


Rocial Costs and Social Benefits —
A Conirbulion fo Normative Economics

Von K. William Kopp

Sorinl costs ond social bencfits are phenomens whieh transcend Lhe
traditional eeope of economic theory. For this rcasen they have remain-
ad at the periphery of economic analysiz. Indeed, they raige issues which
can only be disturbing 1o those who are convineed of the fundamentsl
cificiency of the econamie process in a system of business enferprize,
For the neglect of aoeial ¢osts and social benefits by the price mechanism
sels the siage for econsiderable socigl inefficiencies in the allocation
rrocess which go far beyond the Limitations usually conceded by neo-
elagsical economics. The theory of social eosts and social benefits raises
zome ol the most fundamental and eritical dssues net only with regard
to the substantive rationelily of the price system but also with respect
Lo the use of formal eonecpis and formal oplima, the importance of
guantification in monelary lerms and the relevance of pure econgmics
for the formulation of economic policies, and economic planning in
gencral. I fact, 1he theory of social costs and social beneflty lends sup-
port to thase who have long argued in favor of an integrated institn-
tianal appvoach for the study of economie phenomena,

The present paper is eoneerned with a number of questions which

- deal with such issuecs as the proper classification and definition of social

costs ano‘. sorial hen@!ltﬁ a8 well az their quantitativc mcasuromr:nt In

A T e A

Preblems of Definition and Classifivation

Definitions and classificalions are never of secobdary importance.
They are basie and wsually of farreaching significanec in their ultimate
theorelical and practical implicationa. Concepts are tools which pormit
us to organize secial facts inlo a gencral patterm. They gnide cur oh-
scrvallohs snd experiences and help us fo establish spme preliminary
order. Al first our original nnolions refleet the unecrtainty and indefi-
niteness which surrounds the beginning of all scientific thought, It may
be zaid thatl such indefinitchess i3 unevoidsble in new ¢encepts and may
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even aceount for their fruitfulness as a tool of anlysis Ag the concepis
are used and dewveloped in the study of conerete soctal phenomena they
gain in precision, Clearly defined concepis are prerequisite tools for the
intellectual perception of realify and the formnlation of satisfactory
hypotheses.

The concepts of social costs and social benefifs are not frocly invented
fietitious nolions that have no counlerpart in realily, On the contrary,
they have their origin in obscrvable social phenomena. Az a matter of
fact, they refer to a voriety of disutilities and “cxternal® econcimies
with identifiable comton charscterizlics, While lthese concepls are
based upon a eritical cxamination of cmypirical phenamena they arc not
simply descriptions of such phenomena and experiences. They are care—
Tfully formulated "*images” or representation of reality created for the
purpose of theorelical inferpratalion, They absleact by simplifying or
*rondensing"” common characteristics of phenomena grouped as a8 class
and render tore precise what otherwise would remain smbigusus and
abeeure,

It might be argued that if the concepts of social eosts and social
beneflis reler {o 1 variely of social diseconomies and {exilernal) econo-
mies which arize under different circumstances they lack a sufficiently
clear mwaning or deflinilion. Sudh, however, iz not the case. Indeed, the
fact that social cogts and social benefils arise under diffecent conditions
does not mean that the concepts are necessarily imprecise or vague.
The precizsion of an anslylical coneepl depends upon the elacily wilh
which 1t is possible to define the commmen characteristics of the empirical
instance to which the concept refers. If unigueness of empirical condi-
tions and quantification were 1o be made {he preveguisites of g1l scicti-
tific concepts we would have to abandon any atfemnpt at generalization
in the social scicnees, Or, more specifically, we would have to develop
separate cotcepts for each kind of social disutility and social benefit
depending upon the specific situation in which they may arise. This
would be equivalent o a concentration an particular events or the end
of theory in social inguity. It would involve a refurm to a radical and
palve empiricism which lacks generic terms and concepils and which
dewvelops different verbal expressions for each particular process. No
doubt, il will be difficult and sometimes impossible to attribute an
uneguivocal guantitative value or importanes to the disutilities and
eponomies under consideration but this is 8 problem of guantification
which must be distinguizhed from the necd for clarity in the formou-
lation of concepts.

Bpecifically what are social costs and social benefits? What are their
cotrimon characteristics? Do we pogsess as vot 4 satisfactory clazsification
of sovial and private costs and of zocial and privale benefits? Ie such a8

o
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classification possible? Social ¢osts can be defined as harmful effects
and damages suslained by ihe econory ds 4 resull of private productive
activitics. Sovial costs may take the form of a varisty of “dispconomics®,
increased risks and uncertainties which may extend far into the future,
What makes lhese diseconomies social costs is the facl that they are
borne by ibird persons or by society. In this sense they are indeed
“enternal®, Of course, the term external is relative. What is “cxternal'’
depends upon the degree of consolidation of industry. Turthermore, i
production becomes centralized the unit of investigation Is the entire
ecototny: in this case the term towternal® loses its meaning allogether
far zil posts would be internal. However, even under these circumestan-
ces we may speak of soelal coste in the sense of wasteful outlays, avoid-
able inefficiencies, and harmful effeets on publie health and public
weallh.

These considerations also throw lighl on another aspect of meeial
costs: The general interdependence of all parls of the cconomy make it
likely that, with any given level of vartival and horizontal intepration,
gopial eosts caused by a particular fvm may adversely affect not only
third persons but other entrepreneurs and may even adwerzely affect the
firm originally responsible for their oceuTrence. For inslance, the soedal
costs of air pollution are borne by evervbody, including the entre-
preneirs who originally conlributed to it. They as well as other firms
will seo their private eosts increwsed by the negative effects which air
pollution may have on the health of their workers and the wvalue of
their property. In this way part of the “zocial” costs are abgorbed into
private costs. In still other cases Lthe soclal cosls may assumce the form
of unnecessarily higher privale costs of production, Thizs happens, for
example, when the compelilive race to exploit an oil pool leads to a
{echnically inefficient spacing and multiplication of oil wells. In thiz
case, the social diseconomies lake the form of unneccssary capital mput
which, together with the subseguent loss of natural pas and reservoir
pressure, tonstitute an increase of production costs, Similarly, in the
caze of zoil depletion and erusion the attempts by farmers o minirnize
current costs has the ellect of increasing future costs of cultivation In
all these instances ai least part of the social costs take the form of higher
private costs. However, do these examples affect the uselulness of the
distinction hetween private and social costs? If private enterprise inter-
nalized the total or a major share of the soctal cosls caused by its produe-
tive aclivitios the distinetion would be less than fully satisfactory although
even then it would not entirely lose its significance. We would be laced
with a kind of joint costs, that is soclal costs which duc te economie and
technical interdependencies of the productive process, ars at least in part
reflecled in higher private costs of production. Actually, howewer, we
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are confronted with a different situation, For example, that part of the
social costs which sre causcd by air and water pollution and borne by
the firm whose productive aclivities eontributed io the pollulion of the
atrosphers (o river) is rather amall — i corapared with the total of the
social losses suslained by the eommunity, Admittecly, the proportion
of “internalized” socisl costs may be higher in the case of duphcalion
of capital eoats and the losses of reservoir pressure in the nil ndustry
and the depletion and eresion of the seil in agriculturs. But even in
these eases the original distinction does not lose s usefulness if we
vongider that the incressed private costs are avaidable and arve actually
pussed on to the community in the Lorm of higher prices They are
domoges or diseconomies sustained by the economy in general, which
under different imstilutional conditiong eonld be avoided. For, ohvlous-
ly, if these cosls were inevitable under any kind of institulional ar-
rangement they would not really present a special theoretical problem,
We are thus led to the conclusion thal in order to teveal their origin the
study of social costs must always be an inslitutional analysis. Such an
ahalysis raiscs inevitably the gquestion of instittional reform and
economic policy which may eliminate or minimize the soelal disccono-
mies under diseussicn.

Turning to the problem of sovial henefits we ore [aced with similar
issues of defimition and elassification. For the tertn social benefils refers
to all thase utilities and “returns® which tend to accrue o society either
az a result of institutional arrangcments or due to private productive
activities. Like social codts these broadet secial henefits belong to those
omitted aspects of reality which classical politieal economy did not
succecd in incorporating inla its theoretical framework. It is truc that
Adam Smith developed a theory of sorlal henefils in connection with
his docirine of public inslitutions and public works which, “though. ..
in the highest degres advantageosus to a great socisty, are, however, of
such a nature, that the profit could never repay the cxzpense fo any
jndividual or small aumber of individuals and which it, therefore,
cannot be expecied that any individual or small number of individuals
ghould crect or maintain®!, Lord Leuderdale and Friedrich Lizt poindead
to ecssentially the same kind of social benefits in their cotical doctrine
of “public wealth® and “productive forcea'. Taler Henry Sidpwick
called attention o useful scrvices which wera “incapable of being ap.-
propriaied by thosc who produce them or who would otherwise be
willing to produce them”: J B, Clork devetoped a theory of non-com-
petitive economics based upon the principle of “inapp ropriable wtilities®

1 adum Seith, An Inguiry inle the Mabme snd (ausss of The Weelth of
Notions. [New Yook, Modern Library, 19T, g 60617

* Henry Sidgawick, The Princindes of Political Eeonomy, Book IIT {(London,
Marcmillan and Co., Lid., 1901), p. 413,
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which “[lee [tom him who creates them and diffuse themselves among
the meormnbers of the commmutity™® FEven Mershall's “external econo-
mies” may be vonsidercd as social bencfits which gcetue to overy firm
and for which no remuneration van either be charged or need to be
paid’. These earlier discussions of social roturhs remalned solated
attempls which moreover were pever systematically developed?®

Social benefits differ from privale ulilifics and private reiurns by
wirtue of the fact that they cannot be divided or withheld. Onee pro-
duced, everyhody bencfits and nobody can be cxeluded, In shaort, social
benefila acerue to all members of zociety. Thiz inability to divide or to
“mongpelize™ cven 4 share of social benefils reflects not only the exls-
tehice of hasic economic and technological interdependencies within the
ceonomy bub 13 alde due lo the Maei that some of the most important
safety and security nceds as well as eultural requiremonts arce collective
in character. That is to say they concern =1l members of society and
their gradifieation automaiically benelils every Individoal. Whenever
we are confronted with social necds or public intcrests or purposcs we
enter the field of social benefits and the lesitimate sphere of povern-
ment, which iz “to do for the people what necds to be done, but which
they cannot by individual effort, do af all. or do so well, for them-
gelves"®,

Withount taking aceouant of these indivisible zocial needs snd social
benefits it is impossible to arrive at an understanding of the seope of
the public sermormy and public investoients snd of the formulation of
economic policies whether in economically advanced couniries or in
the underdeveloped world. While we caonot here go into a dotzailed
discussion of the conerpt of social benefitg it is possible to raise the

* I B, Clark, The Fhilosapty of Weallh, Foonomic Principles Nowly Formi-
lated (Boston, Ginn and Qompany 1825). p. 215,

1 Howewver, it iz at Ieast doubllul whether Blavshall's narroswer concept of
external coonomios which after 211 was developed puly 1o refer to the
favorable effects external to the fivm bul nlernal to the industry ean be and
shauld be made o deneie also the much wider ramificallons of social benefits
which ocerue to all members of society. MNeitaer the theonry of external eco-
nomies nur modern walfare economics secmns ta be able to cope adequately
wilh thetae hroader soclo-coonnimie trenets,

P Only recenily hay the concepl of cxternal conhomiss given rise to o body
of 1erature which guestions the validity of market criterin for Lhe platnine
uf investments in wpderdewelysel countries. See: H. Leibenstein, Econmmic
Brolwordness and Fennomic Grosvth, Bow Yook, Joha Wiles, 1857, J. E.
Megde, Externa! Foonotmies and Discconmmies, Boonoinic Journal, Maech 1952,
Bp. 84—67; and Tihor Seltowskiy, Twn Concents of Extornal Bronsmies, Journsl
nt Political Eeonomg, April, Vol LXII 1854 pp. 142—141,

! Frugment on Government, Joly 101854 (7), The Collected Works of Abra-
Lo Linvoln, B P Sesler, fed), vol, 11, (ew Briunswick, N J, Ruteers TTni-
wersity Press 1953, b, 221}
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guestion of whether we can ever hope to digtinguish them from private
beneflta or individual utilitics, Does the fart that social benefits accrue
to all members of sociefy (or that external economies in Lhe [orm of
lower costs and cost advantages can ultimately be internalized in the
cost and prico structure of private frms including perhaps lhe [irm
which originally contrinuted to the external econotnies) militate against
the distinction botween private and social benefits? No doubl, il may
be difficult to dizentangle social and privaie benelils. Bul “in practice®
the whole process of dynamic socio=eeonomic development may be said
to consist in nothing else but a continuwous incorporalion of social or
external benefils into private costs and private benefits. As & matter of
fact all benefits and utilities may be said lo be experictced only by
private individuals It is their needs and requirements that are satizfied.
Surely this commonsense realization does not make the distinetion
belween private and social benefits uscless or un=atisfaciory. The fact
that in reality coveryihing can be shown to be interrelated cannot be
held against the distinction as long as the laller poinis to significant
and practically r=levant characteristics by which phenomens can be
claszilicd and separated from one another. Social benefits are indivisible
and hence elude him who produces thom: they acerue automatically to
everybody. Their sysicmatic production calls for social aclion by
specialized public agencies which are concerned wilth the formulation
of social gosls and public purposes, In shorl, sinec they will not be pro-
duced by privale firms their creation presupposes a collective decisian.
We are thus led to the inevitable question of the ohjeetivity with which
social benefits (and 3ocial costs) can be defined.

The Objective Character of Social Cazis and Social Benefits

Iz it possible fo identify and define social costs and social bensfits
ohjectively? Can these extra-market phenomens be defined only in
terms of a given set of ultimate ethical postulates and nltimate valnes
which are bevond the scope of any scientific treatment? Are we ine-
vitably faced with a plurality of possible points of wiew and an infinile
number of possible standards of value when we atfempt to idontify and
define the social costs and soclal benefits which the market sysiem
tends to ipnore or neglect? Or more specifieally, do we abandon the
realm of the objective, that fs, of gselenlific walidation and refutation
when we concern ourselves with soecial costs and social returns? Do weo
enter the realm of purely subjective and ideologically tinped judgments?
Do we open the deor to what ax Weber called the “ethics of convic—
tion® with its unconditional and uneritical devotion to an absolute idea
and fixed aim which leads man fo do whal he belisves to be right with-
ol asking what the consegquences are? Or do we stay firmly in the realm

i
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of the “ethics of respongibility®, in Max Weber's {erminology’ — with
ita implicit demand for an objective evaluation of the silualion as it
really is and the insistenee that aur judgments Temain sabject to empiri=
cul validation and retutation? In short do we keep the door open for
the possihility of disptoving our evalualivns? It is in this fundamental
and pragmatic sense of suscaptibility to revision in the light of ex-
perience and the empirical test that we shall azc the term *ohjectivity”
in the Zollowing discuszsion,

As a fiest step it is important to recognize the purely formal objectivity
of market values. 1t is true that market valucs are nuinerical and
uuantitative. As such, they can be added and eomparcd in terms of
operations which are simple and easily understood, But their numerical
character which cnables us 1o compare and measure (hem unsmbigo-
pushy in ihe formal senge of all mathcmatical uperations conceals their
gubstantively tanre or less arbitrary character. Both Muax Weber and
Veblen® {and of cowse many others sinee) recornizod this clearly by
referring to advertising and 1he cftects of sales publicity on consumers’
wants and commodity prices. Moreover, Blax Weber, and again many
ofhers bofore him and sinee, have poen explivil In showing that money
prices arc the outeome of market power, conflicts of interests and
compromises. For this reason, markel values, although expressed in
numerical termy “without & wholly subjeclive valuation™ are sub-
stantively speaking far from being unumbiguous and objective. Indecd,
in a world of oligopolistie price-Tixing they are as devoid o “abjective’
walidity as many of the subjective value judgments which Weber
ermsidered to be in principle beyond the scope of seientific validation.

What do &nﬁgﬂ_ﬂ;m ¢ and “substaniive.and-what is Ane
bearing of these terms on the objeetivity of the definition of social costs
and sorvial bemefits? Following Iiax Weber we shall use the term
“figmu_a_t;;"ith reforence to quantitative caleplations oragcounting in
numerieal terms. The pmwrunly kind of such calculalidn

et et

T Wiox Weber, Politik al: Berof in - Gesammelte Polikische Schriften, Nuhich,
1921 1. 441 1t Ou the potential conflict befwoen the two “gthics® seo I'. H. Blun,
Max weber; The Man of Politie: and the Man Dodleated to Ohjeelivity and
Rationality, Ethics, XA, Mo, 1, (Qetaber 1950 pp. 6—5.

