ-
5aid on the basis of Pareto criterion because
twmms such factor reallocation which

Fanother firm,
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society.
The Second-Order and Total C
The marginal or the first orde

the attainment of maximum socia
guarantee maximum welfare. The mar

ptimality
r conditions explained above are ‘necgs-sary‘ but not suﬁ'l’qi_ém R
| welfare because the marginal conditions by themselves do B
ginal conditions can be fulfilled even at the level of minimy
welfare. To attain the maximum social welfare position sccond—.o.rdcr cond.ltwr;ls togcﬂ,le.rrm i
marginal conditions must be satisfied. The second order conditions require that all indiffe

curves must be convex to the origin and all transformation Curves concave to it in the neighbour,
of any portion where marginal conditions are satisfied. A
But even the satisfaction of both (first and second order conditions) does not ensure
maximum welfare because even when marginal conditions (first and second order) are
may still be possible to move to a position where social welfare is greater. To attain theh
social welfare, another set of conditions which are called by J.R. Hicks as the ‘tqral condi io
also be satisfied. The total conditions state, “that if welfare is to be a maximum, it must ;
sible to increase welfare by producing 2 product not otherwise produced or by using 2
otherwise used.” If it is possible to increase welfare by such activities the optimum po
determined by marginal conditions alone. :

Therefore, welfare will be really maximum if the marginal as well as total con
fied. But such a social optimum t0o is not a unique one. It is one of a large number
whole analysis of conditions of Pareto optimality assumes a given distribution of
change in the distribution of income Pareto optimality will be achieved with differe
various products and different allocation of various factors among products. Thus,
will emerge due to redistribution of income and there are no criteria to judge W
optimum is better or worse than the previous social optimum. This can be kgown
of some value judgements regarding income distribution which has been rul
criterion. o

__ACRITICAL EVALUATION OF PARETO CRITE]
o AND PARETO EFFICIENCY |

Pareto criterion and the concept of Pareto optimality and maﬁ
occupies a significant place in welfare economics. To juiige- the efﬁél
the notion of Pareto optimality has been used. It has also Been- : |
or exchange of goods between individuals. But even Pareto
those changes in policies which make some worse eaif has beena
criticised on several grounds. 2 -

First, it has been alleged that Pareto criterion
The supporters of Pareto criterion claim that it pr

onditions of Pareto 0

iy

. :‘

ciency. However, this has

ontested. Aga;

L

an



_.cond, an important limitation . * General Equilibrium Approach 853

Jesirability of ‘ho-'f policy M Criterion is that it cannor be applied to judge the
1098 are q.u.ltclrare which do not " iﬂleﬁl some and harm others. Such policy
" orion 18 of limited applicability ag itmm'm individuals in the society. Thus, Pareto
' gl oposals which involye a_ ' of tbe used to pronounce judgements on a majority of
P anta K. P atnaik, “Pareto Cﬁm'ionﬁl;' - Of preferences of two individuals. Thus, according to
| 'J, there 18 €€ inflict of preferences Qfm W'When it comes to comparing alternatives. When-
" rank those two alternatives nam Viduals with respect to two alternatives, the criterion

o might be.* To evaluate social d«r il‘l b"i?at"meprefereuces of the rest of individuals in the

1 others, We need to make i vemaniuty 0?11103!; pollicy changes which benefit some and
e “Pareto criteri 1sonal comparison of utility which Pareto criterion refuses to
. Ths, “FarE S sidestepping the crucial gsue of inter-personal comparison

d [ mcome th}ilribllli()n’ thﬂt ﬁ . . 1
."'l']"‘-‘ does not arise™.’ i dealing only with cases where no one is harmed so that the

.\Iul,].:.:lf.::-l (:}::::f:;t:g sza[::;:t;_‘;;tfzpn_ and notioln of maximum social w?lfare based on it is
ot curve (8 DR dimal B ',"E:’eml?'fflcy'm the welfare analysis since every point on
je contract Cur R ' F‘” istance, in Fig. 41.3, every point such as P, O, R, S on the
rontract CUrve is Parcto-lsupenor to any point such as K and H which lies outside the contract curve.
(cment from one point on the contract curve to another as a result of change in economic policy,
jat is, through re-gllocaﬁon of resources that makes one individual better off and the other worse
© e one gains at the expense of the other. This means that on the basis of Pareto criterion,
./ siernatives lying on the contract curve cannot be compared since with any movement on the
0t curve one individual gains and the other loses, that is, it involves redistribution of income
welfare. Therefore, to compare various alternatives lying on the contract curve and to choose
Lwoen them., inter-personal comparison and value judgements regarding proper distribution of
e need to be made. However, Pareto refused to make value judgements and sought to put
irvard a value-free or objective criterion of welfare. - '