5 YWherens Max Weber speaks of the fact that to “a lurge degree the con-
sl wants are ‘mwakencd' wnd ‘divected’ by the entreprencur’, Webhlen
spraks ol “the fabricelon of customers® through the prinluction of sysie-
matized illusions by expuerts and experimentors in spplizd peydiology (and)
preative peychisiry, who nlay on various infirrmisice siah a8 human ceedality
i grmerul and the fest of losing preslige and the anxicly engendered b
mortal disesse in porsicular, T. Vebiem, Abscnter Ownervahip and Dusiness
Enlzrprise in Besent Times — the Cage of America, [New York, Tha Vikting
Tress 1923 pp. 307—3W0. The reference to Maox Weher is 1o Thoe Theory of
Soninl and Feonomic Organizalion (T, Parson, ol), (Mew Yoerly Oxiord Tni-
virsily FPreas, 1947 p 195

# Thid. p. 203,
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iz “Yeapital  aecounting®  (Kapitalvechnung)  which  eslablishes  the
numerieal profitabilily of an investment. Substantveﬂxatmnabj,g{ on ihe
ofher hand messzures the cxtend in which a given group of persons iz or
c.g_g_'.‘l'_:_flmtm ggmaumr-]x Lmnded with gonds by medns ol an ecoHofhically
oriented course of sacial aclivn, The identification of soeial benefits
and 3ocial cosls is not so much a problerm of formal calealslion as it s
o matter of azcertaining aciual human and secial requircments or actual
damages and harmful effests. When we {ry Lo determine the socizl
benefits or social eosts we are mot concerned with a numerical prafit-
ability pr a marginal impotiance attobuted by an individual or a group
:}1'=i vidunls to particular utilities or digutililies. Tnafead, we ate aiming
eiiificalion of substambive social necds and actual sorial damages
i'u:l fﬁcmnmes Such identifieation eallé for earefill empirical researdh,
‘-‘WhaL E‘" bvran degeribed as the starving of the pablic sector In madern,
Effluent Socictieg iz nal removed irer objective zmulysls snd the
seleniific test, For example, the recognition of the need for addilional
cdueational and houging facilities is not simply 2 matter of changing
ultimate values bazed npon ambiguons ethical postulates. Such recoghi-
tion is rather the outeome of 8 better understanding of growth
correlalions and the tendency toward social Imbalanes promoted by 1he
traditional relisanee on formal calenlations in the allocation of resourees.
Similarly, the progressive congestlon of Ltaflic arteries to and within
our expanding metropolitan areas as well a5 1he heavy expenses in-
curred for Urban renewal and redevelopment are the guteorne of a
regional polarization which 18 chatacierlsiic of wurban growta in the
abzence of zoning and regional planning.

Tnder such eonditions, industrialization, misration andnatural ineregges
of population combine tn bring aboul the irrational overconcentration
af the modem eity!’. That iz to say the progressive dederioralion of
transportation syslems, the continued shortapes of adequate hoosing,
education and hospital facilities even in the ridhest country of the world
ir the nutcome of a refusal or an inahility to draw up in fime zn
inventory of substanlive needs and foreseeable trends and to project
these trends into the future with & view to delermining the respeclive
requirements ag g bagiv of public planning and investment decisions.
There iz hothing mysterions about these growth corcelations. They are

" Thid. p. 183 The impoctent distincHon belween “fovmal® and | sob-
stantive’ has heen further deviliped By B. Bgner, et [laushalt, Fine Dag=
stellung eeiner Vollkowirtichattlizhen Gestalt, (Betling, Thincker und Humblot,
385%) and K. Pelenyi, The Economy o8 Institouted Process, In 1. Polenyd ef. al.
(eds.) Trade and Market in the Tarly Empives (The Free Press, Glencoe, 111,
1857 pp. 243 — 270,

U Lewiz Mumford, The City in History Wew York, Horcourt, Bruce and
World, 15GL).
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the oulenme of lechnieal and economic inlerdependencies (complement:a-
rliies) betwecn an expanding popalation, the corresponding needs for
hewsing, cduvalion, medival core and transportation. What is Teguired
iz & prajeeliom into the Juibee of dbe role which privale sulomobiles,
railrosds, buses, and frucks are going to play in mecting expanding
transportation noecds, Furthermore what is celled [or is a coneentratios
of the authority to maoke decisions in the hands of a single sgency rather
than & number of depactmenis and auihoriiies each operating under
different rules and controls'.

Growth correlalions and fechnical interdependencies are also nseful
for the determination of social benefits and social regquirements, The
following illustrations may give a concrcte idea of what we have in
il

Underdeveloped econaomies sre marked by regionsl imbalance and the Iack
af adequate owverhead capital, Among the rmenns to overcome this type ol
imbelanes are ceginngl doevelopment schemes which may serve a varlety of
purposes such as the production of clzeitie power, lhe ttorage and discharge
of water in sccordance with yeguirements of food coolrol, the dewelopment
of inlsnd water franapartation- in shorl the promotion and aliaicment of Ao
transformution of the econmmy of the region, That s to sy a multipurpoze
water utilzation scheme produess joint products at joint costs. The ecanotmic
success or follure of such a acherne depends upon the coordination of the
varipus parts, which is to o lorge extent a tochnieal problem. The ramifications
il theme lechnics] interdependencies are g0 wde that {1 14 possible 1o present
here only o limited picture. The determingtion of the site for a dom and
rozervole far exarmple 13 a matter of physica |l cormpa~isons in terms of Lechnienl
criteria regalring detalled survevs ol the catdwncent aceas {8z 1o its anomald
run-otf, the arailakility of fertile lond and itz ruitability ur farming in tevma
af 114 fdrainage conditions, and the number of people affected by the un-
undalion Behind the dam). The construction of dhe dam wswally calls [or the
erection of mow faellltics for workers contected writh the project, The pro-
duction of electricity calls for provizion of a orld sysiem to distribute power
over B vandiderable sren, The storape of water Iof irrigabion pUrpEces makes
no sense withoat the constroction of distritotories, eonals and frrization
dil.chess {and, in Some lislanpe pumping stations) through which the water
can reach the ficlds, More than thiz ithese distributaries mast be constructed
and maintained i zuch 2 fashion as to mdnimdes secpage, Proocision must be
made for malaria contral a3 the increazed supaly of waler may easily increase
the ineidenca of the dispase. Maresver irvigntion farming ecalls fox geeatar Use
of fertiizers In order io ba physically elfective and «conomically efficient. In
ardar to prevent promature scdimentetion of the reservoir proper erosion
cotibral sehetes {= g anti erosion benches throuphout the czlchinent areal
will bo neerded, IF the water is mace avoilable free of charge, 11 may be wasior
by the eultivator, with disastrous consequetices in temmns of water legging and
the seepnge of 2oll destrictive salis to the eurface and the prorwotion of wrotor-

1t Thiz iz the case for example In Mewr Yorle City wwhere elpen apsncics are
comeerned with transportation responsibilities, See letter by Dr. Lyle Fitch,
Tormer City Administrator, April 16, 1961, The MNew ¥ork Times, April, 17,
1961
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carriod diseases. I3 on the olher hand water rabes ane foo hiph, Lhey oy et
a2 o disincentive for a farm populution wsod Lo “gamble in rain®. The result
would be wused eapaelty of an expenaive capital good just as delays or lad:
of canrdiration of the vzrious techisleal phaose: of the water atllization sdheine
would imply moderutilizalion of the stored waber. These technical and eco-
nomie interdependencies call for o physiesl coovdination which io turh
determine the obizetives of social action. If thepe inlerdependencis are per=
mitted ta scrve as a guide to sction utilizaticn of copacity will be Fuarantsed,
whirh in this case means not only high benefits at Iow costz but a soccdier
rendjustment and teansiormation process for the entlra Tegional economy™
In shert, a regional development schatne ie 2 physical and econocmie unit and
must be tresled by social science ms @ unit of investigation and planning; it
eally for consideration of all physival and ecomnomic aspacts simulleheously.
If it is =0 troated ond planned it is beund to attain its awerall leve! of elficiency
{suhstemtively speaking) 1n the shortest pessible tlme. The prinviple of sub-
stantive Tationality colls therefore tor = solutlon of the socip-technical co-
ardination problem slnes otherwise waluable capital inveslments would sbamd
idle and could not maks the contribaton te the development process Which
thewr are copahle of making,

Angther basis for the delermination of subslantive needs is the
alaboration of soelal minima Admitledly opinions may differ when it
comes to the establishiment of sudh social minima. And yet in practiee the
area of sgreemenl may be much greater than we usually assume. Here
agaln empirical rescarch can pruvide us with the necessary data for the
idcntitication of and a busis Dor the evaluation of substantive need: and
benelily. Onee more wn example from the underdeveloped world may
serve 1o ilustrate our poinl. In ITndia about 2 million people die every
vear of cholers, typhoid, dyseniry and other watcr-carried dicases and
one seventh of the countey’s total population suffers ailments caused by
an unprotected water supply, Poblic health experts estimate that 74 U
of the dizenses would disappear if a protected water supply and sanitary
facililles were provided™. While the mere identificalion of the situation
does nol eliminate the need to ¢hoose — for similar deficiencies may
pxist in other fields such as education, hoapital care and other parts of
the publiv sevior — it cannot be denied that the expleration of social
nevds objectifies them.

Similarly the identification of social costs is not a matter of subjee-
tiveo-ideclogical comynitment Lo this or that progtam of social relorm bhut
a matter of empirical Tescarch. In [act, whether a partieular loss or
damage 15 a #ocial cost depends at any given {ime on the stzie of our
knowledze. As long as the causal relalionship between specific produc-
tive nctivities and specitie disulilities is not understood we do not koow

ik Fyr o dlecirssion of cases in waich thae negleet of the technical and eoo-
nomie conrdlnation problem has lod to sericns underutiiization of the rescrvolr
ser Ttené Thmont, Trpcs of Rural Eeonomy — Studies in World Apricultnre
(fow ¥orl, Proeger, 1057 . 195,

W gep The Beonoenic Wealdly, (Bombayy day 21, LHED p THE.
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whelher or not we are confronted with » case of actual sooial coats, Tor
instunce there may be dideases whose aceupaiional origin has not yet
becn recopmized by our present medical knowledge. Only further
advances In medical regearch will enable us to establish these causal
links*, This possibility is not confined to the impairment of the htman
factor but applies also to other categories of social costs. We may speak
of hidden or voncealed social costs which are recognized as scientific
research identifies the relationship between a particular negative effect
and specific produciive proceszes or their products™. Indeed an adyvane-
ing industrial fechnology is bound to expose its labor force to new
materigls, new processes and new producls and thus is likely to widen
the range of aclual social costs. In short the 1dentilication of social costs
anel social benefits derives s ohjeclivity from an orientation loward
a substaniive ralionality which reflecis (he extent to which a given
group of persons is ar could be adequately provided wilh goods and
services, or protected against unnecessary losses,

In conirast to Max Weber we suggest that the substantive delinition
of zoeial ¢osts and social benefits is possible in terms of ohjective re-
fuirements which do not depend upon an infinite number of possible
subjective standards (or an “infinite plurality of possible peints of
view )" tut ean be determibed with a considerable degree of scientifie
method and objectivity. That is to say, the identification of sovial eosts
dnd social bencfits ealls for sclentifically dotermined social minima and
an awareness of economie and fechnical growth correlations which Tink
private wants and public needs on the one hand and which trace the
physical inlerdependencies between private productive activities and
external dieconomies on the other. Mo doubt =uch s substantive
oricnialion tv economic life and economic action commiis the economist

L A cade in point is the increasing snspicion that resphatory diseases in-
eluding cancer of the hungs meay be caueally velated nnt only to stmoking bul
dlso o 2xporure t0 & polluted abmeaphors — & suspicion which 10 years age
sHll scemed to be pe questionable thet T refrained from mentiening it in my
analyais of the soclal losges of air pollution. Another illustration is proviced
by industrial nelse. Current rescavches i the United States heve showm thet
shorl=term exposure to industrlal noise of high intonslty can produce o
heating Ins: that may be transitory in nature but if the sxposare Is sulficiontly
troloaged and severe, smne of the loss boeomes permanent. In obher words &
temporary short-term exposurs repeated ower 4§ certain time may make a
gpecific nodie situation into & fong-term harerd, See stindies reported by H. J.
Muagrusion, Chicl, U5, Public Health Servine, ScopeWookly, Sepd, 2, 1859, o, 3.

¥ The widespread and inereazing nze of tovic crernionls and peskicides (such
#8 insectieldes) in modern agriculture and ihe various preservativez, antl-
oxitants, mold inhibitors, coatings, color additives and bleaches, subeiilutes,
cie. 1n the food proesssing industrles and various drogs hove long been sus-
pectad of conmaing buman dispases although hese relationships ave Dol yet
fitly understood.

’l? M. Weber, The Theory of Social and Heowomic Organizatlon, op. cit.,
T 1H5

13 Schriftcn d, Vereins £, gocialpolilik 28
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lu 1 new and broader perspective ol the relalionships between the
economic and the noneconomic. What scemns to be a perfectly reasonable
diztinetion Irom the perspective of a purely formal arientation turns
out to be misleading and untenable as soon as we deal with concrete
situations in a4 sebstanlive way, When we inguire into lhe actual state
of wani gatizfaction all levels of social existence must be viewed as
intringically and reciprocally interrelated. The peolitiesl, the focio-
ernltural and the aponomic represent & unilary whole. Changes in one
lewel affect all other levels of this intervelated strocture. Indeed the
coticeplual distinetion between the economic and non-economic furns
oud to be g fictitions separation which may be useiul for some seientifie
purposes but which is likely o serve some hon-scienlilic-purposes if the
fictitious charaeler is forgotten and becomes the basis for the normative
comelugion that only private wants are “truly® econemie, thatl seeial
needs and requirements ate mela-economic, and that the latter are
beyond the scope of seience.

Moreover, the substantive definition of cconomic action questions the
validity of the lzcit identification of an “indefinite plurality of possible
points of view" or “an infinite numhber of standards of value” (Max
Weber) with a notion of a plurality of ends. In formal coonerndes it maoy
be legilimate to sssume s pluralily of competing ends although even
then it would sectn to be problematical to identify the plorality of ends
with the notion of “alternative uses"' In practice, however, and for all
purposes of substantive analysis the plurality of ends frequently dizap-
pear bul the mumber of allernative ends are considerably reduced.
needs and social costs. To be sure, the necessity of choice does not disap-
pear but then number of alternative ends are considershly reduced.
What iz more, ocnee we subjeet social needs to a deliberate analysi= in
the light of the concrete historical situation including the available
means, we inereace the chanees of harmenizing eonflicts and sstablishing
prierities by the constructive use of intelligence. This constructive use
of intelligence differs radically from the purely “manipulative” uge of
reason whieh guides the procedures of bunsziness aceounting and is the
projotype of formal rationalily. In fact, the “formal” comparizon of
muraerical cxpenses and receipts in accordance with the ecanons of
acconthlancy has only one aim: the mascrmization of net pecuniary gain.
In contrast, the constructive nse of intelligence ig concerned with the
realization of genwvine opportunitics and the exploration of new pos-
sikbililies", This requites the projection of repercussions of actien or

¥ H. W. Souter, The Nature amd Signifieance of Keonomic Science in Recent
Dizruszions, Quarterly Journul of Evonomics, XLVII (Moy 1933), p. 480,

W John Deteey, Human Nabime And Conduct, (Mew Vork, The Modern
Libtary, 1930). p. 234,
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non-action under different citcumstances. What will be the effects il
we permit the social process to drift? What are the over-all repercus-
siors if sovial misima of public health were not enforced? What social
loszes arg likely to arise? What are the consequences of mainlaining or
fot maintaining certain growth correlations between different sectors
ol 1he economy? We have tried to answer some of these gquestions in our
analysis of social cosis™, Here we ¢can indicuie only brielly the possibili-
tv of defining miniroum standards in varions fields. Thas, in the field of
air and water pollution it i3 possible to work oul mindimum standards
oif public healih in the form of maximum permissible levels of concen-
tration of pellutants. Social codts und social ohjectives can be defined in
terms of existing deficiencies by cornparing the aclual state of pollution
with maximum pormissible concentration of pollutantz. Similarly, it is
possible to work out safe sorial minima or maximum rates of depletion
of rencwable resourcea (g, wildlife and fisheries as well as waler and
s0il) by the definition of a critical zone® beyond which any increaze of
depletion would give risc to an irreversible process of destruction of
the resource. Minimum standards of requirements can be defined also
in such ficlds as public health, medieal care, education, housing, civilian
defense, iransportation and reercation. Even the problem of unemplay-
ment including technological unemployment can be approached in terms
of o minimum rate of growth required to absorb an increasing labor
supply and the number of workers pernmonently displaced by machinery
and automation,

Wilh lhe elaboration of so0ial minima it becomes possible, at least in
principle, o demmonslrule objectively the presence of zocinl costs and
social benefits. By projecling (he coneequences of private decislons and
public action {or nonaction) in a given field the analysis of social costs
and sociel benefits prepare the ground for ihe elsborstion of szocisl
objectives, social priorilies and sovial choices. We shall discuss below
sume of the problems which we have to face in- determining =oeial
priovilies. It iz lrue, the determination of social minlma may not
eliminate allogelher the subjeciive ideological elements inherent in the
dllempt to guantify social costs and social benefity. However, such
slandardy vhjeclifly these extra-market phenomena. As & result it is
easier {0 reach compromises or evenr a consensus of opinion. For
example, we no longer guestion the validily of our minimum Standards
of public health and no serious person will deny their chjectivity,

o K. William Happ, The Secial Costs of Bus'ness Enterprize, (Bomnbay, The
Asly Publishing House, 196%).

8. V. Ciriecy=-Wantrup, Lesource Comservation Economics and Polivies,
(Berkeley, University of Calitornin Press, 1953 pp. 38, 2560
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Quantification and Evaluation

The question of the guantification of social costs and social benefits
is sometime taised in the implieit helief that il a eoneept resizts quanti-
fication and waeasurement in monetary terms it is necessarily wvague,
ambigous and outside the scope of cconomic scicnes. Tao deomonstrate
that such quanfifiestion iz diffiedlt or impossible is then considered io
be equivalent to having said practieally (ke lazl word on lhe subject-
matter: namely to have ruled it out of existeneoe as far as =scientific
inguiry iz concerned. In economics thig attitode iz reinforced by an
implicit identification of ecomomic caleulation with business caleula-
tion and of quantification with measurement in monelary terms.

No one will deny that guantification and measurement make for
precizion. Conelusions formulated in terms of guantitative concepts can
be tested more easily than qualitative siatements, Economics has
adapted itzelf to the ideal of measurcment and guantification. Every-
thing eommected with the conduct of buginess transaciions, such as the
production of goods smd services, fime, consumption and even good will,
lends {o be expressed in numerical termms and has been subjected to
quantifieation in terms of money and prices. Indeed, money provides
a common standard in terms of which all the typical cperations of
measuremeni can be carried oul and vepeated: addition, substraction,
multiplication. The application of statistics has lent further support to
the belief that economics has heen more successful than oiher aocial
disciplines in the uwse of the guantitative method. Furthermore, many
of our concepts seem to have aggumed a gquantitative connotation which
supperts the impression that the problem of guantification and
measurenment has found a solution in economics.

However, this widely acecpted view lends lo cxaggerate the cxlent
and actaal success of guantification and mcasurcinent in cconomic
analysiz, Our conhcepts may be quantitative in form but the substantive
measurability of the guantics under discussion is In no way established
We may speak of morginal productivity and cpportunity costs but we
tend {o forget that these scemingly quantitative and precise lerma refer
to fAetitions concepts. Indeed, how is one to caleulate marginal costs
under conditions of joint costs and multiple product produclion when
nverhead cosls sre large and fixed capital highly specialized and non-
saleable:? And hew can clasticity and marginal returns in concrete
market conditions with varying degress of olizopoly and countervail-
ing power be gquantified and racasared? [t is one thing to use a gquanil-
tative term with reference to o theoretical calegory which has ne
counterpart in reality; it i allogelher different to guantify and measure
an aclual social phenomenon Any substantive gquaniification and
measurement in a conerete gilvation encounters the greatest practical
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dilficulties, Thus, what are velieved to be clear—cut quantitative defini-
tions snd tools of amalysiz furn out, upon closer examination, fo be
pescude-guantilalive in content. Hence, actu=l guantification and
memsurement arc nol gquite es successful in economic analysis as is
commenly believed,

Before turning to the basic issues raised by atternpis {o quantify
social costs it is impertant to siregs ihat there are several ways to
exprezs at feasl some of the social costs of buriness enterprize in quan-
titative and even monetary terms. Thus, the loss of wages and output
due to oocupationsl diseases and industrial accidents and the costs of
medical and hospital care due to partial and permanent dizablement
can be caleulated and cornpared with actilal compensation payments
available under Workmen's Compensation or Social Security Acts.
Bvidence of seil erosion and soil depletion can be measured in terms of
reduced soll fertility and the commercial value of crops not produced.
The commercizl losses caused b soil erosion and floods can be ascer-
Lained with a reazsonable depree of precision. We ean even calculate the
capital value of resources lost once we agree on the rate at which to
diseount a stream of income derived in {he past which would have been
avallable in the future had the competitive exploltation of given re-
gources not led to their premature depletion: i is possible to indicate
Lthe extent of (technicslly) unnceeszary wells in the compelitive ex-
Maitation of an vil field and similar duplication in ecapital in mining
and iransportation; we can estimate the resulling higher costs of re-
eovery gnd loss of unrecoverable underground resources: we Can Aster-
tain the soclal eosts involved in the high bankruptcey rate of small retail
lrade and we can calculate the costs of sales prometion as a percentags
of national income®, An allempl has even been made fo calculate the
gocial costs of migration dug 1o technologies] change®,

Analber indirect approach to messure social costs, at least partislly,
would be to estimate the outlays required in order to remedy the
damages caused by various private productive activities. For example, it
18 Quite poszible {o arrive at quantitative estimates of the extra costs of
cleaning buildings exposed to polluted air, Another methed of guanii-
fying sorial ensls would be to caleulate the costs of preventing their
oecurrence. For exarnple the eosts invalved in the installation of proper
filtors or wasie {reatment equipment might be vsed to measure at least

2 This iz oot to 387 that much reliable quantitative informatiom is avadlable
;i Lhese elaments of zocial eostd or that any systematie effart has ever been
made to collecl sletistical data concerning them. There is oo time serles ih-
dicating the extent snd evolution of Aoeial eosta.

g Y, G, Maddox, The Private and Sceial Cosls of the Movement of Poople
oyt of Agriculture, American Ecohomic Review, 1000 vol. L, (May, 14960
g S02—anz,
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some of lhe social costs of air and water pollution. This is a highly
significant measure in so far as it would indicate the eatent of the ad-
ditional outlays which busincss enterprise would have to incur in ordec
Lo eliminate the secial costa,

Just as social eosts can be quantified in terms of the additional private
rosts invalved in their prevention, so the zoclal benefits of “public Insti-
tutinng and public works® can be given a quantitative expression (and
even monetary expression) in terms of the public outlays required lor
their production, Such a guantification presupposes an eslimalion of
the possible range of soclal and individual conseguences if no steps
were token to secure these benefits. For instance, what individual and
social 1osses are likely to arlse as & rosult of inadeguate facilities for
edueation, transportation, research, public heslih or, for that malter,
of the failure to insist on the installation of adeguate waler and smoke
pollution abaternent equipment. If it can be shown, lor example, that an
investment of $ 100,000 required [or lhe installation of smoke filtration
and pollution abatement equiprnent would hawve ihe effect of elimin-
ating social losses to tho extent of § 200,000 we will have quantified
social eosts as well as social benefits.

The foregaing discussion points lo genuine possibilities of quantifying
social costs and socisl benefits if a serious intellectual effort were made
to thiz end, However, it must be admilled that some real diffleulties
stand in the way of the quantification and measurement of social sosts
and benefils in ronetary terms, First, there iz the preblem of joint
caugalion. Air and wrater pellution ars caused not only by private
industries. Private consumers and publie wlililies are important contri-
buting faclore. Unemployment due to lechnological proeesses cannot
be casily separated guantilztively from the unemployment caused by
ather factors. In the last analysis the general interdependence of zll
elements of the economy represeniy a serious pbstacle to the precise
measurement of the social costs of business enterprise.

A second and cyven more serious ditficulty becomes evident if we
consider the social custs resulting from the competitive exploitation
and depletion of renewable and non-renewahle resources. For clearly
the magnitude of these social losscs depends upon the value which
these respurces will have in the future. The discounted future valuc of
these resourecs may be said to provide some measure ol the present
magnitude of the losses represented by their depletion. However
neither 1he discount rate nor their future value nor indeed the number
ol gencrations to be considered are objectively given. The future value
cannot be ascertained since it dependa largely upon the importance
which the preseni generation attributes to the interests and values of
ils descendants. Howewver, the fact that the sorial costs of depletion
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coannot be determnined with a desirable degree of precision must noet be
taken 1o prove that no social costs arise from the depletion of rescurces,
It wwould be hazardous to assume that the future will take care of itzelf
and that lechnical progress and researdh will sutomatically provide us
with alternative resources of energy a8 we deplele pur present ones. On
the other hand, it iz problematical to subcrdinate the interest of the
pregent generalion to these of [uture generations, particulacly il we
consider that the future may depend upon a new and different techne-
logy and resouree paliern. Somewhere between complete disregacd,
and complete subordination of the present to the future lies the answer
1o a rational resource policy,

Finally we have Lo consider the helerogeneity of social benefits such
di education, public health and defense which are essentially incom-
mensurable exeept in ss {or #= they require scarce resources for their
gratification. Interesting as il mighl be 1o supplement cur nalivnal oul-
put and income sccounting system of national bookkeeping in terms
of social benefitzs and social cosis, the eslablishmeni of such a system of
aceoiunting would Taise certainly more questions than can be answered
here. What is needed 13 the promotion of empirical Tesearch designed
to establish more precise measurements of lhe varicus calegories of
social losses and social benefits in monetary as well as in terms of
general social estimates of their importance with & view to formulating
the protective legislation that may be called for.

Bowever, in the light of our distinetion between formal and substan-
tive rationalily it would be unwarranted to confine the guantification
ol social costs and social benefits only bo megsurements in monetary
terms of market values. As a matler of fact as long as we look upon
business acecmnting as the model of social evaluation and use the latter
an s geteral yardstick of all quantificalion and measurement we gffec-
tively black any intellectual and praclical progress in this ficld. As we
have pointed out, business caleulations deal with guantities such as
receipls and expenscs and net gain in monetary ferms. Formal economic
analyzis which views all tranzactions in thig light merely follows the
pattern of business caleulations, There i= nothing wrong with this pro-
cedure as long as it iz clearly understond that business decigions aim
at a fixed objective which reguires no further deliberation. Maximi-
zation of net profits (a numerical quantitity] represents a single objec-
five which neither admits nor requires any further reflection or thaught
as to the kind and quality of purpose involved. However, as we have
shown, such proflt and Loss caleulations differ radically from the constroe—
tive use of intelligenee and deliberation™ about actual ends or actual

* The distinction follows closely Dewes's distinction between deliberation
and caleulation. See Humarn Mature and Conduct, op. oit. pp. 199—234,
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damages and harmful elfecls. In the case of social benefits and social
vosle we are conlronted with gualitatively different and heteTogenseus
beneflts (or ends) and diseconomics which, even if ihey could be cx-
presged fully in werms of market prices, would still call for deliberation
belure il wouald be possible to arrive at a valustion, Even if possible, a
simple business calculation would not be enough, The guestion is nol
how “profteble’ it would be to prevent the pollulion of the nalural
wnvironment but what imporiance we attach 10 having clean air and
clean water. In evaluating any of these objeetives it ia a prerequisite to
knuw ihe consequences of polluied air and water on public health and
other walues. While it is doubtless helplul to inguire into the costs of
pollution abatement, no refinement of our tools can finally help us 1o
guantify the “value® of heteropenecus gualitics in monetary terms.

Thus we reach onee more the limils of our traditional approach to the
appraisdl of economie magnitudes in terms of market prices. Indeed the
prablem of quantification of social eosts and social benefils cannot find
a eomplelely satisfactory solution on the basis of cxchange values. As
exlra-market phenomena their magnilude cannot be adequately cx-
pressed in muamerics] terms which serve the purely formal and much
mure simple business calculation. Nor is this surprising. For there is no
reuson to assume that it is tenable to framsfer criteria of formal
rationality to the sphere of social costs and soclal benefits, which ecan
be properly evaluated only in terms of criteria of substantive rationali-
ly and dynarnic analysis. The guestion of the adequacy and transier-
ability of concepts raiscs issmes which lic outside the domain of the
presanl paper. And yet they cannot be entirely avoided Suffice it lo
indicate here with degmatic hrevity what we regard as the essential
implications of our general poailion.

We have made il cleqr thal any concern with social cosls and sorial
heneflts calls for 3 substantive spprosdh o econgmic analysis. The
evaluation of social costs and socizl benefits presupposes an emancipa-
tion from ealewlslions in ferms of formal market prices and a con-
sideration of actual human wanils and the ways and means by which
resgurees can be mobiized [ the enhaneerment of public wellare. This
presuppoeses o deliborate concern for “the ultimale aims of man" as
Alfred Marshall* put it. Subslanlive cconomics cannet refrain from
taking mceournl of individual wants and social requirements. That is to
suy we ecannot avoid making distinctions betwecn “essential® and “non-
pezeniial” peeds™, Sudh a distinetion can be based upon chjectivized

% Alfred Maershall, Principles of Eronomics {London, faehlillan and Co.,
1978 (Bth ed) . 17,

# Sae, for instance, Veblen's distinetion hetwesn prodoctive consumption®
and “eonzpicuous waste” and “supecfluilies”, and Vershofen’a equally dualistic
classifiealion of wante into those which serve the maintenance of human 1Ufe
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zocia]l minima which could serve as a sturling point for the identification
of major soclal deficiencies. We must identify those sectors of the
peenomy most likely Lo lug behind in economic and social development.
This would ensble us to determine social priovities in the light of
available means and to decide upon the increasc of resources in the
light of established peeds. To repeat, the criteria of aocial evalnation
are not supporled by the formal ralionality principle (c.g. maximization
of expected net monetary revenues) but are based upen the principle
to maintain sdeguale levels of satisfaction of essential human wants at
the lowest possible costs within the limits of available resourees’.

This is not 2 problem of defining a formal general optimum bui a
pragmatie lask of improving the actual state of individual and soeial
welure, Indeed, what matiers mest in this context is the determination
ol the general direclion in which to move and less the attainment and
caloulation of eguimarginal utilities from the last additional dollar
spent in ull lines of endeavor. In practice the determination of sacial
priorilics and hence the quantification problem is considerably zimpler
than would appear in the light of the refinements of traditional formal
value and price theory. While there arc always a number of ends to
cunsider (except perhaps in times of emergency] they are not as
numerods s is sometimes believed. Indoed, if there were a multitude
of ends, if we permilted them to becomce unlimited in number and scope
we could ot act at all. We must select and deliberate about our ends
and in this deliberation we must be concermed less with the caleulation
of indeterminate and indelcrminable future results, which escape our
foresight and are always contingent on new developments, than with
present deficiencies and short-lerm projections in the light of available
means. The concrete situation, if properly surveyed and analyzed in the
light of available means, limits the possible number of goals and nar-
rows our choiecs™,

and those which scrve the desite for prestlge and status (Gelhung) in zociety.
wpe I, Vehlen, The Enslnoers and the Price Syslem (Mew York, B, W. Huebsch,
1321) pp. 108110, and Vershofer, Wirtschaft alzs Schidesal und Aufgabe,
(Leipzig, Kachley und Amelang, 18200 p. 2685

ooy this support Gotil's insistesce that the (substantis of eon-
poms st inelude 1peo facto the exploration and determination o aciual
needz and is congerned with the ggualization Eﬂ_dﬁﬂi‘_unﬁ cnf of peeds to the

eitnziinn” and he “sitpationt to geffa F. won Go T Wirtsehntt und
edinile, tarundilfl der Snziahk—!kum’}mﬁ@ 1.-01% IL (Tﬁbinger:. 1. . B. Mohr,

1924} . 11,

# hile it would be Swilful folly", as Dewey put it (Human Malure and
Cunduet, op. cit. p. 2290 to fasien upon =ome zingle all-important. end without
regard to the canscguences wrhich =udh a hegleet of other ends carrles awith it,
il is nevertheless true thal sgeial goals must be sph and dpﬁb&;,w
and, as such, inevitably imify a %mmmﬁﬁ A perhapt heg of other

ends. This need not be o viclation of the prineiple of substantive rationality
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In faet, objective and seientifically arrived at minimum standards
tend to assume, for Instanss tn the field of public health, the dharacier
of a norm of almoest overruling importance in view of the [act that any
violation of such standards endangers human health and survival. I
this is granted maintenance of social minima once agreed upon becomes
literally g technical question which, unlike sn economic question, leaves
Iitsle or no doubt as lo the cholee of the most appropridle means in
seeordance with the principle of achieving the resull with the least
expenditure of resources™. That is lo say the maintenance of a sale
soeial minimum, onee delined and socially agreed upon, would call onkby
for the traditional cost-consciousness and awarencss of technical effi-
ciency of the enginesr, Needlogs 1o add that we are not suggesting that
the cstablishment of soclal mindma in ssme ficlds transforms all econa-
mic problems into techoical gquestions. What we do suggest as undeni-
able is the [ocl that as we extend the applicability of social minima we
“palipmnalize and “objectify” the determination of social costs and
social benefils and remuove thelr evaluation increasingly {rom the reabn
of subjective or ideclogical self deceplions and distortions.

This brings us finally to the problom of the social evaluation of soeial
benefits and social eosts which hos remained the least explored problem
of social theory despite the facl that the izsues have been raived [rom
time and time, What has kept the discussion in a stete of suzpense is the
subjectivist-utilitarian blas of our value theory and the Benthamite
tendency to congider society (or the nation) as a theoretical fiction Let
ug emphasize therefore, from the very outsel, that far from being in
conflict with individusl wants, social needs and social benefits actually
are the consequences of private decisions. The exploration of these intet-
relationships between privale and sorial needs is the legitimate ohjec-
tive of governmeni and the prerequisite of a civilized and democratic
seciety. “A govermment that wants to meet the hopes and wishea of the
citizen must take upon itsell the conzequences of the citizen’s own plan-
ning*“®* The requircments of civilized 1ife and the prineiple ol substan-
tive ralionality demand that the lendency loward social imbalanee of
the price systern he eounteracted by the eontinmons objective deter-
mination of soeial need and potentizl social benefits. Such determina-
tion must net be guided by market prices—not even competitive market
prices—hecaise the market reflects only effective demand and, more-
over, ia directly responsible for the emevgence of social imhalanes and
social costs. That is market demand reflects fully the inequalities of
income, the time preference of the individusl and, parcticularvly in

B N Weber, ap. cil. 181 and F. von Goitl, ap. eit.

3 Btatement by Prime Miniater Erlander of Sweden in Washinglon, The
New York Times, April 4, 1961,



Loeinl Coste and Social Denefits 203

sfflucnt sovieties, the effects of sales promotion. The determination of
sgrial noeds and soclal bensfits must reflect the substantive ie. recog-
pizable needs and desires of the average low-incmne consurmer. In
ghort, secial evaluation must he more democralic (substantlvely speak-
ing) than ihe evaluation which ¢merges in the interactlon of supply
and cffective demand, If thls eonsideration iz relevant for advanced
cquntries il iy even more so for the anderdevelopad world which has
long suffercd [rom a neglect of social overhead invesiments and even
greater inegualities in ncomes. In short, the theary of social value mnst
be based upon a democratic theory of consutaption™, There iz no reason
why, al least in principle, decisions as to social priorities could not be
arrlved at by a majority vote, The removal of Indiass deficiencies in
ganitation, drinking watcT, O cleciricity just as the eliminalion of air
pollution in the Uniled States can he made the subject of o referendum.