© ierefore. follows that on the basis of Pareto criterion where the change from an alternative
jing outside the contract curve ve on the contract curve is judged to increase social

welfare but this cannot be said qne.
L But as there are inﬁnite'nfq’:'_nbé
thoice can be made out of the on
Y choose among the altem:;i '

ﬂnJI]i:r view when they ass
:.I."fl"-"ﬁﬁf(’ amount Of inde.:
f’u."a.-.fr, optimal.” They

@ increase in welfare t0
fb‘?l[um is not accoﬂq’m
ly be removed by fur :

] Above all, a chief
t;%“‘ distribution ane

lp rni
i ht that there does

g .
a’:“bunon of incon W
% quo on the
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) imber, 1974, p
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iy, - Henders
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ribution where a majority of the population lives on the ayy,
hile a few live a life of affluence. Thus, “Ul
conomists’ instrument par excellence for g,

recommend the prevailing income dist
sistence level or below the poverty line W
Paretian approach can be considered the welfare ¢
circumvention of the issue of income distribution.”

It may also be mentioned that for any initial distribution of ncome (that is, for any givey,

distribution of goods) between the individuals, there will be several Parc;(l OP;:"“‘ positions, (g,
sider Figure 39.1. Corresponding to point, K| the points on the scgn?cnl R. on.t ¢ c:.ntn';ct cum co
will all represent Pareto optimal positions. Likewise, IL‘OITCSPU“dms to a given distribution of j,.
come (i.e. distribution of goods) as represented by point H, ll?c points W the seg.me'nt PQ of the
contract curve CC' will be Pareto-optimal. Thus corresponding to a different distribution of jy,

come, there will be different Pareto optima. In the Paretian analysis there 15 no way Ofe\‘lllllting
whether one pattern of income distribution 1 better than the other.

Prof. Amartya Sen’s Critique of Pareto Optimality :

Prof. Amartya Sen has pointed out that the success that the
criterion of Pareto optimality has achieved in judging the desirability of a social state or a policy
change is very limited. To quote him, “A Social state is described as Pareto optimal if and only if no-
one’s utility can be raised without reducing the utility of someone else. This is a very limited kind of
success and in itself may or may not guarantee much. A state can be Pareto optimal with some
people in extreme misery and others rolling in luxury, so long as the miserable cannot be made
better off without cutting into the luxury of the rich.™° So, according to him, this is not a good and
adequate criterion for juding social welfare.

Further, Prof. Sen has criticised Pareto optimality on the basis that it identifies well-being with
utiliy and captures the efficiency aspects only of utility-based accounting. It may be noted that
utility is interpreted in two ways, Firstly, it is said to mean ‘happiness’. Secondly, itis interpreted in
the sense of ‘desire-fulfilment’. He is of the view that utility does not always reflect well- To
quote him, “To judge the well-being of a person exclusively in metric of happiness or desire, ent
has some obvious limitations. These limitations are particularly damaging in the contex
sonal comparison of well-being. Since the extent of happiness reflects what one wo! .‘_ [
how the social ‘deal’ seems in comparison with that.”!" He is of the view that pebbfef;'
great misfortune with little hope and opportunities may get more utility or happm%,
small gains. But that should not be interpreted that there is a significant imprové’ nent in
being. The measure of utility in the sense of happiness may not reveal the true plcﬁ{% |
of his deprivation. He thus writes The hopeless beggar, precarious landless labou s
housewife, the hardened unemployed or the over-exhausted coolie may all tz
mercies, and manage to suppress intense suffering for the necessity of conti
would be ethically deeply mistaken to attach correspondingly small value to
being because of their survival strategy.”!? i

Further, criticising Pareto criterion

According to Prof. Sen, even in case of desire-fulfilment, the same pra

hopelessly deprived lack the courage to desire much, and their deprivati
i 4 h, and their deprivation

scale of desire-fulfilment.” The sum and subsistence of Szn’s ¢

.

 and insuffici
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CHAPTER 43"

4 'k ALDOR-HICKS' WELFARE CRITERION :
COMPENSATION PRINCIPLE

Pareto laid the foundation of the new wellare econonies by formulating the concept of social
| utility and iy free from mlt-rpersunll COMpAarisons

of utilities and value judgements, He atmed at formulating a alue-free objective critenon d“‘ﬂl‘ltd
to test whether a proposed policy change increases sod il welfare or not. Pareto critrion states
ne and makes someone better off indicates an

optimum which is based on the concept of ording

simply that an econome change which harms o ©
increase in social welfare.  Thus, this criterion does not apply to those economic changes which

harm some and benefit others. In terms of Edgeworth box diagram Pareto criterion ﬂillt__o say as to
whether or not social welfare increases as mo ement 18 made either direction llong the contract

curve because it rejects the notion of interpersonal comparson of utility. As we have seen in the
previous chapter, every fangency point of the two idifference curves on the contract carve repre-
sents a Pareto optimum. There is thus no any unique optimum position. This criterion M”ﬂ!ll
us about changes in the level of social welfare 1f one moves on the contract curve fromone tangency
point to another because such movement harms one and benefits the other. Thus, the anal sis of
welfare in terms of Pareto optimality leaves a considerable amount of indeterminacy, for there are
sumerous Pareto optimum points on the contract curve - ekl e