We do not deny that the social evaluation ul the relative importance
of social bencfits and social costs will always carry elements of a poii-
{ical decision as to social purposes and goals, In this connection it can-
not be emphasised too stroagly that the deicrrmination of social benefits
and social costs does not take place in 4 vacuum but will always be in
part derived from the conerete conditions and neccssities of the socio-
cennomie and political situgtion. Admittedly this relationship does not
give rise to an unequivocal and self-evident delcrmination of social
goals and social walies: bitt it limits the influence of arbitracy ideslogi-
cal factors and farilitates the [ormulation of aims and priorities which
are accessible in scientific Interpretation and the pragmatic test™

Rl ikt kind of eousmmption should be planned? Should it take the con=
sumplion of the mors highly devaloped couniries ax a model? Should it be
guided by whatever market demand exlsts .7 Or shonld production e
tailored above all to serving a8 cheaply o possible the recognizable Deeds and
desres of the average low-lncome epnswmers? I these questlons are not faced
deliberately they mey he answered without thpwght. In partleular ihere is
denger thal the consumption natterns of the mom developed vountries will
e followed as g matter of counse. The theory of coneumnption must, T thinlt,
Le more demoeratic than thls .. Cheap bicyebes are more important thao
cheap amtomohiles”. J, K. calbraith addresa at Bomboy {Tniwersity. July 31.
1961 Quoted Trom Official text, nited States Informaticn Service, Now Delhl
p- 10,

# plax Weber did not deny that such aims ated even political aims colid be
Aorived from 2 disciplined inlerpretation of the shjective conditions of the
hislorleal situation. Certainly his great caurage 12 etand alene and to soy what
wins often uapleasant for many and bis imsiztent advocacy of clearly palitieal

r aims and couses dof, his concept of the lasting interest of the nation, his critical
wiowes on buresueracy and socializm, his bellef in the nead for the eolre-
prencurial type despite his eomriction of Uhe nefarions politieal influence of
the “gentlemen [rotn heavy industry™) con only refleet a basio conviction that
it was possible o derive ends from 4 dispassipnate analytical obgervation and
compurlean of events and sockal condltions (,die Dinge aus sich welbat zu ver-
stehen®) and brings him almosl close o John Dewey's poaltion that ends are
of Lthe nature of hypothesee which can be established and worked out in the

f
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There remains the important question of how the necessary consis-
tency and interdependence of the vatious parts of the econemic process
can he estpblished in harmony with social values and social develop-
ment goals particularly under dynamic conditions, With this guestion
we cannot aveid reopening a dizruszion which has long been considered
as closed amd has all but dizsappeared from economic analysis: the
problem of caleulation in real ferms, All experiences made during the
lagl decgdes in connertion with ceonomic planning seem to suppoert the
conclusion of those who have argued thal planning and the tranzlation
of social goaly into an intermally consistent development process call
for a caleulation in real terms rather than in terms of prices

This is relevant for our discussion. For soclal costs and social benefits
are o a large exlenl extra-muarket phenumena, Hende (he price syslem
cannot be Telied upon to provide the criteria for their sceial evalution.
Bocial costs as wrell as social benefits are heteropensousz in character,
they cannot be cvaluated in lecms of a single denominator. As far as
social benefits are concerned the criteria available are zocial minima
kbased upon a substentive and demoeratic evaluation of sucial needs and
requiremenis and their comparizen in real (physical) terms with availa-
ble resources. What malkes it possible and necessary 1o reopen this
problern afresh are recent advances in our techniques and our know-
ledge concerning the gquantitative input-owiput relalionship belwecn
different industries. These studies have opened up new possibilities to
express in guantitative terms the real costs of different socizl gouls.
Input=-putput balances provide the basia for a tationsl approach to the
importent task of coordinating ouiput targels and inpui requirements
throughout the economy. They yield the necessary datz for the ealou-
lation of interdependencies and growth correlalions belween different
sectors of the economy. Finally, knowledge of the physical interindustry
reletionships answers the important guestions related to planning the
caparity of supplementary investments called for by any large scale
multipurpose project. '

By informing us about the real costs in terms of respurces of Iabor
reguired for the achievement of particolsr goals or beneflis Ihput-

light of the conerete conditionz available for their renlizniion. Sec Dewney, ap.
¢it, p. 224 and Logic, The Theory ol Inguiry (New York, Hol:, Rinehart and
Winston, 1838, pp. 180, 487, On the whole problem zee . H. BElwm, op. cit. and
The Mooning of Max Weber's Postulatc of Froedom from Value Judgments,
Ametican Journal of Soviology, Vel L. Moo 1. (Tuly 1944) pp, 44—52. Ses gl=n
(z. Weippert, Pur Problematik der Fielbestimmung in whirtschaftspolitizchen
Tonzeptionen, in L J. Seraphim, {ed) Zow Grundlegung wirvtschaftspoli=
tizcher Konzepthonen, Schriften des Vereins fiir Socialpolitil, Neus Folgs,
Band 18, (Berlin, Duncker aud Humblot 18600 pp. 1856 -8 Sec however, H.
Cigrsth, s Problem der Objektivitit des wirtschartlichen Uriells und der
Lsungsversuch der neueren Lehre vom wirtschaftlichen Wohletand, Zeii-
schrift fir die gesumie Stuetsictssemschafi, Bd. 107, 1951, pp. 247 1.
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output studies would pontribuie to the gusntification (in real tarms)
of social benefit=, The problem of social choice and the determination
of sorial preferenceg thereby becomes casier than is usually assumed.
There i no reason why such choices and priorities cannot find expression
in schedules of (controlled) relative prices expressed in monetary terms
for aceounting purposes. Howewver, even if this i= done the criteria of
substantive rationelity and economic oplimim will always have to be
expressed in terms which permit the measurement of the atfainment
of higher levelz ol productivily or decreaging real costs. In practice this
can only mean that conditions of economy-wide balances between
total stipply and social demand are maintained through fhe speedy
retnnval ot defieicnees, bottlenacks and exeess capaeities. Indeed what
often counts most in practical affairs iz the making of decisions with
a minimnm ol delay. Thia timea dimension of decigion making is of the
greatest importance in judging the substantive rationality of economie
planming. For due to the interdependence of the economic process delays
in decigion making often have more farreaching effects than bad deei-
sions made on time® Admittedly we face here the question of how far
measuremenis of dynamic technical efficiency can serve as an index of
substantive socio-ceonomic efficiency. To deal with this question would
take Us bevond the geope ol the present paper.

A= we have indicated sbove, calculations in real terms a5 Indeed any
subslantive approach to economies has its own problems and sources of
inefficicticies™, No one will deny that political factors and ethical value
judgments are bound to influence the decisivns to minimize social costs
and lo realice social benefits through secial investments and public

# A had deeision made on time will net usually be 33 costly as a good de-
cizion made oo late, The bad doclsion can often o reverscd at low ewstis. The
liane Inat waliing for the sood decision can naver be retrieved = J. K. Galbraith,
Public Administration amd the Fublic Corporation, Address, Indion Institute
ol Public Adqmdnistrotion, Avngost 250 19681 Offielal Text, Unitod States Infor-
mation Service, New Dalhi, p, 6

B Max Weheér tracerd theze proklems io the fact thati the stondarcs of sub-
stantive ratlonallly may hot command the becezzary minbmum of cohsensus
in aociety; that the “administrators” may be swwuved by their own peraanal
pentimoents which might diffor frony those of some social groups; thad political
pressurcs of dmportant eocial groups mdghl oeee Lthem o adoept standards
fuvorable to them, and, abowe ail, thot chonges v technology ang preferences
would necessliate now ealeulations and a reallocation of the “input-mix™.
HNevertheless while Maw Waber felt that Otto Neurath's plea for calen’atlons
in kind was open to criticism, he considered his sugeestion a5 “penstrating®
and “stimulating® and did not deny that “calculation in kind* could hecome
a ratiobal fedhnigue In fact he cxpressly stated that as long as the maln-
tenanee of social minima objectively defloned without discrimination of sorne
segments of the populalion i= the statndard of calculation the substantive
approach may setually satisfy fhe criteriz of the formal optirtmam. Max Weber,
The Theory <f Soclal and Economile Organization op, cit. pp. 202—2312,
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works. The seonomy is never completely iree of such political and elhical
influences, And it is Lrue that conflicts of interests and elements of
cunreion will intrude into the political process and henee influence the
evaluation of social benefit (and social costs) and the determination of
social priofitizs, However, the fact that for many decades silicosis was
nol recognized as a social cost or that the same secial costs may be
treated differently in different socielics may indicale differences in
the disttibulion of political powcr but it doss nol refute the objective
character of social costs. Similarly, the fact that many underdeveloped
countries do not provide sn adequate system of education ot sanilation
cannot affect the objective character of the secial benefils obtainable
from “investraentzs® in the human factor. Nor can the realization that
ditferent people may place a different (subjective) value on the benefits
of sducation snd health deny the shjective chracier of the advantages
which a literate snd healthy population enjoys over an illilerate and
dizpase=ridden one.

Sacial Costs and Social Beneflts — Their Implications fur Public
Policy and Economic Development

The [oregning analysis has lefl no doubt that the principles of formal
rationality cannot define an optimwn of seelal efficiency. Oa the
contraiy, by systematically neglecling the cxtra-market phenomena of
socigl eosts and social benefits, formal rativnslity ig basically in con-
flict with and oppoaed Lo substantive ralionality. While the former may
be useful ag a seicntific fiction for the explication of the hehavior of
{he ontrepreneurial wnil engaged in business aceounting — although
cven this vsefulness has been guestioned — it differs in content from
gubstantive rationalily and henee does not provide an adequate form
for the formulation of economic policies.

It is theretore pertinent lu ask whether and how the presence of
social costs and social benefits influences the formulation of practical
policics in industrially advanced countries and what may be their
signifivance for the underdeveloped world We have already indicated
that the recognition of social cosls wnd social benefits is not simply a
matter of cmpirical reseacch but depends 1o some exfent upon the
distribution of power in society (bolh “original® and “countervailing®
power in Galbraith’s sense). The greater the spread of countervailing
power the grealer ihe likelihood that taxes and protective legislation
will be used to translate social costs into privatc costs and that
provisions will be made for public investments for the creation of spcial
benefits. Whether and which social costz and social benefits will be
taken inle aceount depends therefore upoen the pelitical structurs ol
soCiely.
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There can be no doubt that the existence of social costs gnd social
benefits calls for interference with the competitive process. Thiz inter-
ference which has the purpese of protecting suciety against socially
destructive processes aims at tranglating lbhe “wariable {or shifted)
social costs into fized “soeial overhead charge“® and by means of sub-
sidies, public investments or public enterprises, ENcourages or enforees
the produetion of social benefiis Such interfersnce does not differ
basically lrom the system of laws which regulates traffic or declares
certain metivities as unlawful if they are directed against the person
or property rights of the individual. Whether these inlcrferences with
the competilive system have actuslly gone far enough or heve gone
beyond what was necessary is & guestion which cannot be angwered
in general terms but reguire detailed case studies,

In any event much of our contemporary labor and soeial legislation
have the purpose of internalizing the social costs of production inte
entreprensurial cost accounts. It has been suggested that not only the
history of cconemic and social legislation but of economic development
in general eould be written as the history of the success or failure to
internalize the social costs of production and of the stiuggle to limit
and resolve the conflict between individual and soeigl interests®. That
is to say cconomic history and economic policies have been shaped by
precisely those aspects of economic life which economic theory in its
preoccupation with formal rationality has either neglected or ignored
altogether.

More significant, particularly in the contewt of {the economics of
srowth, iz the guestion of the relevance of sorial costs and social
roturns for the acceleration of the development process. It can hardly
be denicd that the proeess of economic growth is bound wp with
substantial social costs such as the large-scale disruption of traditional
processes of production and of old ways of lite. Indeed, many of the
clasyical cases of social costs such as the expulsion of farm workers
trom the land, the impairment of the health of women, children and of
adult laborers, the depletion and erosion of the soil, the pollution of air

1 Borrowitg and exlending the meaning af I M, Clark's concepl of overhead
pogta Bhun speaks of soclal overhead or constaats cosls with reference b
all thoza clernents of costa and benefise [or which tociety has already choset
tn asoume responsibility and apeaks of sovizl variable vosts writh reference to
those clements af costs and potential socia] beneiits which gociety permits 1o
e shiftet o to gn Unrealized. See F. H. Blum, Soclal and Econmmnic Impli-
culiome of the Fair Laber Standard Acts, Industrial Relations Research
A=sorlation, Proceedings, Cleveland, Aug. 1866, pp. 167/183.

# 1. P, Hemsel, Uher <die wirtachattliche und wirtechattepolitische Willens-
bildung und Will ensvervwdrklichung in verschiedensn Ordowngen, [n H. L Se-
raphim. (ed). Frobleme der Willersbildung und der wirtschaftspolitischen
PFhhrung. Schriften des Verelns fir Sovialpolitik, Neue Folge, Eand 18, (Berlin.
Duncker atd Humblot, 1958 p. 21




208 Willimm Eapp

and waler, the obsolescence of old skills, the easy shift of the socikl
overhead costs of labor in perinds of unemployment, the development
of city slums avose fitsl in the course of rapid goonornde sdvances in
Western Europe during the Tndustrial Revolution. Indeed, it may be
argued that the institulional arrangements which concesgled the social
costs of these early iTmovations and the absenee of legislation which
made it possible to shift these costs i third persons or to society-at=
large were largely responsible for the dyhamic characler of econornic
change during the initial stages of the Industrial Revolution. Hence,
any atternpt by social legislation to force entrepreneurs to bear ati leasl
part of thesc social ensts may have the effect of slowing down the
proress of secnomic development. In the Hght of this doctrine™ if would
appear (hat rapid economic development presUpposes the systernatic
neglect of gocial eosts; and current altempts In many underdeveloped
countries to force their productive units to inlernalize some of the
social costs of production will have the effect of slowing down the
rale of economic growth. Priwma focte this argument seems to be irre-
fuitahle. However, cloger analysls particularly of the economic effects
of social costs and social benetits on the process of economic develop-
ment reveals its limitations. In the first place, while it is true, that the
systematic neglect of social costs may make it possible to invest in
projects which could not be undertaken if the social costs had to be
internalized it iz equally true thual the social costs onoe shifted have
important adverse and cumulative Tepercussions on econoric and social
weeltare, Thus, if in thelr effort to minimize the cost of current produc-
tion farners in the underdeveloped world increase the rate of seil
depletion and erosion at a more rapid rate in for instance Adrica, Asia
snd South America; if expansion of industrial production in the growing
cliies of Asin 1s assoriated wilh the uncontrolled growth of slums and
the widespread pollulion of air and water™; i the introduction of new
industrial technigues is permilted to proceed without rogard to the
non-amortized value of older equipment in existing Frms and the
ahsolescence of older gkills; in short, if nothing is done to roinimize
thease social costs of development, private cests are bound to rise belore
long if, indoed, the whaole development process may nol ke brought to
a halt by the exhaustion of the soil, the impairment of the human factor
and the Inevitable polilical polarization which such a poliey of laissez-

% Fur a recent elaharation of this thosis see A, O, Hirschieon, The Strategy
of Foonomir Developmest, (New Haven, Yale Uniwetsity Press, 1858)
pp. B—=a%,

% The gvernge manthly fall of soot in Caleuttn iz currently estimated at
95 4ong por guare mile, Econotnle Weekly, (Bombey), 17360, Necdless to add
that practically a1l domestic and Industrial wastes in the yndetdeveloped
countries are disvherged without prior treafment inte watcrways.
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faire is bound to eniail. In addition, and mere specifically, it is an
fllugion to believe that social losses affect only fulure generations,
Destruclive farming practices and methods utilized in minimizing
eurrent costs of production in agrieulture which deplete and ervde the
soil may raise the costs of next year's erops not only on those famns
whose owners were responsible for lhe seil destruciion, bul on all
fayms in the region. Similarly, air and waler pollution affecl not only
human health but Taize {he costs of production generally. The sarmee
point can Be made in conncetion with all those practices which lead te
exhaustion of olher renewahle and non-renewsble TESDUCCRS. In short,
social costs are really not “unpaid®, if they are not avolded they have
to be paid by somebody. And their cumilative effect may aclually slow
down the development procass.

Finally, the thesis that protective legislation and the regulting inder-
nalization of social costs into private costs tends to relard the rate of
economic prowih also ignores the fact that the prevention of social
costs may be considerwbly less costly for socicty than the damages
raused by destructive pruduective practices or, for that matter, the
attempt to Tepair the losses and damages once they have occured, In
oiher words the [narginal} teal costs invelved in the prevention of air
pollution is likely to be lower than the (marginal) real costs of repairs
and additional medical care called for by the cifects of alr pollution.

The case for & more comprehensive system of social areounting and
a delermination of social priorities in underdeveloped countries is even
sironger it we consider the case of social benefits and external ecohio-
mies. One ol the charactcristics of underdeveloped countries is thelr
tradilional neglect of social overhcad capital. Investments in the human
lactor and in a variety of public institutions have been whaolly in-
adequate or non-existent and have left a heritage of serious deficiencies
in cducation, in read and transportation systems, and in public health,
ete. while available economic surpluses were used either [or artistic or
religious purpodses, monumental eonstruclions or for “leisure goods" in
Yohlen's sensc of the word. The immovating entrepreneut in under-
devcloped countries canmot hope to appropriate and internalize many
of the external ceonomies which are created by his investment decisions.
In short, while profil and capital sccounting may be formally correct
il iz substantively speaking incorrect because it cannot consider the
very real social and external benefitz of investment. The praclical
ymplications of this divergence of private and social bencfits for the
development procoss may be summmatized briefly as follows: Just as
the social costs of production are not Tegistered by the marvket direeted
ceonomy, the price mechanism fails to take account of secial banefits
and sxiernal economies. The neglect of these extra-market phenpmens

14 Selriften d, Versing L Secialpoliiik 24



210 William Eapp

disgualifies the market calenlus as an effective guwide for investmeni
decizgion. An underdeveloped economy guided exclusively by the
cornpetifive palrulus would destroy the fabrie of soriety by the cumula-
tive effects of a wariety of social cosiz and the inevitable neglect af
ggzential zocial overhead invesimenis in sush areas as education,
sanitation, defence, administration, medical care, water supply and a
host of similar public servieas. Actially no demperatic socicty can and
will tolerate this subordination of the social system to the dictates of
Tormal valionalily. The universal reaclion ol sooely io the neglect of
social eosts and socizl benefits has taken a variety of forms all of which
have had the effect of compealling the privale producers to intermalize
at least a portion of the soeial ensts and to assume partial responaibility
in the fotr of higher taxed for public investments.







ECONOMIC DEVELOPMENT IN A NEW
PERSPECTIVL:
EXISTENTIAL MINIMA
AND SUBSTANTIVE RATIONALITY

Tn his 1956 locoures delivercd at Cairo Myepar challinged the ccon-
omists ol underdeveloped countrivs to free themselves trom dhe
traditionul modes of coonomic theorzing predominant in the ad-
vanced countries, He appealed 1o the voung economistsin the under-
developued world 'Lo huve the cournge to throw away large siruciures
ol meaningless, ierelevant and somelimes blatanily inuclequale doe-
tritees and theorelical approaches and o start their thinking alresh
from a study of thelr own needs and prohlems?’,

Howewver, the achicvement of inwellectnal independence seems to
he 2w cqually paiuful process az the attainment of palitical inde-
pendence and the Jong np-hill climb to the theeshold of selfsusLain-
ing ceomomic growth, Theoredcal reconstruction DTCSUPOses o
combination ol compelence and lack of conventionality which wrc
diflicull to come by [or students of connnmics lrom underdeyveloped
counlrics, who eara their Pho1)s at one of the gruduate schoals in
a developed country, By the time he returng o bis own coupiry he
has wsually eompleicly accepted the prevailing conventional wisidun
which he pracceds 1o transmit 1 sucteeding generations of studenls.
Like most social processes the transmission of [deas and theories is
suliject o g kind o inertia or cumulative causativn which tends to
make Lhe: process of teaching and learning move in the same di-
reclivn as the original impulse. The Inevitable gap between theo-
retical structures and the world of cxpericnce may thus be widemned
until the stage i5 set for the inellectual discovery that radilional
concepts and theorles have lost their relevance. To some extenl the
current discichantment with the fate of reanotaic development in
many countries is the resule of the inadequacy of theorerical [rame-
winks o diagnose the nature of the prohlem and to prescribe ap-
propriste courses of action. Increading international and interoal

l. Guesak Mywnar, Heoavmds Theor wad Endedeveloped Hegions, Lomd on 195 ik
1101,
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fregional} dispantics of romonic development, serious shortlalls in
the fulfillment of output targets, the ‘popalation cxplosion’, mount-
ing unemployment, persistent rural and urban poverry, InCTeasimeg
inequalitics and concentration ol wealth [even in societics aiming at
2 socialisl’ pattern], Lhe halting wransformation of traditional agn-
culture, the sTowing capacity and willingness of industrial and com-
mercial clagses to corrupt public officials and, last but not least, the
delerioration of the admimdsiration of law and justice, awd the
resulting political instability—hese are some nf the symploms which
have contributerd to the growing discnchantment with ceonomic
development as a praciical task and a thuoretical problemm.

As a case in poinl we efir (o the repeated fadlures of ceonomic
plans to atlain specilically worked oul targets of vulput. With the
cxeeption of Japan where plupned targets secrn 1o hawe been o=
peatedly surpassed —a phenouenon which likowise suggosts inade-
quate analysis and prognosis—imast developing conntrics show i
pergistent record of gaps hetween plan and perfurmance. Such gaps
rijge serious questions as o the adegnacy of the caplanatery frame-
waork used lo account for, and o anticipate the futore cowrse of
cvents, The inadequacy may be doe to over-simplification ol what
are essentially cumulative processes of stagnation or growLh, ‘F'his
over-simplification is olien the result ol a deliberate oxmssion ol
relesant and strateric varviables and rclationships in the gyitem.

Explanaiory struciures which vicw mrawth and development in
torms of eeonomic variahles or relationships undor staliec assumnptions
ruther than as a provess of socio-culhimal evalution mast be regarded
as particnlarly snspect and belong to those in herited ‘meaningless,
srrelevant amd blatantly inadequate dociiines and thecretical strie-
fures’ which van he shown to be derived from the predelictons of
conventiomal éconnmic thinking and which hamper the scholar and
the plauncr in the undevdeveloped world. Muosl macro-growth
models abstract by design frow the efficts of a host of Inslituticmal
and Lechnological faciors which derermine the fibrmazion of capital
and rhe ulilization of exisring cquipment, What is more, macro-cx-
planatary fameworks Lend to divert attention from specific comple-
menlaritics and growih correlulivus between interrelated inputs and
seclars and seem to iznorve altogether faclor price relationships and
henee the prolitability of outpus and factar inpuls which, at lcast
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in markct orientated ceonomics, ate the prerequisite of invostment.
Similarly, the diseusdon of plapning eriteria which is often hased
npon static micro-ceonomic theory and particularly firme analysis
cartics with it the predelictions of inhieriled static theorizing of which
the tradirional dicholomy of *given’ ends and “givern® means is the
mirst basic and the mest misleading in its imphications.

‘The present article advances a number of positive suggesiions for
the reformulation of ceonomme thinking in the light of the particular
conditions and requircments ol Tess developed countries. Our eritical
comments will be concerned primarily with macro-growth medcls
and the truditional meaps-eody dicluslomy,

1. How Trushoorlly ave Feonomic Growth AModels ?

Feonomic growth maodels have a long history in cconomic anatysis.
i Jact their use gocs back to Quesnay and Marx, Their increasing
applicaton in the ceomomics of development aod particularly eco-
namic planming ean he traced back to efforls 1o spell out some of the
‘dynamic” implications of Keynesian macro-sconomic analysis tor
relatively short periads in advanced countrics. In harmony with
neo-classical and Keynesian thooght the problem of growiliia +iewed
as a consistency or cguilibrinm problen. Growth models of this kind
focus attention on ratcs of growth (r) {in the seose of the additional
ihcome ag a percentage of toral incoane) which are compatible with
the implications of the rate of investment (x) and the ipvestment or
capital coefficient or the ratie of cupiial 0 oalput [A), Ths war
tanted or equilibrinm rate of growth s that vate ol ncome (ar gut-
pul) increase resulting from the increase of Invesunend (and heace
of the capital stock) which gives rise o neither ap exeess nor a delici
of total demand {in relation e tolal ootpul] given the average
capital {or investment] cocfiicicnt.

A maore general formulation is advanced by Mamaranorst and
Laxar? who demonsrrate with considerable cleganee and simplicity

2, 1,0, Matrer.axoms, “Mational Treome, Tivesonent and MNaional Develop-
ment” (L0527, in Falks on Manring, Oalewra 1931, ppo 18

5, Duan Lani, Tefrodustion o Ecnomelricd, Now York 1965, p. 270, and “Th«
Output-lpvesmment Rato and Inpoc-Chalpad Avadysls®, Soomemelrice 20, April,
1961, pp. 310-324,
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that the rate of growth is the rate of net investiment tnes the average
income cnefficient of investment () which relates the income or
output to the [total) capital stock in its present physical compo-
sitton. In other words: r = & -- 8 This krmula avoids the cornmnil-
meats to Keynesian ceonomic analysis by simaply setting forth the
{tautnlogical implications of the respective definitions of

r=d XY w=4LY; g=A451

- How relevant are such models lor the analytical comprehension of
the development process and economic planning in underdeseloped
conntries? As a first approach to an answer it may be interesting 1o
confront some af the macro-econamic relationships with the cm-
pirical record of the leng-run trend of cutput, investment and capital
lormation.

Commelnting on the results of his detailed studics of ten or twelve
countries extending over several decades Kuzseis advanced the
conclusion that ‘the rather simple relations assumed in much coo-
nomic analyvsis—close associations between levels of income and the
savings proportions and between capital formation proportions and
the rate of growlh —are not confirmed by the lomg-term records®,
Whal the long-run records of ten o twelve countrics disclose are
highly variable and uncertain rates of groseth associated with diffor-
ent rates of capital tormation. According to Kuzywrs, these varia.
tions are due to the great variety notonly of nther tactors with which
the rate of capital formation was combined but also to variations of
the condilions uader which these factors were combined in the past.
Evzxets concludes that the inflluence of the omitted social and
techtiological conditions is o far reaching as o leave little of the
underlying association ro the economic variable, In shorr, ‘rapital
[ormalion does not matter as much as capital utilization. And utih-
salion depends upon a host of economic and social conditions which
somelimed permit attainment of high rates of growth with little
capilal, but at other umes impeee the growth-inducing effects of
aven larger amounts of capitald’,

4. Biaon Buenes, “Chrantitalive Aspecls of Lhe Beonoinic Grevith of Natigna:
V1. Long Term Trends in Captal Pormation Proportions’, Beasoeriic elopicht

ahed Caltnral Changs, TX, 4, T, Juby, 1951, po. BHIGE.
5, I, p. 36,
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I may be argued thatinstitutional wd Lechnological factors while
admittedly less accessible are pevertheliss neatly caught by the
income cocfficient of lvestment. This is, of course, correct. Tow-
ever, they are canght ouly in the formn of an agrrepale or dverage
relatonship which conceals, and diverts attention from, what may
he the most relevant and strategic (actors which need (o be isolated
in the study of stagnation and development in the underdeveloped
world. The income coeflicient of investment {outpul-investment
raticy covers with the blanket of an average the copositlon or
sttucture of the capital stock, the jointl character of maost inputs, the
potentislities of new techniques which necd o be wanslated into
specilic and complementary valued inputs and outputs, including
social costs and social bencfits (the su-called externalities), and above
all the institutional arrangements which have blacked b apphica-
tion of new technologies in the past and henee the isstitudonal and
sociomenliural changes which would b wecessary if the new capital
Inputs are to he used more effectively.

It would he unliir to imply that medel builders are unaware of
these omissions. In fact, 28 we have pointed our, some of these omis-
sions arc quite deliberaie and serve the prrpose of simplification or
absiraction necessary for theory construction and iolerpretation.
Nevertheless deliberaic omission and abstraction always tend to be
undertaken selectively and as such often reflect 1acic pre-analytical
or methodological commitments and distinctions wlich arc implicit
but rarcly innacent or without theorelical and practical implications.
While MaraLaxoeis stresses the empinical range of variations. of
both 2 and §in different conntries and under ditlerent [orms of eco-
nonic organization, and points out that they tend o Ductnate fram
limne to time depending upon the pattern of inveatment, he regards
1L as not improbable that their average valucs would remain Fairly
stable over a number of years, “Thus both the rate of investment {a)
and the income coellicient of investment (#) may perhaps be: treated
over a number of years us characteristic parameters ol a particular
economic system!”, Similarly Laxce points out that the national
income coefficient is not a magic number representing the produc-
uvity of eapital but is hetter understond 25 ‘an average refleeting in

G. P.C. MaHALANODIE, of.cih, o L0
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an owerall fashion the technological conditions of produclion ab-
taining in the national economy?’, That i3 1o say § viewed as an
average is regarded primarily Jor even exclusively) as a technological
datam. Now Larce adds immediately (hat the compositon of Lhis
average can be choscn by changing the composition of investment
in such a way that 3 becomes as great as posiible thereby assuring a
higher rate of growth, given the rate of Investment {x] compatible
with the maintenanee of a given standard of cansumption®, This is
precisely the point. The rate of investment and the ineome cosllicient
are averages and may he treated a5 characteristic parameters of a
particular ceoneomic svstom; however, they are subject w change,
The problem of ceonomic development is to increase savings and
investmcnts [capital formation) by channeling disposable surpluses
into prowinctive activities, and to raise 3 hy selecting the appropriate
capital structure, by identifving the essential complemenlary inpuls,
by taking account of social costs and social benelits amd by intro-
ducing and implementing such institutional changes which may
affect positively the offective utilization of the capital stock. In short
the crox of the development process consists in increasing the rate
eif investment and in raising the income coefficient of investment or,
at least to minimize its decline?, As soon ag the prollem is viewed in
this fashion it would become relevant and necessary lor ceonomisls
to turn theiv attention 1o the study ol all those component factors
which influence the ratios « and # and o identify the truly siralegic
factore which have kept and tend to keep the coellicients al Lheir
traditional stagnation levels,

7. Chwecaw Lawew, “The Culpul Toveslocol Bato aod lopul-Ooipol Analy-
wig’, ap. it 311,

B feid, p 324,

4 Durimgr the inilial slages of reonomic developraent the ondaot ineestment:
valio may aetmally e foreed down doe ta heavy capital reoguirerenes, long periods
of gratation of many intcroal depravciocul (ociad oveebead) projecls, For ao
alaberation of adlicoty, posiine oo Ui asts of Koesers' data, o gensral endency
of droressiug warginal capital coellicient: (declining @ durdeg the so-called
thresbiold stage of economae dewelonment see ROT. Broeaswre, f"The Theesheld
ol Ecomormic Corowth”, Rrkfor, XV, 1962, pp, 728, cap, ppa26-28, For an earlicr
development of thin bypothesiz ece H, | Broror, *Coutlemporary Theorizing oo
Fronomic Growll®, in B F, HoseLTrE, Thecries of Feenonei Grosett, Tlinods 1960,
P 277 264,
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Macro-cconomic maodels do not preehlde such inguirics: on the
contrary, theysugpest them and requice an identification of the actuzl
compueenis of the growth determining coeficients—compaonents
which conld be influcnced in the desired direction snd wonld s
bring abeout a dynamic transformation of sociery and the strociure of
the cconcmy. 1L i3 at this poinl that conventional distinctions be-
tween ceonomic and non-cconamic variables as well as rraditional
predelictions for the study of the coonmny under slatic eonditions
have Lended to act as pre-analyiical sereens. For Use factors whick
have kupt the rate of suvings, capital Lormation and investment, and
the income eoetlicient of investments in nnderdeveluped conntries at
thet Lruditional stagmation levels may be precisely huse which eco-
notnic theory normally classifies as eildur non-economic or 45 constant
lor purpescs of (keuretical analvais. As far as the rale nf invesimenl
i cuncerned a dynamie and disagrrepative analysis would haye 1o
focas on those institutional and buman (i.e, qualitative) factors
which are keeping the rate of capital formation at their teaclitonl
eadeguate levels, The key questions would seemn to be: what
accounts for the widespread frustration of savings and investment
and what preveuls entive societies rom developing an awarenssstt
ol techmically feasible and economically worthwhile investment
apportumities? Which institytional reforms and investments in sociul
ovethead would be required in order to bring lorth highcr savings
and investmenl rates ! As far as the incomic coellicient of investments
13 concerned (he Investigation must obyioushy theus on the ATETequi-
sitey of effcciive capital ntilization and the choice ol an “inpuat mix’
i partienlar sectors und for the ecanomy 25 a whol which conld lead
o an increase of its general productivity. Here aguin institutions]
and qualitative clements play a mejor role ag, lor instance, ellective
public administration, implementation of public policics, law en-
[orcement, praper maintenance wd repair of exigtine capital equip-
uient, improvements in the quality ol the human Gcler and increase
ol labor productlvity {throngh beller cdieation and teaining, more
rational wark habils und work diseiplines, proper concern for Lime

10, O counse, even full avareness of such opporlunidies is only a noressary bt
not a zullivient prereguisile for investmen, Pur even the awaicoess ol pessible

prolits need v nersssanily lead to action s luag a= thr: 5o called prafit mativ: iz
experienced only as 2 gemeval wish acd is nol matched by adetermination toaciion.
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schedules) and fmprovement in managemenl. Fonally i not morc
imporlant in connection with # is the realization that income ool
ficients of any economy and particularly of the underdeveloped
cronoty depend upon the identificalion of itanortant input cormple-
mentatitics and the removal of specific botlenceks, the provigion of
soial capital and its maintenance as a public imetion and a fuller
utilizalivn of cxisting capacitivs. One of the reasons far the slow rate
of cconomic growih in many underdevelopad countries is the lack
of pwarencss of the widesprvead exisienes of considera ble UPPOriuni-
Lies for inproving the rate ol utilization of ex tling and newly fnvesied
capital. The tendency 1o consider § as constant has the ecffect of
diverting the economist’s attention [rm these inportanl opport -
tics for higher rates of growlh at relatively small addilional invest-
mIcnis.