Kaldor-Hicks Welfare Criterion : Compensation Principle

Economusts like Kaldor, Hicks and Scitovsky further developed new welf
hwmﬁimlﬂﬁ\ ial welfare resulting fromany econo:
which harms somebody and benefits the others. These economists have sought ;
tmmm of Pareto optimality. They have put forward a criterion
pensation principle’ on the basis of which they claim to evaluate those changes i
orgaftisation Wiich makes some individual better off and others worse off._The ‘e
ciple’ is based on the following assumptions. 81

Assumptions

| The satisfaction of an individual is independent of the others and
welfare.
There exist no externalities of consumption and production,
The tastes of the individuals remain constant, &

'. -.‘.

_ Thepmblmofprodwtionm&m can be se
i tion. Compensation principle accepts the level o

of production. Thus it ignores the effects of a ¢

¥

£ oo
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Kaldor-Hick.
dor-Hicks Welfare Criterion - Compensation Principle 877

qts. Kaldor’s criterion
helps Us 10 measure the welfare implications of a movement in cither

n on the contract i ( ‘
¢ o st m In terms of Edgeworth box diagram. According to Kaldor's welfare
In economic organisation or policy makes some people better of! and

vOTse “fr. ,he"ach . : .
ange wil| increase social welfare if those who gain from the change could

|la:: l:fle:SC?l::emi‘lbe l_,e’fer off than _be ore. In the words of Prof. Baumol, “Kaldor’s
el whjchmmovcmcm }f1h05c who gain v_:valualc their gains at a _hll.:hcl

o of thaa d Setupon their losses. "' Thus, if uny.pnllcy ulhangc benefits any

e sectl cty (M) 10 such an extent that it 1s better off even after the payment of
L e mhe,‘ sections of the society (losers) out of the benefits received, then that
.lr'.d“h 0 Incranss In social welfare. In Kaldor's own words, “/n all cases.... where a certain
cads to an increase "'P"J"fcalpmducn'wn- and thus of aggregate real income.... it Is pos
make everybody better off without making anybody worse off. It is quite sufficieht.... to

At eVen ;_faH those who suﬁ'er as a result art'fuf;"l' (-”-mpyn_-. u.'('-d for their loss, the rest of the

ity will still be better off than before.™ '

Prof. 1.R. Hicks supported Kaldor for employing compensation principle to evaluate the change
«ocial welfare resulting from any economic reorganisation that benefits some people and harms
ithers. This criterion states that, “if 4 is made so much better by the change that he could
«ompensate B for his loss and still have something left over, then the reorganisation is unequivocal
vement.”™ In other words, a change is an improvement if the losers in the changed situation
« profitably bribe the gainers not to change from the original situation. Hicks has given his
nterion from the [w'lm,afm,«_while Kaldor had formulated his criterion from gainers’
somnt of view. Thus the two criteria are really the same though lhf:y are clothed in different words.
That is why they are generally by a single name ‘Kaldor-Hicks criterion’.
o aon Reaa ined _' he[p

; RET = ) the Utility Possibility !
_‘__h*‘ “L‘:Sl‘:t’y};ﬁ:; ‘ = Setdinal utility v, Ciinve P/}/ Tﬁ}m
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sents the various COMDE

dividuals A and B -
DE, utiligy of A IMCI&
other hand, if we
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propounded by Kaldor-Hicks enables us 1o say

' [ : ult of movement from Q to T in Fig. 43.1. Am t
or not social welfare has increased as a r¢s! T . . |
Kaldor-Hicks criterion, we have to see whether Fhe ll?dwldual; \I{htiog:el:::(;lt:ﬁ:?;e IMVGTHM
position () to position 7" could compensate the individual 4 v .;). is Ap better off thy,
before, Now, it will be seen from Figure 41,1 that utility possibility curv p

e . the two indivic
o iy S distribution een the two s,
VD !Tﬂh-———----w's. means that hyET::: :;ﬁ'ﬁ) individual 4 for the loss suffered, they can fidom

i individ % Calky e,
lpt::i?il:: T'to the position R. It is evident from the figure that at position R individual 4 is as well off