Although macro-cennamiec prowth models have had @ lon £ history
it economic analysis, it is anly recenlly thal they have boon advo-
cated and used as a basis [or coomamic projections and caleulations
of comsisiency conditions in the formulation of development plans
in underdeveloped counudes. It is this wse of the abatract rmodel
consiructed for aualytical purposes ag 4 guide to form ulate practical
policies and plans which raiscs the question as to their teustworthis
s, Even an developed countries where statistica] data are com-
paratively reliable? and where an institutional environment exists
that is [avorable 1 grovth, macro-economic models oTer na TR
tee against serious errors o furceasting, In underdeselaped counldes
where statistical messurements are inadequale and notoricusly an-
reliable the use of madels tends 1o vver-simplify the development
process and to mislead the plunmer [ the choice of economic polivics.
In their concentration on a few relationships of aggrewmires, models
offer no help in solving the key problem of the growth process:
namely the identificarion ol the speeific investumnents and institgional
reforms which ase required in nrder to break into the crmulative
process of cennotmie stagnation aud to bricee aboul sustained eco-
numie growth and development. While macro-cconomic gruwth
models achieve a degree of quaniilication, mathemarical eXpodition
and analytical rigor which iz wugue in the social seirnces, these

11 Sae, huverwrer OsEaw Morozxsenm, On tite Avenrecy af Foonomde Ohreraativny,
Prineeton 1967, cop. eha. |, 2. 14 and 15,
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achivvements ave purchased at the price of'a serions boss of pragriatic
relevance for the theorctical analyvsis of the growth process as well as
for the delermination of eriteria of decision making in connection
with the formularion of developrent policies.

IL. Fhe Fulse Dichofumy of Ends and Means

We are now turning w one of the most lundamental assumplions
ol ceonomic analysis: the dicholomy of ends and means™ Micro-
econamic analysis and eguilibrivm theovies tend to consteus rationad
aclion 43 a decision concerned with the allocation of ‘miven’ (searce)
mearns to “given’ ends ordered in accordancs with a given preforence
scale. Far purposes ol aualysis, ends and means tgoals and resources)
arc treated as separate, distine and essentially independent of each
other. This distinction of cnds amd means is, of course, a simplifica-
uon which serves the purpose of thoory consloaetion in aceondance
wills the general schemata of allacation which characterizes all static
analysis. While this conceptual distinetion between ‘Eiven' nieans
and ‘grven” euds doubtless simplilics the problem of choice and allo-
cation, in etlect it tends to over-simplify 1lie problem to the point of
ohscuring rather than illuminating Lhe esseniial clements of ratiomal
deasion making. An animal may be said 1w have oiven “engs’ of
everoverTuling importance fromt which it cannot or does not depart.
The behavior of 4 compulsive neurotin may ulso be construned as an
allocation of ‘sivery” meuns to feompulsively] fized ends—dined so
o sprak independently of acually or potentially availahle means.
Also, the dichotomy ol ‘given’ ends and ‘given’ means brars acerLan
resemblance to the sitvation of a tnginess Grm with a grven, um-
changing, and easily determinable or neasurable end such as the
maximization of fts monctary net retorns with | npuls and oulpuats
valucd i terus of the sume monctary denomina tarts,

12, Chomaam Myrnat wis one ol Lhe Hese CLULLIIS T T sulyect thiz dicho-
lomny to & critical analysic; sor "Foels and Means in Palitical Lcomoce!, o Firfie
i Socdal Lhwary, cdited by Parm Sumeersrs, Lunden 1658, PP 20W6-2350; zre also
Dant Swnwprew, ibid, pp. X XL XXV,

L. The vesemblanc: is superficial only inasmuoch as prolil meximiFaiion
need nar b (ke ooly o even the crecrruling given uljective pursied by Business
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But this is a unigue and highly simplified and mechanical model
af decision making which docs oot adeguately represent the specifi-
cally human capacity of raiional chnice, The larter reats upon man's
unique and, as eompared o animals, supetor alility of ahsiract
thought which ¢nables him ro cope crealively with a changing
crvirmment. This capacily is based upon thus fact that individual
‘ends’ nr social goals sre ncither fived mor ‘given” as in the case of
antiids or compulsive neurotics. Thus himan belvior is nat ade-
qualely represented by the simple and mechanical scheme of adjust-
Ing meats to given ends, What man brings to the world of aclion
and chnice are net ready-niude ends or goals but peneral uspirations
and inclinatinms which have their vriginin the physiological stric i ure
of the brmun organism and his socic-cultural envirmment. " hese
aspirations and inclinatans are so to g peak the taw materials out of
which human goals and values are shaped. Tn the actnal process of
decision making goals ure pot pre-exisiing bot mav be said 10 he
contmnowsly emerging. Ihey are progressively specificd in the coutse
of a confrontation of alterputive possibilities with available means.
It 35 trne ends may besome routinized and aggnme Lhe character of
habiis and cusrams particulirly under static social and cultural con.
ditions. However, the truly important ends and particularly mon-
routinized objectives require an exploration of passible alternalives
and a judgment us to their conscquences in the light of available
means. That 15 1o say, far [rom being wiven or fised beforchand or
independent of 1he Means, judgments s (o the aim, the kind and the
direciion of action required arc Lthemselves in neeel of and subject to
an exploration in the light of possible allernatives of their anticipated
tomsequences awd the alternative ensts of thuir realizaion, o the
course ol Lhis explaration new inclinalions will [requemly be dis-
covered and the level of aspiraticns may be modified. In other words,
the ratinnal act may be said 1o transforia into spoeeific objeclives what
areat Oest merely geveral inclinacons and wspirations. Lhis s equally
ifnot even wore true dor secial decisions, Without exploring alterna-
tives and adjustioyg levels ofaspiraiions i the light ol available s
Or eosts 10 is not possible to specily ends and to determine which of

aud arcounting calvulalinne, For o snvement swmmary of alternative theories
ol the Crm sce R M. Cvent and Joln Maker A Boluodoral Thevry o iz Eirm,
Englewood [N 1963,
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rivesr can be vezsnmahly parsned. Tn shorr, neither individnal ends
T sociil gnals can be tormmlater] independently of an exploration
of the means available for their satisfaction. Henee, ends and means
must be considerad to he typically intereelated and the determina-
tion as to which goals are to be sclected and pursued is an inteeral
purt of the process of ratienal cheice and rational conduet. The in-
uppropriatcness of the traditional theary of ratianal eeonomin be-
iavior for the formulation of cviteria of rational choice stems from
the specifically human intelligence swhich by adapring encs to means
and means to ends makes possible the emergenee of rational be-
havior.

Lt will br: useful to examine the avigin and the implications of the
false dichntomy of ends and means. As early as 1922, Jons ey
pt'.nintr.d out that the pracedure followed by economic theory was
modelled on the pattern of a business or accounting calenlation
where the cnd (uch as maximum net profit) iz typically taken for
grantee] and rarvely subject to cliscussiondt, L contrast to these simple
buviness caleulations Dewey made it clear that alf crucial decision
msiking inclnded invariably an explorvarion of the nhjectives mirsnerd
hoth as far as their content ang their implication for action were
concerned. More recenthy Ko H, Parsows objscted 1o che notion of
given enels by painting out that ‘the technical name for positions
takcn and withheld feam examination is peejudice’ and that the
agsumprion of given ends leads eventually 1o the idea that * Vends™
the miding eohceprions in conduct—camot really he studied ar
that thev shonld be handed down authorivatively1®”, "I'hiz is the case,
for examiple, when it is argued that not anly individual ends must be
respected as ulimate data but that social objeclives must be treated
by coonomic theary as given and (thal economic analvsis is concerncl
ombywiith the explication of the conditions of optimality in the adapra-
tinm of means to these "miven’ (aocial and private) encds. *riven” ends
in the senze of given social objectives in this case assume all the
characteristics of ‘ordained” values not unlike the ‘revealed” valnes

15 Jors Trenemy, Hinon Nature end Cuonabeet, Mew Yook 1930, po2 15,

13 k H. Yarsows, "The Value TProblem an Ageicaliural Poliwey’, m E.CK
HEapy el ol {eals. ), Aprfeadtoenel Adiustmend Problzme de o Crowing B, Aaics
[(Towea) 1950, p 297,

16 fhid., . 250,
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of traditiomal and medieval thought which also held that the world
of action needs to be iwganized aromnd valyes presented Lo manking
a3 dogmas rather thun ag propositions subject o examination and
moclification in the Light of cvidenee caneerning cheir comsequrnces! .
Furthermore, by considering ends including social objectives as siven,
any investigaton into the factars swhich m ay play a role in the emor
gence of individual ends and sociul goals hecomes superllucus and
is indued cifectively blacked. Ag i result, group or power conllicts
and their significance in connection with the formulation of sociul
objectives disannear altogether [rom economic analysis, Indeed Lhe
dichotomy of given cnds und given means ‘solves’ the problem of
conflicl and power in decision taking simply by Agsuming it away,
We must thus conclude tliat the Leneleney of treating ends as given
and independemly ol the means available and irrespuctive of alterna-
tive pussibililics is far foom being simply an inmacent heardstic and
analytical device designed to fbcus altention on furms of rational
behavior eoncerned with the adaptation of scaree resources to enm-
peting ends, By confining the seope ol eoomomies 1o the study of Lhe
lorms which the adaptation of fEwen Meuns o ginen cnds may 1ake
and by limiting economic analysis to the explication of the Sorms’
of such adaptation we do in ellect hlock the way for a syscemadic
cunsideration of precisely those prssible altematives which the ra-
tiomal mind is capable af exploting and from which it selects what
is pragmatically the mast wortksehile comrse of action. Pare coo-
nemics, by fllowine to it logical conclusions its positivisiic prede-
lictions for the amalysis of wrtifictally closed systerns of given ends
and given means misses and, mdeed, teads to misconstrme the D=
Lunity of tramsfirring the status ges  alilurvewhich is problematical
enough in a developed ceonomy bul which, wader conditions of
cumnlative stagnalion deprives the st analyrical framewaork of
much if nod all pragmatic relevance as a guide to the elaboration
of criterda for the Wransformation and modernization of lraditions]
CCONOmics,

While: the Lilse dichatainy of given ends and Sived means severely
lirnits the usefnlness of the tracivdonal theary of economic hehavior
there are other fealures of the theory which restriet its Pragmatic
relevanee for purposes of public policy muking. ‘Uhus, in order 1o be

17. Fhid., p. 296.
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ahle to deline the conditions of optimality, the theory further postu-
lates that the decision maker operates under condilions ul complete
rranspatency of the situation. That iz to say, the decision malker is
represented as buing able to anlicipuate the specific costs and outcomes
of the courte of action chosen. In short, he knows conditons or
elasticitics ol supply and demand and the terns ol substitution. By
halanciug marginal inerentents of costs with marginul increments of
valued outcomes the pute theory of cennormic behuvior uchicves a
degree ol determinacy in the theoretical representation of cheicn and
optimality which 15, from beginning to end, wholly and deliberately
fictitious!®,

Never belore have such [ar-reaching cognitive and computational
capacities beenattributed to man. Indeed these capacities presuppose
an omnipotenee and prescience which theologians have atoributed
anly 1o God™, By postulaliug ends and means as given, by HSRITING
complete information and complete transparency of the conditions
of incrementul costs and oulcomes, by restricting uncertalnty to
probability distributions and caleulations whick, il ever actually
carried oul, would require an coormons mental eflort on the part of
the decision maker quite apart from the fact that they would be
costly and time consuming—ihe pure theory then operates with
cssentially Gmeless adjusttnents of “means’ and ‘ends’ which are
identiiied as conditions of equilibrium and optimality beyond any
historical spuce and time. Indeed, the adjustment and the position
of perfeet equilibrium and eptimalicy which emerges assumcs the
character of un “coonomic pirwana®” which dillers [rom the nirwana
of oriental religions only by (he Gt that it can be deseobed and
defined malwmatically.

Needless tor add that the theory of econamic behavior has heen
criticized ever since it took shape from the merger of the hedonistic-

8. More recently the problem ol uncertainty and randem events in the
veal world sl the firtare response ol olher decision makers seerns Lo be rendered
innucuoos Ly assuming that these evenits und responsss Lave a probatility distri-
bution which thus replaces older concepts of uncerlaiuly ance thought to be jvpes
ducible avd cuinlitatively indcterminale and indetcrminable, H.A, Smwor,
Afadels of Mun, NewYork 1957, p 208,

16k i, p. 3.

200 Bruawy Cnase, The Proger Shedy of Mankind, NewYork 1943, p. 199,
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utilitarian calculus and pec-classcal value Ueoes, W the theory of
ecomomnic rationality survives its cxritics this iz due to the tact that its
hasiz premises are derived nar from any empivical ahservations of
human hehavior hut essentially fbom Intraspection which enabled
the theorist to discount all empirical evidence to the conirary. Rasi-
cally these premises and the relaled posiulates ol the dichotomy of
ends and means as well as e asswnplion ol ualenited cognitive and
computational capacities of the decision maker are the methodo-
lagical prevequisites of the neo-classical eqguilibrium approach to
economic analysiz, "Lhis approach—i. e, the search far levels of equi-
librinm—would encounter unsurmountable difliculties il such im-
portant elements ol acuon and decizgion making as ends and means
had to e viewed as interde perdent and variable aod in a process of
continueous adjustment and change and i the elvious limirs of the
cognitive and computational capacities of the decision maker were
taken into account, In other words, itz sale (o sav that ic is not the
problem of rational choice which has shaped the mode of analysis
bt the methodology of equililbrium analvsis which has molded the
neo-classcal theory of econcrnic behavior and the correspoading
concepts of rationality and eptimality®L,

Mo wonder, therefore, that the attempt to construct a theory of
rational economic behavior and choice without relerence to eppirical
nhservations appears 1o have many of the characterisiics of an ex-
plaration of imagined condivions whers ideal not o say ulopian
solutions are oflered to [lediious problems withoul empivical counler-
part or pracrical relevance. In other words, the theoretical model of
eeonoric rationality and choice and the criteria ol oplimality derived
theretram can harcdly be expected 1o be appropriate and truglworthy
for the formuladons of judgments as io the kind and direction of ra-
tinnal action in general and o the formolation of rational develop-
ment podicies 1o paridcular, That is Lo sav, e model cannol Bope (o
yicldl relevant criteria of action becanse it over-aimplilles and distorts
the problems of rational decigion making, To usge critetia of chojce
derived from such a madel rons the rigk ol'ignoring genuine sources

1. This 15 well expressed by the admittedly dopmatic but nevertheless ilhrmi-
natng dictum that “unless behaoins ia mechanically reconstroecible, brohavior =
not ratinnal’. Eeeseann Fron, Hodomistie CalouTus as Seen from a ThHslanee’,

Woelttetichagftliches Avchis, Bl 91, Hedt L1983, o EAK
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ofeconnmizing which derive fromn precisely those aspects of the aciual
giluation from which the model Lends to abstract. Tor, the Gacl of Lhe
matter is that ends are not gven’ buat are dependent wpon means;
that the relationship between cods and means is not a rme-way sireet
but is reciprocal and that, in other words, the economic problem
consists wot in adjnsting gizer meand (o gigen ends but in & mutual
adaptation ol ends and means in a continuous process of exploration
which incluces a search [ allerpative possibilitics including new
technologies and Institutional adjusimenrs,

Moreover, as we shall endeavor 1o show, ‘utility” cumirary (o Lhe
presuppositions of ntlity theory—can be given a hiph degree of
nbjective measurability and mterpersonal comparability in (crms
0f Lhe lueic of *existential minima’ as criteria of actnal policy making,
In short, we believe that the raditonal theory of coomoraic behavioe
and rational choice can provide us only with eriteria of a limited and
fetitious ratipnality which, cven af the decision maker possessed Lhe
eognitulive and computational capacilies postnlated, would still Lall
far short ol what is feasible and cconomically worthwhile, That s
to say, we believe that the traditional inlerpretation of ceonomic
behavior and radonality has reached an impasse becanse il can be
shown Lo be withont substantive meaniog as far as the formolation
of eriteria of rational action is concerned, Tt has exhansted itscllin a
firtile: attempt to separate the formn of rationality from its substunce;
the latter can be theorcfically reprosenled and interpreted only by
going bevond the traditional boundaries of pure econemic analysis,
Such reconstruction will hawe o take account of the specilically
human inlelligerce which permits the attainment of 4 substantve
coonomic ratonality which the traditional theory has been unable
tir visualize, Such reconstruction will have to explore the posslalilics
of nhjectifing and gquantifying the criteria ol utility and social wel-
fare if, indeed, these terms will sl be considered sufficiently wseful
to b retadned. It will have to roopen Lhe gquestion of the relationship
of cronomics and equity not only with respect to distributon bur
particulatly in the determinstion of the sncial goals of production
and public investment; it will have (o restudy the role of saenee,
rescarch amd technolagy and thelr relation 0 “economizing” and
ritinmal action ; il will have to relate the problem of coomomizing nol
“only o technological bur also o inglilutional change. In short, the
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reconstriction will have to take account aof Kevewrs” admaonition that
“the fistyre depends upon ourwillingness to entrust to sclence matters
which are properly the concern of science??,

IfL. Criteria of Substantive Rattonality

The impasse of the treditional theory of coonomie behavior which
tends to obseure the process of rational deedsion making calls [or the
cluboration of a body of knowledge which is capable of illuminating
the nature and requirements of the rutional sulution of the substantive
problems faced by e developing nations, To make a gl atiempt
in this dircction 15 the: purpose of this section, While we shall Tocus
attention on poliey making with particular relerence (o the situation
of leas developed countries the diseussion, nevertheless, 18 kepl sul-
ficienty general to be relevant for the analysis of rational decision
making by cither the individual, the proup or the poblic policy
makor®, What is the nature amd whal are the requircments of the
ratiomal act when homan intelliponce s not ed o hvpotletical
piven ends and means bt s frec to explore and sclect endg in the
light of available or newly discovered meuns and altermative possi-
balities?

Any attenmipt to reconstoect the theory of rational action has (o
take account of the incvitably fragmentary knowlodge vpon which
dretzioms are nsnally based due to the Gt that rundom events may
intertere with the outeome and that the antcipated resolis may be
thwarted also by unanticipated responses, or lack of responses, by
other decision makers®®. OF course, the degree of uncertainty which
surronnds the ouncome of decisions varies depending, for instance,

23 T Kuewwes, ‘Toonomie Possibilities of our Crandohildren®, o Brgps dn
Persyeian, 1932, p 373,

235, 'There may be significant differonees here which a new theory af ratienal
avlion sy have (o Gabe oo aecouot. Thoes will alzo be differences beoween
decizion makimg converned with vital und sew silastions and preblems of a minor
or roLtine character.

2. The articipated vosults of an wrgation progect depend upon e aciog]
e of the new supphy of water by the cultivators. The lateer may or oy ol make
wse ol e e osporlucites depcuding upon 2 Bast of cireomatanees which need
nal be diseussed bere,
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ou institutional arrangewents and henoe can he seduced. The basic
[act remains, however, that many crucial decisions snd choices most
necessarily be luken wilh fragmentary knowlodge. As such they
relain clements of an act of faith ar expectation which can T Justi-
lied only in a hypothetical und probabilistic fashivn in the sense that
whit is believed to be known in the light of the available information
is likely to hold in the fulure®, For these reasons one of Lhe pre-
requisites of rational action will akwavs be to reduee such necriainty
to a mininmun. To this elfec some (o of anticipation of e conrse
af cvents under alternalive hypotheses must always be an integral
ppart of rational deeision making. ln practice such a simulated prog-
nesis of the sequence of events in the realm of social and economie
decision making calls lor a scientific researeh efTor dest gned Lo pro-
vide the: necessary information. Ohnly in the lght of such rscarch
will it be possible to selece the *right’ goals and to determine the
right’ corse of action,

Of course, what kind of knawledge is required for the simulated
or hypothelical prognosis of the sequence of everty, the seleonon ol
goals and e determivalion of the *right’ enirse of action will difler
depending npon the plysical and institutonal environment and the
neture ofthe technology aviilable or under considerations. Tor, these
elements will determineg Lhe range ol the necesaary inputg, the nature
ol the activildes and the know-haw required, and the inztmtional
rearrangements called for by the boplementation of any decision
or plan. However, one thing is cerlain: the guality of any plan af
acton depends upon the degree to which the information used in the
simulated prognosis is able to anticipate carrectly the actual course
of cvenrs. For this reason, lack of information, or for that matler,
tnadequate or wrong information about relalivnships and sequences
of cvents ag well as possible responses Lo the Plan mav be just as faal
Lu its implementation as unhbridled ucsswork, wishtnl thnnking and
[apiasy, However, this docs not mean that the sclection of ends 2l
appropriate courses of action requires the cognitve and com pruila-
vl capaciiics currently attributed o the ralional man in ceonomic

2% lIn this respect Lhe rational act and ceanomnin Plaming have ouch in
cattinon with decisiona of militaee siwategy, (b curcdun of diglomacy auad polivics
in general. Ohod iy aspect of socinl action o K, Traoomacn, dmerfean Disdomary g
Enersent Patlernr, New York 1952 ppo 715,
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theory. Selections of ends and choiees are after all not made in a
social or technological vacuum but rather within a constellation
over which we have but lmited control. Indeed, not only in inter-
national relations bul ln all felds of dedsion making the ground on
which we stand is never wholly of our pwn choosing®h.

Neoww it is precisely the {act thal the inttis] situation which calls for
action is not of our own choosing bat is, so to speak, imposed upon
the decision maker which will provide in many instances the firs,
chaes and eriteria of rational choice and action. This i3 particalarly
evident in all cascs where the situation borders on an cmergency such
as inlermal or external insecurily, 2 population explosion, an im-
pending famine, threatening foods, or droughts, or the outbreak of
an cpidemic. But even wnder more normal condicions the inilial
situation provides indicaton of chelce and sugecsts at least the
general direction of action. This s particularly clear in the greal
number of cases in which the siivation is marked by deficiencies of
varioussorts, and where bottlenecks and shortupres prevent the attain-
ment of higher levels of satislhction. In these cases individual and
suclal decisions are concernecd with remedial action. It is important
to cmphasize that such remedial action takes the form of & move
ezeay from lls™ rather than desvard known objectives?™. Such remedial
action normally aims al an increpenlal improvement which can be
mwewsured by emiteria which are inplicitin the nature of the deficiency
which is wnder consideration®, For this reason the first prevequisite
of any rational action is (o agcertain the “fucts” of the sitnation, i, e, to
clarify the extent of the exisung deficiencies, to study their qualila-
tve and guantitative consequences by extrapolating proballe [uture
developments and ellects, and Lo anslate such estimates into specific
targets. Rational decision making in these instances calls for 2 can-
sideration of alternative possibilitics in the light ot alternative costs.

MG feaf., pp.laf.

7. 4.0 Fiesaman and G, B, Lvorreod, *Econummic Development Bescarch
and Developrent Policy Makioe: Some Converging Views', Mobostor ! Scfames,
Koo 2, Vol 7, 1862, p5.216,

28, Thai Js Lo say the meaning of ‘improvement’ as (he meaning of 'more’ oz
feze” ean be derived from the meaning of the deliciency or the *amonnt’ wnder
consideralion; e O Aveea, The Tleory of Bromemnic Progress, Mew York 1062,
pp. VYT Torcwmnrd (962,
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Lhat is to say Lthe actual decision making includes (he scarch and the
choice of the goal that is 1o be pursued rather thap the ample adjust-
ment of means to ‘given’ or chosen fixed ends. This is particulatly
relevant in underdeveloped countries where widespread deficiencies 4
and bottlenecks play a major role. 'he raditiona) theory of economic
hehavior and chodce fails 1o do justice Lo these sityations. Aclequately
interpreted the ‘sitwation’ prosvides the decision muker with two
kinds of factual information: the nalure, extent and possible conse-
quences of the deficiency (the bottleneck or any olher form of in-
adequacy or ‘Ul'), and at least a suggestion of the Lechnical means
required t0 remove the deficicney either Ancrementally’ or fully. Tt
18 our contention that substantive and pragmatic critedia of rational
decision making can be detived from an analysis of the nature and
extent of the deficioney and an evaluation of the costs of the tools nr
techniques called for to improve the situation. L%
Orgumized socicty has devived cperational and rolatively work-
able criteria of action and choice from a direct appraisal of the de-
ficiencics of the situation evaluated in torms of standarels derived
trom what may be called aocial minima in the sense of existentisl
human needs and social requirements. While it is true thar deficien-
cles do not speak for thewselves they are nevertheless highly sug-
gestive of saclal necds and the eourses of action to be: [ollowed.
Objectively interproted they may even provide standards and criteria
nf the necessary scale and udeqguacy of cortain public works and
public services designed to ruise the level of satisfacton of individual
or social needa, . 14
We belicve that reasonalle and workable criteria of rational ae-
won, socizl choice and socdal evalnation can be established econg-
mists were willing to explore resalutely the possibility of & roeon-
struction of their discipline along the Hoes of an objectification of the
content of individual needs and social welfare i (erms of existential
socisl minima. Reeent advances in our scientific knowledge have
brought such a reconstruction within our reach, We possess the
quantitative and testahle information which would cnable us (o give
empiricisl contenl to the concept of an exdstential minimum of basic
hutan needs and social wolfare which, when neglected and per-
mutled to remain unsatisfied, tend to impaic human health and
ellicicney and may cven endanger Luman survival, For cxumple
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artistions in the rates ofmorbidity and mortality between developed

and underdeveloped countrics are clearly attributable to such de-
ficiencics®, Iar from boing o new discovery existential minima in
the sense of basic mindmum levels of satslaction of essential haman
needs have long plaved a role in the sodial allocation of vesourees and
socia] choiee. Their significance has been neglected and lost sight of
eraly under the impact of the doeminance of the price system. More
recently, bowever, and particularly as a result of the growing Ter-
apnition of ‘market failores’ reflected 1o various social eosts and the
neglort of potential social benefits, social minima are again being
recognized and arc likely to play an increasing role in the formulation
of ceonamic policies and development programs,

Needless t0 add that exastential minima depend upon the physi-
cal environment, the size of the sociul product per capita, the state
of technology, and the state of our knewledge. Hences they dao not
anly ciffer from culture to culture but will have 1o he modified in
the light of new facts and formerly unrecognized consoqucnecs.
In the field of nuerition, for instaoece, such Guels as climale, sex, age,
working activity, ete. must be considersd in the formulation of cx-
iglential minima. All this cun be done aod 13 being dane in the light
ol guantitative and empincally venfied and veriliable data. borial
minitma can be defined and distinguished [rom levels of non-essential,
secoudary or even oxoess consumption in terms ol scientific dara
which command the coneensng of nompedenl schiolacs®™,

Thus maxiraam tederable levels of air and water pollution, mini-
mum slandards of public health and prevenlive medicine, medical
care and education are increasingly nsed Lo counteract the failures of
markels (o secure at least minimum adequate levcls of protection or
salisfuclion 1o these ficlds. A similar objectification ol the content of
individual and social weelfare can be achivved with respect 1o a wide
varicly ol human needs with a comsiderable degree of precision.
Standards ol nutrition are doubtless at the head of the Tist tor sich a
possibile application of the prinaple of cxastential minima. Cthers
may b concerncd with a varicty of seclul needs and internal im-

2%, Franoold PEREOTE, Feindiinhe Sordrtens, Staetgare 1961, 5050 5465,

31, See, for instance R L. MEIER, Soience q@id Deagoriic Denelafmrenl: New Pal-
ferms 5 Living, Mow York 1956, pp. 131 170, Maiwrr Soutokrr R, Agriselyral Policy.
Mew York 1954, ppe 36 57, Framgows Peukous, epueil, p325 1005 531 533,
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provvements which arc recciving allenlion ool only in ander-
cdeveloped countries ax “soeis] overhead' capital ur ‘infrastruetore
investments' which some ceomomists had endeavored, unsiceess-
fully, to introduce tnto the body of econermic analysis?,

By ascertaiming the *facts’ of the situation .o by measuring the
extent of the delicleneios thromgh estimaies ol the propordon of the
populaticn who bives below cxisrential ininios, and by clarifying
the consequences of such deficiencies scientific rescarvch not only
indicates the exislenee and the extent of the gup but clarifies the
eomseruences of social action or inaction therchy prosading us with
criteria of judgnent s to the kind and dirceton of wotion.

MNoris it dillicull cither in principle or io practice to translace such
gaps and deliciencies into speetfic quantilative rgets of ourput for
specific goods and servioes could be projecied into the future, In
fact it is one of the characteristics of caleulalions in terms of social
minima that they provide comparatively reliable data for aggreprare
prajections of approximate fiutare vequitements. Espeially if com-
bined with reliable population growth rates, existential minima per-
mit at a glance the caleulation of emerging requirements and defi-
cicncies, Io the lighl ofsuch data it would becore possible to clarify
and establish lenlalive priorities and prepare the ground for the
nreessary balanced cxpansion in accordance with minimmm ade-
quate conzumplion levels.

31, Fur asummary of some of Lhese earlier attempts in voems of such concepity
is public works and inapproprieble wilivies sec K, Wieoian Kave, “Social Cnaees
und Bocial Benclis’, in Hinde Cuftere, Teamnlc Decefoprent aml Evnomis Manning
i Tudiz, Bombay 1969, ep, pol?0 Tn some respects these coneepts provide a1
clearer and less ambigions natien than the over-mterprored concept of exlermal
COOLOMieE, SAMLLLSON'S conecpt of public amd eolleotive goos anc AT TR
voncern witke the “dependency ellect” anmd the ‘scavvation’ of the public sectar Hice-
wiie contain clem cnl of prammatic criteria of social choive and sulstandye ration-
ality. Whether thess crlleria ace sufficiont to cownteract the long standing neglhect
of the qualitalive aspects of prochietion aud <istrbution @ subject fo doubin, o
nomics a8 & sacinl scienne can only benelid i1l remains sensitive 10 the readization
that th pood ik, pareienlarly in alluent soeietics, wdll de pesel ncreasingty on
Lhe enhuncement of the gquaelitative aspeces of civilladion, “The *Grear Society™
it a place whers men are more eoncerned with the quality of their goals Cian the
ruantity af their goods’. From President Johoson®s Commeneemen, Sddress il
the: Tabverzity of Michigan (May 4] ; quoted from Time, May 29, 1964, p. 12,
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Of course, there will be deficiencies in more than one proup of
individual and social necds all of which make demands on available
ressurces. Henece there will be scarcity and confliclinginterests which
will have to be resolved in a process of deliberation and choice, and
Lhe establishment of priondes. Just as individusls arc faced with the
task of harmonizing or ordening competing wanis in view of the
limited means availuble, sodcty is faced with a variety of eompeting
neels as well as with conflicts of interests among ils members over
the relative imporianee of such needs and the use or allocation of
scarce resonrces, Lhe solution of these condlicls and the establishment
of'a workable concensus as to prierities must be cunsidercd as cssential
elements of rational decision making. The melbod of incremental
improvoment in the level of satisfaction of existential minima in
dillerent fields ollkrs al least in principle an opportanity for the
sstablishment of a reasonable concensus hoth as to priorities and the
ume sequence of action to be followed, The lact that the apreement
takes the form of compromise ar a congemnsus on actual individual or
group redquirements makes the decision, socially or politically speal-
ing, workable and gives it a pragmatic ratonalivy which @ merely
formal rationality cannot claim®. Emerging deficiencics calenlaterd
in:terms of existential minima or objective wellfare criteria provide
the decision maker with pragmatic goals or the general direction for
ircremental improvements in allocation and cutput. While the ex-
ploration and identification of emerging deliciencics arc cssential
preroquizites lor ralional development programs they are, at best,
only general indicalors or the point of departure for the decisinn
miaking process, For it still necessary 1o (ranslale gencral goals and
oljectives into spocilic plans and detailed project desigma, Their
claboration calls for the same fAexibilivy which must guide the prag-
matic cxploration of ends and means (© which we have referred
carlicr, The [acl thal “ends’ and ‘means’ are not idiven bt need o be
discovered and, in fact, cmerge only i Lhe light of an inqniry inta
alternative possibilitics means, ahove all, that the clabaration of

oo A2 Mo would it be eocreet to believe (that the solntion of conflicts aboul ends
riosl mecessarily proeecds e delermination of partealar policies, *Todivichals
ullen agzee on pelicics whoen Lhey canuot agree an cuds’, . B, Linoscoom, “Tin-
bergen on Policy Making', Fowsel of Palitiod Feoomy, Yol LXVI, No 6, De-
enmoer 18953, p, 5ad,
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rativmal plans and projest desizns Teguires o crealive exercise in
socio-ceonomic innovaldon very much along Scluunpeieriun lines.
That is tosay the elaboration of a development program or a particu-
lar project marst include a sutvey of opporfimities for new wavs of
doing things-i.e. af new technologics (new tools, new techniques,
new input patterns, new products and the corresponding human
activitics invelved] including even the new instilutional arrange-
ments made neccssary by the nature and the mernal logic of the
new technologics woder consideration, In fact, the significance of
these fuasibility surveys cainol be over-emphasizad ; they are indegral
parls of any ratiemal decision muaking, particnlarly al the project
making level. Such surveys muest cstablish in considerable detail the
technical and institutional interdependencics and implications of
aliernative plans. LThey must specify the whole range of ‘input’
requirements which are necessary to achieve the desired resulls (or
culpuls) in s socially adequate and coomomiral manner. T short,
[zagibility studies are the ceux of the whole planning ellort, They
are the prerequisites of any substantve rationality and a precon-
dilton [or the ‘success” ol the plan.