as atlthc pgsilion deut individual B i still ’ner i.lS_ COT‘i :‘ijtitg; l;‘“t:: i%erlth
a policy change and cof R sl _
C:ul :umpmsale the loser (individual _,4__). 329 15 s'll“ better off than :t Q—Thet“fo"';wb
Kaldor=Hicks criterion; soctal welfare increases with the movement from posi l;‘n} Q Mxt
because from T they could move to the position R through mere redistribution of income (ﬂﬁ?
pensation). ’ R - o 4
It is noteworthy that, according to Kaldur-ﬂicks criterio.n, compensation may not _
paid to judge whether or not social welfare has |ncreascq. It is enough to know wheiht he gaine;
could compensate the loser for the loss of welfare and still be better off. “fhether edistrib
income (that is, payment of compensation) should be actually plade following the change i
is left for the Government to decide. If it is possible for the gainer to compensate the loser :
be better off. the economists can say that social welfare has increased. It may be note
can compensate the losers and still be better off only when the change in economic po
the increase in output or real income. That is why Kaldor and Hicks claim that they
to distinguish between change in output from change in distribution. When their cri
fied by a change in the situation, it means that the economy has moved to a potentially
position and as a result social welfare can be said to have increased. Now, whethe:

income is actually made through payment of compensation by the gainers to the 1
them, is a different matter.

However, the compensation principle

Now, the implications of Kaldor-Hicks criterion become more clear if ti
the position of the two individual changes from I'to G (see Fig. 43.1).-It1s

position G both the individuals 4 and B are better oft than at the position ©.
to which the two individuals moved as

- 1) SYOr
result of a certain change in economic s e 4
policy is superior to the initial posi-

tion Q from the viewpoint of social

welfare, since from position 7 move-

ment can be made merely through

redistribution of income to position G
where both are better off as compared
to the position Q.

It may be noted that in the situa- 5§
tion depicted in Figure 43,1, the change ~ @ |
in economic policy brings about a
movement from a position inside the

=«
<
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. Position B is shown to be an improve-
may be possible that position A is also shown to
‘mprovement over B on the basis of the same

criterion. For getting consistent results when
n B has been revealed to be preferred to position 4 on the basis of a welfare criterion, then

- ?
r-Hicks criterion involves such contradictory and inconsistent results. Since Scitovsky was
Hicks criterion, it is known as ‘Scitovsky

How Kaldor-Hicks criterion may lead to contradictory results in some situation is depicted in
43.3. In this figure JK and GH are the two utility possibility curves which intersect each

other. Now suppose that the initial position is at

point C on JK. Further suppose that due to a cer-
1 tain policy change, utility possibility curve changes
x and takes the position GH and the two individuals
find themselves at position D. Position D is supe-
rior to position C on the basis of Kaldor-Hicks cri-
terion because from position D movement can be
made through mere redistribution to position F at
which individual B has been fully compensated but
individual 4 is still better off as compared to the
original position C. Thus movement from posi-
tion C to position D satisfies Kaldor-Hicks crite-
rion.

But, as has been pointed out by Scitovsky, re-

L verse movement from position D-on&:enqw

4y P ity possibility curve GH to the position C on the

- old utility possibility curve JK also re

Fig. 43.3. Scitvosky Paradox : _ " g ofs

Movement can be made by mere fw e I the é
‘¢ JK on which position C lies and which also passes through the p

““erved from Fig. 43.3, :“E ._ e A

1l bester oMM S Gmg sop fash v PHIIRE
Policy cwﬂm ST L

& : .

e

v
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' K80
. Kaldot i1icks criterion. This implies that D1s ‘m“l‘yh‘m
s g - by :hc “., jally better than 0 on the same crnteron.
C on this eriterion and € 15 alsc od inconsistent results. 1t 1s mentionworthy that these contrad,
R ——— ks eriterion when following a policy change new yy;

oy fi
by l\di‘i‘" I . "
w? :T::’c::::::"::(-lu Y ¢ former utility possibility curve. Afierbringing oW the possibility
possi ' rsect:

p ] Kaldor-Hicks ¢t terion Scitovksy formulated his own criterion M"m
contradictory results in Kald

erally known as Scitovsky's Double ¢ piternon | ;

" sky” Criterion of Welfare | | :

\til‘:‘-‘:‘r‘-zl: zl::::w.,ulwhn of contradictory results 'm Kaldnr-llu:k! crllcn:::; sl::?:k’

lated a double criterion which requires the fulfilment of Kaldor-Hicks tfllcrln_n athc.h. :
.ans that a change 8 an improvement if the gainers in the changed situatio,

of the reversal test hlnf‘ |":. .rs 10 accept the change and aimultancously losers are m‘lbb__‘m.

are able t© persuade the 105C he onginal situation. Scitovsky's double criterion cas SRR

suade the gainers to remain in | o
plained w ﬁh the help of utility possibility curve. In Figure 43.4, CD and EF ’r_e the
possibility curves which do not inferset t cach other at any point. Suppose there is a

- atility possibility curve CD to the position G on the utihity possibility curve EF 3
PSR tho wility pocs™? a rEsuIl of the adoption of a new econ :
Such a movement is an improvement according i
Kaldor-Hicks criterion because G lies on the ut
ity possibility curve EF passing thre
From the position G, movement can |
the position R simply by redu i
between the two individuals. And R is
Q because the utility of both "S'
greater at R as compared to the positi
the Kaldor-Hicks criterion is satis
fore change from Q to G will increa

. A2

¥

R'S 1 .".rh.f}

fare. il
0 ASuiliy D F BB Now, let us see, what h

test. It must also be sat
Fig. 43.4. Scitovsky s Double Criterion double test is to be fulfille

from the position ( back to the original position Q must not be passed by Kalde
Scitovsky's reversal test is to be satisfied. It is evident from Figure 43.4 th at
cannot move to any position on the utility possibility curve CD merely thro
mcome which s socially better than G (that is, which raises utility of
other remaining constant or which raises the utility of both). We th 1S
position Qto G is passed by Kaldor-Hicks criterion, reverse movement {
Q 1s not passed by Kaldor-Hicks criterion. Hence, in Figure 43 .4 the n
to G satisfies Scitovsky's criterion. Thus hel :
and change involves movement from a posit
a higher utility possibility curve, the change
o |G

an



Kaidor-Hark,c Welf.

are Criterion : (ompensation Principle K1
;10 improve the Klldot-l'licks tntenon by formulatng his own double Cntenion. These wellare
musts have claimed tthey have Succeeded in developing a welfare critenon based on ordi
; concept of utility lnd also which i free from any value judgements, But compensation principle
;s been bitierly riticised by the vanous welfare economists
First, Lattle has pointed out that Kaldor did not formulate a new welfare criterion at all because
cssumed welfare tobe 5 function ofincrease in production of
stnbution. Tl’ms.lc 1

efliciency irrespective of the changes
' 1o Little, Kaldor has given on
ncrease in cfﬁclency Ka! ‘

ly a defimtion of ‘increase in wealth'
: himself hag nterpreted the
Production of

compensation principle in this sense
Wealth goes up, some income distribution could be
better off, and no one worse off than before”
Compensation

hypothetical therefore,

found
However, as desired

¢ are
enable the painers 1o

't off are good changes, is itself a value judgemen.

ch meets the Kaldor-H;j

compensate the losers and stil] be
cks criterion in
recommend it.

According to Little, to say that a policy
creases the output or “efficiency” of society is, in effect,
.Accoﬂ:ling 10 him, Kaldor and Hicks have coj of “efficiency"

' icati ] “ with many people.
s LS consistent with making the poor yet poorer. Thus,
, if the value Judgements implicit in Kaldor-Hicks criterion are made explicit,

ned a definition

Hicks criterion is based upon unaccept-
olving potential money Compensationg,
ey basis™. If an individual 4 evaluates

s gain from a change worth &,“Sﬁwhems '

another individual B evaluates his loss due to that
-vonomuc change at Rs. 75, wecanmtEdnclude that social welfare has increased; for if the loser is
poor and the gainer a rich one, it may be possible tha‘{t:bss of satisfaction of the poor from Rs, 75 is
‘ar greater than the addition to the satisfaction of the

rich by Rs. 500 because the marginal signif;-
. : R | a it b
-ance of one rupee to a poor is far greater than thatofﬂle rich, Thus without actual compensation,

. jor loss of welfare to ﬁ)@,ﬁ?m’ indiyidual.B and a trivial gain of welfare
:hc change _wdo_ulm :\::’;?i t passes the Kaldor criterion with flying colours. To quote Baumg)
10 rhe rtCh indivy e cniaf il o8 thus-ﬁ#@i‘h@ba‘“‘c problem of the interpersonal
again, * _The Kald:;d m:: wa}muaeapbﬁcﬁf m which harms X}?:t a;ds Y. They duck it by saying
co rison requi ot o as RS NS an ati

f-’":}[::idy that:ke recommendation should be based on X' and Y's re

ve willingnegs and ability
i Y TR
5“ o Tyl d-yl-\‘ ! 1
'0 pay for what they waur gm0 '
Fourth, Kaldor-Hicks have claimed that

orinciple they have beey able to
ch it is accompanied. Fo, in-
s and that of whisky decreages.

re hag occurred
e beverages he.
uction has increggeq

separate a production cha?ﬁge ﬁymxﬂm‘

stance, as a result of a

Now, ;fmdrvmqlgg' :
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SOCIAL w

The concept of SQCill Welfare Function' wag Propounded by A
Reformulation qf (‘ertam Asm of %lfare Ewrmmn'.\‘ in 1938

social welfare had been given by differen welfare theorists b they |
solution to the problem i | welfare and mea

Ifare in terms of
We rms the reatest number .

" Neo-Classical welfare theorists
discussed the _problel‘nq f.socill welfare on the basis of cardinal measurability of utility and interper-
sonal comparison Ofll"tl_llty. Analysig of Pareto Optimality maximises social welfare by satisfying
rarious marginal conditiong Ofpl‘oduction, distribution and allocat ng products,
But unfortunately they are not fulfilled dye to the existence of v nd imperfec-
Hons in [hf‘ market, Morcover. Pareto Optimality analysis fails (o measure the changes in welfare
resulting from any change which benefits one section of society and harms the other, ‘ompensation
Scitovsky attempts to measure (he changes
resulting from such economic chan i

tompensating payments.

' free objective criterion
based on ordinal concept of utility but, as seen in o Previous chapter, this is based upon implicit
value judgements and does not evaluate changes in social welfy ' '

- Bergson in his article ‘A
"1or 1o 1t various concepts of
ailed to provide a satisfactory
surement. Bentham talked of

1on of resources ame
arious externalities a

p:efcrenwuals. They agree o Robt
nvolves value judgements but they assert that without making some value judgements, economistg
tannot evaluate the impact of changes in economic pollcy on social welfare. Thys, according to
them, welfare economics cannot be separated from value judgements, According 0 them, welfare
feonomics is essentially a normative study. But the approach to study it must be g¢ lentific despite
the fact that the use of value Judgements in it is unavoidable.

-

* BERGSON-SAMUELSON SOC}
/ " . ! 4
Social welfare function ium ordinal mdbﬂ.

levies of all individuals coﬁlﬁijltl-ng ﬂmm&? iy

Vritten in the following manner : (et S

40 1180 Nl

Where W represents the iaelﬂmlflmp
different individuals ef“l? mw

koods and services he cor

L WELFARE FUNCTION

ty's welfare and is a function of the utili
elson social welfare functiop can be

ordinal utility indices of
dividual depends upon the
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sentially ethical notions which are introduced from outside economics. The value judgements e
quired to construct a social welfare function may be obtained through democratic process with
voting by individuals or it may have to be imposed on the society in a dictational manner. Whateye,
the case may be, the form of social welfare function depnds upon the value judgements of those wh,
decide abm;t them since it expresses their views regarding the effect which the utility level of each
individual has on the social welfare. In the worlds of Prof. Scitovsky. “The social welfare functjoy,
can be thought of as a funtion of each individual’s welfare which in turn depends both in his persong|
well being and on his appraisal of the distribution of wlefare among all members of the commy.
nity™ !

Since the value judgements requaired for the formation of social welfare function are not of the
economist himself and instead they are introduced from outside economics they are not obtained
through any scientific method. It has been claimed that social welfare function has solved the basic
problem of welfare economics, since it thinks unnecessary for the economists themselves to make
value judgements concerning what is a desirable distribution of welfare as between indindividuals
constituting the society. In other words, cconomist need not himself decide about what is the most
desirable distribution of wlefare. He can take value judgements regarding distribution as given from
outside economics.

Bergson's social welfare function is supposed to be dependent on changes in economic events
that have a direct effect on individual welfares. The ordinal utility level of an individual is a function
of his own consumption of goods and services and not of others. Morever, the utility level of an
individual depends on his own value judgments regarding the composition of different goods and
services consumed which depends upon his tastes. An individual may derive more utility from the
consumption of liquor whereas another individual may derive very nominal utility or no utility at all
from it.

6@ ~Sécial Welfare Function and Value Judgements
/ So far we have been mainly concerned with the value judgements of individuals regarding their

utility levels. From the view point of social welfare function, the value judgements regarding the
welfare of the society as a whole are relevant. The formulation of a welfare function for the society
as a whole is a very difficult task because utility being a mental phenomenon cannot be measured or
estimated accurately by any person or institution entrusted to furnish value judgemen&-;-ifm

the changes in social welfare, Moreover, addition and substraction of utilities of different individu-
als by an authorised person or institution too is a very difficult task. 0 IS

The social welfare function and its form depends upon the value judgements o : ol
institution whom the society has authorised to decide. The authorised person or i
any body

an
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Social Welfare Function
lems : «l mn the
anous BN 0{ "‘my What goods and services should be produced and -"“I"I‘I"l ‘k 1|ml >
society SO of vari 2oods should be produced ? What should be the quality amtl P
/ - 5] r P lt
coods 7 W th“wiﬂeﬂsity nl’pmducmg a particular type of good ? What shoul

pattern of distribution of national Ill\'nlllf.;
among different sections of the society

Which wants should be satisfied at present
and which at a future date and so on. All
these questions can be answered by the
superman alone in

views about the
welfare.

accordance with his
determinants ol socal

he society would have 10 ac

cept the solutions of all (hege questions

provided by him assumpting that he will
give any value Judgements which
achieve maximum soctal welf

anm to

are rathes
than maximum self-interest, Thus we are
W, free from the addition, substraction, meq
\’Y surement and interpersonal Comparisong
4'S Un:h{y ~  ofutilities by ASSumpting the existence of

Fig. 44.1. Social Ind; Curves depicting Sociq) Wel. 2 Superman,
Jare Function ’ In modern age of democratic govern-
. ments people e¢lect their fepresentatiyes
) constitue the Gom The political party in majority forms the Government and rules the
untry. The resentatives’ Government formed by the majority rule formulates Various poligjes
ne basis of\'llmj“m and it is €xpected that all the policy decisi Governmcm

talmatwmwﬁem 1an max

dividua] or a
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optimal or economucally efficient  But ?arehm&oﬂnmwﬂumel':ﬂdh Th,
Patetian amalysm leaves us with 2 lof :!"ﬂdmf-cyinﬂncm&mmh?ﬁ“
pomt. Now, the significance of social »=!fate famction is that it enables us todn-‘*
optiraam position regarding weial weifarz Th-uqu opnmmpmmmubeﬂofﬂﬁp.ﬂo
ptia and therefore ensures the mavrmum 0cial welfare. By including ﬂlcconceptofmmy
possibility frontier 2long wth Bergion-SiTuleson social welfare ftmmm Wmabkb’ha
smicue optiraum powtion or maumum o 31 welfare position which 1s explained be

GRAND UTILITY POSSIBILITY FRONTIER
AND POSITION OF CONSTRAINED BLISS

As shall be explamed below, 2 grand utility possibility forntier is a locus of the vai "
cally attzrable utility combmnations ~f ta0 persons when the factor endowment, state of
#nd preference orders of the indrniduals are Ye ology
pven’ In other words, every point on the |
grand wiility posibility curve represents the 4
optimum position with regard to the alloca-
tion of the products among the consumers
allocation of factors among different products

-

and the direction of production. Thus every =
-

pomt on the grand utility possibility curve rep= S
. =

resents a Pareto optimum and as we move from &

|

one powt 1o another on it the utility of one ‘

mdividual increases while that of the other E
Now, let us superimpose grant utility pos-

& ;._.E‘..' ~ . - 14l indifferencs ~1im O - =
sibility curve on the socizl indifference curves A’S Utility .
representing social welfare function to find 2 '

Fig. 44.2. Social Welfare Function and Positi

umque optimum position of social welfare. In Constrained Bliss. s <

Fig 44.2 social mdifference curves W,, W,
W, and W, representing the social welfare function have been drawn along
possibility curve VV'. Social indifference curve W, is tangent to the grand uti
YV " a2t point . Thus, pont ) represents the maximum possible social we
endowments, state of technology and preference scales of the mndividuals. Pc
point of constrained bliss sincz ziven 'hz constraints regarding factor ende
m;l-nf:clogy Qis d”byﬁihﬁt possible state of social welfare which the
w represented socizl indifference curve W, is higher than |
passing through O but it is not possible to mﬁ»h '-
Thus, ﬁmmawm&l’aretq_ stimum points on the |
we have 2 unique optimBm point 0 at which

constrained bliss represents the unigue patteg
between the indivic 12 d unique combinati
1. The Bergson-§

[l

- involves inter

Carn



ACRITICAL EVALUATION OF BERGSON.SAMUELSON
o SOCIAL WELFARE FUNCTION

»»+ 0 could measure the changes in social welfare resulting from a change in economic and non-
sonomic vaniables. Bergson and Samuelson solved this problem by formulating a social welfare
-~<ton which is based on explicit value Jdugements. This function can incorporate the various
wonomic and non-economic determinants of the welfare of individuals. In this function utility or
¢ fare 1s conceived and measured in ordinal terms. Preferences or utilities of different individuals
© ¢ society and decisions about them are taken through a democratic method or by an authorised
“situton on the basis of its own value judgements. Even according to its bitter critic Little, the
~mcept of social welfare function is a brilliant theoretical construct which completes the formal
"o nematical system of welfare economics. '

Pareto optimality analysis does not help us in providing a unique solution to the problem of
—aumising social welfare. As seen above, with the help of social welfare function we can measure
¢ changes in social welfare even when one individual becomes better off and another worse off by
Taling some distributional value judgements in the form of social welfare function. The Bergson-
Samuelson’s social welfare function incorporating explicit value judgements is an improvement
“ver carlier attempts ﬂqw principle advanced by Kaldor, Hicks and Scitovsky.

“owever, economists have pointed out some important drawbacks in the concept of social welfare

R iR o i TR

Limited Practical Significance. Little, Streeten and Baumol have pointed out that social wel-
“ir¢ function is of limited practical significance. 'A@ﬁ.ﬂl&ingtoutﬁe,thtsocialwelfapefm ion can
» ﬁmmh&nduals Social welfare function, 1o quote
: nany vagu formal device necessan aperfec Wof‘w’&e"(w*

..;i_p"_"ﬁ' ¢ ik

i ﬁucriou;aﬁw Grmal-cs
- ial life and choice.
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ements which it requires for its cop
writes Baumol, “provides us -"f‘
e equipped with a kit and a “«“
s. Thus it still leaves us Wlhﬁ

888 Princ iPl';
practical value as it does not tell us how 1© get the value Ju’dg
struction. Though Bergson criterion of social we.lfare function,
highly useful frame of reference. unfortunately it does not com
instructions for collecting the welfare judgements which it require
difficult part of the job unsolved™

Welfare depends on 4 wider rang

welfare function approach is based on the UTi.lit)' which an ind . _
ables such as consumption of g00dS and services. Apart from these economic variables, welfare or

well-being of individuals depends on 2 whole range of political af‘d enviromnenla‘ivvmabies Ma
enjoyment of human rights, political freedom, pollution-free env'lr_(mmen.t. Thus, “in comparing dif-
ferent economic systems or in comparing different ways of organising a given cConON the possibil-
ity that some of these variables might b€ affected cannot be ignored. Thus a reor’gar?:sauon that gives
everyone more income and leisure might not improve the welfare of the community if at the same time
abandonment of cherished cultural traditions.”

it limits individual freedom or requires the _
Impossibility of Constructing 2 Social Welfare Function from Individual Preferences, A
highly damaging drawback of social welfare function has been pointed out by K.J. Arrow who has

shown that social welfare function cannot be constructed on the basis of value judgements arrived at
through democratic process of majority rule in group decision-making. Arrow has proved that the
majority rule leads 1o contradictory vesults or intransitivity of social choices when individuals are
asked to make a choice from among maore than two alternatives available to them. e Prof
Arrow concludes that a social welfare function which is based on mere ordinal preferences can
principle be constructed from the preferences of all the individuals comprising a society. Ofe
social welfare function can be set up On the basis of value judgements of an individual wh
impose his will on the society but that will reflect the aims and aspirations of an absolute di

Prof. Amartya Sen’s Critique : Judging Welfare or Well-being in terms of U

Limited Significance.
Prof. Amartya Sen has criticised modemn welfare economics covering both Pm
and social welfare function on the ground that utility is not a true indicator of well-b
him, “A difficulty with welfarism arises from the particular interpretation of well-bein
provides. To judge the well-being of a person exclusively in the metric of happiness
has some obvious limitations. These limitations are particularly damaging in the
sonal comparisons .of well-being.”® He further adds, “A person who has had a li
with very little opportunities, and rather little hope, may be more easily reconciled
others reared in more fortunate and affluent circumstances. The metric of happi
distort the extent of deprivation, in a specifie and biased way. The ho’p’e‘l'ess t
landless labourer, the dominated housewife, the hardened unemployed or t
may all take pleasures in small mercies and manage to suppress intens
continuing survival, but i would be ethica ly mista
value to the loss of their well-being beca val
" It follows from @

utility which means

¢ of variables than those associated with utility. Socj
jvidual derives from economic yarj.
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Soctal Welfare Funtion o
onsume. Further, Prof. Sen shifty

the focus on promoting positive freedoms of individuals for as-
. g positive freedoms of individuals for as
cssing the change in their welfare follow : g X : ; defi

;f "odom s ‘capabilites o funer ing a change in organisation or public policy. He defines

: ‘ On' a8 to what persons can do or cannot do. It is capabilities ta.
poction (UEERSS om in the Positive sense and determine well-being or welfare of the pcople.ﬁ

1. Show diagramtically

how socially optimum allocati '
: allocation of consumption and resources can
be obtained from 5 P

the Bliss Point. What is the underlying assumption.

B.A. (Hons) D.U. 2001
2. What‘ls Grand Utility Possibility Frontier ? Along with Social Welfare function how it
explain the attainment of maximum social welfare. B.A. (Hons) D.U. 1990

What is social welfare function ? It is analogous to an individual’s utility function ?

What is Bergson-Samuelson's social function ? How does it incorporate value judgements
to evaluate changes in social wlefare.

n

How does Bergson-Samuelson’s concept of Social welfare function helps us to solve the
problem of indeterminacy of optimality found in Pareto’s analysis of social welfare ?
Explain.

6. What is meant by the point of constrained bliss. How do the concepts of grand utility
possibility curve and social welfare function help us to achieve it ?

7. Explain the concepts of Grand Utility Possibility Frontier and Social Welfare Function.
How does the achievement of economic efficiency with equity can be explained with their
help ?
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