The nature and scope of such feasibilicy srudies will differ [rom
case to case depending upon the natore of the problem and the die-
ficiencies imvolved ; that i w say the cvaliation and determination
ol Lhe physical, econamic and institutional feasibility of a given pro-
Jeelincludes necessarily the selection of the rechnaology as well us the
choice of institutional and wdministrative arrangements needed to
implement the project al reasonable levels of teclical and coo-
normic efficiency. For the choice of the technology implies a series of
more ot less inflexible and hence complementary technical inter-
dependencics of inpots which must be reflected in the investment
Plan. This is perhaps less evident as long as the plan is concerned
with relatively simple tools and techniques although the gencral
principle that technologies have their specific inpul- aodsocio-insti-
tulional implications applies even to pro<industrial or pre-scientific
technologics. However, as soon as we are concerned will technol-
ogles which are based upon modern science the relerant production
funcuon {if the concept is aull approprate] hecomes indimitely more
complex (both quantitatively and qualitatively) and more compre-
hensive than the traditional function. For techuologies based npon
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modern science call as a rule lor a considerable varety of comple-
mentary inputs [extending both backward and forward) and for
relatively soplisticaled sorlk patterns, rational attimdes and comi-
Lives capacities a8 wull as speeific institutionsl aorangements, Thus,
wheress traditional rice farming under piven soil and climatic con-
ditions makes wse of tools and rechuigues which employ primarily
land and lahor, rice cultivation based upon madern scieuce calls for
#n inpat padiern which would nclude improved and specifically
developed vavieties of rice (by hvbridizalion); for planting in wc-
cordance with scicnlifically proven slandards, the proper use of
lortilizers, adecuale watering and prolective practices (e, g, weding
wnd insect contrell all of swhich transfbrms the nature ol Fuming
from a traditional coutine to a science-conscions activity™, Indeed,
any omission or deviation in (e patern of required inputs may
defrat the successful application of the new technolagy in the project
arew. This i3 merely anether was ol savingr that the seleclion of the
technology provides the project planner with a series o addidonal
indicators and objectives which simplily his task by indicaling the
complementary lechmcal pattorn of fuputs (conventional aud non-
conventianalj that is called for by (ke wchnolopy, Planning Lech-
niques and lormal criteri which do pot Lake aceonnt of these impli-
catioms of modern lechnology make a mockery of rational deciston
making. For they abstract from what ure probahly the ey pre-
regquisites of the process of econaniic growth and development. Ta
treat institulions as given faces ar “constrains’ understood s binding
‘objcerives’ which must be “honored” in the Trmulation ol devidop-
ment programs is likely to lead to the fustrution of the new lechool-
oy and the fhiline of rhe plan. W eome mstitutional changes are not
feasible palitically, it wonld be beller to postpone the intreducton
of the new technology rather than waste scarce resources by com-
miting them Lo projects which are bound to remain echnically an-
workable or (o uperate far below (heir potential efficiency. Political
problems are ol solviad but only postponed ov shifted 1o another
level by invesunents in nnwarkable projects —unworkable (hat is
Lecanse the planncr failed to anticipate the technical inpoi inter-

34, Vor a Laeid aceount of current rescarch ander wity In South-Fas Asia see
Tiwe Fnfernabivnal Rice Revenrsh Tositute Beperr, 1955, IRRT, Tos Bafios, Lixgruma,
Thilippines,
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dependencies of the new tachnology and because sociely is incapable
or unwilhng to bring about the necessary crealve nstilutional acd-
Justiment. All thisisin apen cantrast to traditional developren plan-
ning and project designg which [requenty lail 1o take inle account
the full implications of madern technology and which aceepl institu-
tiems as ‘constraints’. Indeed such development plapming needs Lo
be reminded of Tnosstein Vespex's bitter dictwm about  the
trivmph of imbecile institutions over lite and culiure®,

£, Sumonery and Cunelesions

The present use of macro-economic rrowlhk models and ihe appl-
cation of the traditional theory of ralional behavior in the analysis
an] formulation al’ eeonommic developmenl programs scems to huve
reached an impasse. This impasgsse is the resalt of the traditional
modes ol economic thinking predominant in seme of the advanced
countries. Boopooic heoriaang hus becomne the vicim of a posigvistic
and essenttally static methodology which tends Lo misconstrue the
problem of ‘econemizing’ as a forowal problem thal calls only for the
explication of the forees af allocaling ‘piven’ means to “given’ cnds in
an optimal manner, 11 iz this mode o thinking which tends to over-
simplifiy and Lo distort the problern and to mislead the analyst.
Consequently, the criteria derived from the theory have remained
largely irrelevant and untrustworlly a3 guidas wo Lhe cationad selution
of practical problems faced by the policy maker, While these crileria
seemn to he superficially appropriate as a mmework of analvas for
the explanation ol the beluvior of the firm {as long as makimization
of net relurna is in lact Lhe only objective, and social benefits play no
roled they lonse their relevance for policy making ander the much
more complex condilions of cumulalive stagnation which ane con-
stantly threatening the developroent process. In these cirenmstanoes
chaice and decision making are not Ued Lo hypolbetically piven ends
and given means. Indeed, under any cireunmstances human intelli-

M. ‘Hisbory reconds more frecoent and more spectacular instances of the
trinmph of imbecile inzeit tians coecr Lif and coliee: o of peoples sho bave ..
saved thomeelves alive oul of & desperately precardves Institutional situation..
[ Trromsreme Venonw, The festirct of Workmanihss, New¥ork 1914, p 2535
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pence can achieve s Woe polenlialities only iFiexplores and adjusts
ends to available or newly discovered meansg and if it devotes itself
to the search of alternative technological, economic and institutional
pogsibilities, ‘Thiz search lor allernative possibililies calls for an
ingquiry inwe the Tacs’ ol the silualion or, in ather words, the defi-
cienciea which need 1o be overcome, In the course of such an inguiry
Lhe raticaal mind demtifies and modilies, by anlicipation i afsfoci
‘i.e. Invpatherically) the implications of alternative courses of action
and their relative costa and selects those possibilicies which seem to
be relatively rost desirable and workable considering their averall
benelitz and ratal costs, Search lor alternative posgibilities, prognosis
ol alternative courses of aclion and social decision making are thus
intervelated processss in the course of wlich the clwice of ends and
the formulation of “right’ action {policies) are progressively specified
on the basis of comprehensive feasibility surveys. The more complex
the situarion ane the mare advanced the technology reguired the
rare important it is e be guided by the internal logic of the tech-
nalegy., For this reason leasibilicy siudics of an interdiaciplinary
characier become the cros aud imdeed e preveguisite of the rational
act. Such feasibility studies serve the purpose of making explicit the
tull implications of the new technology and of weighing their conse-
guences for necessary changes in social and institucional arrange-
ments without, however, uncritically succumbing 1o a ftechnoeratic’
surrender of human valuea we lechpical consiraimta, 1L goes without
saveing thal such surveys must be conducled In accondance wilth the
principles of a scientific investigation. Furthermore while itiz possible
to draw a conceprual distinction betweet the putely technical and
the so-called economic efliciency {understood in lertns of pafued
inpuls and sedwed outpuls] in practics the line belween the two will
olien be blurred and cerlainly ool sy casily determinable as it
appears i kormal ecopone analvsls,

Any policy aiming at incremental improvements of the level of
satisfaction of irreducible human peeds will have Lo be based upon a
definition of existential minima ag basic norm2 ol the pragmatic
raticnality to be pursued in the use and allocalion ol resources. Such
exatental minima have the aim and effect ol objectilying the content
ol individual and social wellare, The crileria of elliciency and opti-
mality and the evaluation of the performance ol an econoimny are
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therehy radieally changed. In contrast with the purely formal clefini-
ion of economic etfficicney or aptimality in an allocation ol ‘given’®
means Lo ‘given’ ends under the fictilions condilians of transparcucy
and computabilicy of benelits and costs [evalualed in matker temng),
existential tinima measure the cxtent to which actual gratification
of human needs falls shorl of norms the relevance of which can be
ascertained copivically and objeetively, Far frow discounting cmpiri-
cal evidence existential minima are derived [rom such evidence and
rernain open to the seicntilic test. For this reason also they are subjecl
(o mudification in the light of nesy knowledge. 1o addition to provid-
ing a relinble Lusis for fature projeetions of hmnan needs and require-
mmenits, sociul minima yield new and objectivecri teria fior the measure-
ment of growih and development as well as the over-all social elli-
ciency in the performance of parlicular ceonomie syslens. Instead
of measuring growth and performance in lerms of aggregates as
nalivial ontput per capita or even income and capital coetfirients—
all of which are measurements derived from categories inside the
ceanamy —social minima would perrut us to measurc the economic
putformance in terms of objecrilied nonms al human welfare and
salisfaction. It wonld become possible for the analyst aud Lhe planner
ro measmre selual achivvernents in terms of the actual removal of
shorlages and deficiencies, or, more conerclely, in terms of the
number {or Lhe percentage) of the population who have reached the
existential minimum level of satisfaction of basgic human needs and
requirements. Not only the gap which separales the underdeveloped
from the developed world hut significant viriations in the perform-
ance of different forms of economic organization could thus be
ascerlained with a considerahly ercater degree of accuracy than
current national income data permit.

Unlike: the utility concept of fonmal equilibrium analysis which
is mot designed 10 raise the question of how Lar human needs and
requirements are actually satisfied, existensial minima would make
the level and cxient of actual satisfaclion of human necds the point
of departure of economic analysis. For sacial minima arc related 1o
man’s requireinents as an individual as well as a member ol society.
Ay we have shown, they Lave their origin and derive their content
from individual human needs. 1'his gensirivity Lo and concern with
actual human needs distinguishes the concept of an existential
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tauimnm of essential human necds from the utility concept of firmal
amalysis. Tnlike the latler, social minima diflerentiate betwoen what
are basic irrcducible peeds and what is non-essential—a distincition
which s of particular sighilicance in nnderdeveloped countrics but
daes not bse its importance in ‘adlacnt’ societies, 1eis in (s distine-
tion ruther than i the physiological character of empincally cstab-
lished norms that we sec the human ovicntation of 4 concept of
cxistential minima, In short the cssential feature of social mindma is
the fact that they would place unsatisfied individual aeeds and soeial
requiternents into the center of ceomomic analysis. It is this re-
sponsivencss to unsatishied essential needs and requircments which
dislingrnishes the pragmalic-social rationality from the formal and
linited rationality of the market place. U'he concept of rationality
thereby assumes a new and comprehensive weaniog which would
provide a humane [owndaiion to cconomic analysis which rraditional
utility und current wellite coonomies do not possess.

The practical implications of such reconstruction of economiic
atalysswould bedar-reaching Notonlywould it intreduce pragmalic
criterin of basic equity into the allocation of means and the disiei-
bution of curputs and thereby connteract the wastefnl allocarion of
resourees for ostentatious and cercmonial purposes which rends o
delay, if not to defeat, the develnpment process in many underdevel-
vped conntries today. It would also give substantive content La the
concept of rationality and new meaning 1o the objeetives of econamic
development, Perhaps it is not oversaptimistic to expect that sueli an
approach to the economics of the underdeveloped world might break
through the preseut apathy and disenchanunent with the pace of
economic developrnent and enbist the participation and the creative
potentialities af large masses of people in (hese new nations, The nesw
ralivnality concepl would alse be in hannony with the democratic
principles, rights and responsibilitics which many of these countrivs
are claiming to adhere to or to aim al.

Finally, the systematic exploration of wehnical, ecnnomic and
institucivmal alternalives and the nse of existential minima as wel-
tare criteria would also have the effect ol giving a reasonable degree
ol quantitative precision to what has ollen rather ambiguously been
referred to as the need for a bwadening of cennomic scieuce ino
an integrated discipline of social economics whose basic concepts,
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measurements and eriteria would be of universal relevance for all
forms ol economic organization. Among the key concepts of such a
discipline would he the comeept of social system and man - not Ao
evomosics wha, despite all his fietitions cognilive and computational
capacilies, is nevertheless confimed to piven means and given ends—
but man who, with his specifically human intellizence is capable
of wsing reason and sclence for the wxploration of goals and as a
basis for judgments as to the kind and divection of action to be
Tollowed,

Hrookirn Calfege (City Dntversidy K. Wirniam EAPp
af Neww Yark ) and Fnititate of
Feanopiic Deselapment and Research

Lniversity of the Philippines [ Ihlinan )

STUMMAKRY

‘I'he article guestions the relevance and leuslworthiness of macro-economic
growih ruodcls, the inhrericed theary of rational aclion and particularly the diche-
tomy of given means and given ends, for the mlerparlalion and planning of the
development process In Leaditional soeirtics marked by curulative slamhAation,
I 'he contimued ase ol these Lhearelical stractares may, in tact, be one o the reasons
for the reeurrence ol serious gaps Lolweoe plan wod perfemance and
currenl disenchantment with the slos rale of growth in many underdereleped
coantriss.

As a posilive contribuidon ta the problema wneder discossion (ke author sug-
gests chat econpnisls may od i1 oseful o develrp proonatie indicatlors of in-
cremiental imarovemnents which could be derived from an objeciivivation ol
conboid of Sacifare® ia termas of so-colled cxislentizl minima representing oai-
ruz acleguiste levels of saszisfaction of essenlial Bumsan needs, Combined with the
wwe of such indicators waold have ro be the seacch oy allercative goals and possi-
bilitiey brr mecans of echuical, instirstional and econooie eazililily studics which
rrst be consicdered e coux of the planful act particularly o wndeed el e
cuwntrics eodeavaring to ntreducs fechoelgizs bascd vpon medemn soience.
The wit esuch indicators tefleccing sxistent’al minima would have the effect of
making covnomic theorizing more responsive W human peeds and provide the
disripline with new criteria for the evalyation of the substantive rationality of
clecision making und of diTerent formns of cogmomic arganizalion.
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IZUEAMMENTASIUNDEG

Tier worlicgende Artikel soll xur Amadvse wod Plaowny von Bovwicklungsprozes-
st in Ldndern mit kamnlativer Stagnation beitragen. Zu diesein Sweck wnter-
suchl der Auior dic Pedoutong und Toverlissighelt makvobkonomiseber Waels-
tumesmmodelle, die herkdmmliche Thonrie des rationalen TTandelns wnd o beson-
deren die Dichoiomie zwischen geocbenen bMitecn und Ficlen, Dass Tlane und
Wirklichkeit olt auseinanderldalien oud pescovdicls o viclen untcrentwiccelen
Landrern BnttEnachung iiber dic niedopen Wiachstumsralan hevrsche, kann mit
der slandigen Verwending dicser machr thearetischen 3odelle sozammenhingen,

e Okenomen zalltea sicl Aeshalk darom bemithen, neue Waclstoos-
indikatoren su enlwickeln, Dicse Lndikatoren kinnten dadureh gewonnen wer-
den, dass man Wolds andssiererongeu co den Exislcozminima — die ala kicima
der hinrcichenden Defriedipung elementorer menschilichar Bodiifisse definiore
sind - in Berichung reter. Fagleich mizaten mit Hills von Londersuchungen fiher
die lechnuschen, insticutionellon and wirtschaftlichen Mighchhellen cinander
asschlisssende Ziels und Entwicklingsmoplichkeiten mfeeesigt weden; darin
Biegt diberhaupl das Grudgroblem wotcrentwickelter Tander, dis sich um die
Tinfithning moderner Technologien bernGben, Dic Verwendung von anf den
Existenzminima berobenden Wachztumsindikaturen wirde die édkanomische
Theatie mehe z2n diz renschlichen Bediidndsee anlshnen und dalei gleichmeiriz
der Wissenachalt noue Bowertungskrivonen fiiv die Rationalilal von Enlschei-
dungen und andeten Formen wirtsehafilicher Altivitdn lefern.

BESUME

Ol article contribue & Panalyse ot & 1a placifieation de procédds de dévelappe-
ment dans des paye avec une stagnation eumrolative. Poor eette raison, Faoteor
analvue Pimportance el I véracité de mocléles de crofssanon wm acro-dennim iy,
la theorie traditionedle de Pactiog raliennelle el e partionlics la dichotemie enmre
les moyena dannds ot les buts donnds, L'emplol continuel ds ovs modeles theéo-
rigues peat cn Talt, Btre une dez canscs de la contradiction enlre le plaus e la
réalile vl la décention actuclle dans heawcrip de pays sons-developpés ao sajel
ces b de croisgance [aibles.

L évomornisles devraient done s'cfforeer & désclopper G4 aacres indicatens de
la crojssance. Crux-cl pourreient e dérivés dus sugmentations do hicn-ftre
atcinds jpar des amdliorations compardes au minimar Qlexisiance, qui seprdaome-
Leradl la savisfaction Elémentairs des bezoms bupwins essenticls, Booméme tem)s
il Baurdrait rechercher bes buts ot possildlivés de développement condradicloiees &
Iaide Pétndes {echnigques, insticutionnclles ot dconomigues; car ce sonc L les
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problémes principany dos pays sous-développds voulant introduire des Lecho-
logies modernss, Lleruplod o indicatons de crobssance s basznd sur le minimmir
d'existenee rapprochernt la théoric deeromigue aioe besolny farmsing cr fonemi-
rail & Ja snicnne éoonomigque de nouveaux crithros pour Pévaluation de la ratio-
nalilé des désizinns o A anrey formes de Pactivied Soonomigques.
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ﬁnalysis of Veblen smﬂ Ais Followsrs.
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Hature of ihe Problem: American Ingtitutionalism has sometimes been criticized

as an vimium gatherup of unconnected ideas and doctrines with hardly any claim to

logiesl consistency and selentifie rigor. It is accused of providing at best an

impressiond sti c- deseription of en ever dmunging economic enviromment. The pro-

;nseﬂ. research pmject tair,es iBB‘ll-E.- with thig view on American Institutiana.lism.
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It is true Ameﬂca.n institutionalistz have not achieved a minim:.m ﬂegree of systema-
tizatlon which is the strength of an established pchool. Institutionalism has
alvays remained a relatively open system of thought that has incorporated and assimi
lated into itz own framework such elements of classicism as seemed to be relevant
and fruitful for the snalysis of particular problems. IT American institutionalism

is 83il) not fully rer:ngniz.eﬂ. as a distmc:t a.pproa.uh to the furmlation of ques-
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tions and the ordering of 111Eﬂ.5, as well azs a get of doctrines with an American
e mieibs e

birth cortificate, this 18 due o the fact that ite founders were preoccupied with
the practical applications of their theories and, moreover, were more or less &15-
interested In eny systemetizstion. Thelr pregmatic attitudes have been inherited
by meny contemporary institutionalists. The contioued fallure to systematize is
one of the mejor wesknesses of American institutionalism and a challenge tomymze whe

heliev&s in its assential fruit-fulneﬂs for the analysis of cmrhmpnmr:r emnnm:i.c

e E 3 L A

" 2 it ot iy AT
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The purgﬂse amf; scope of my project may be described as an attempt to systematize
1

:Lnstitutiﬂna'l. analysis. From the wealth of institional writings I intend to

s e

A=

bring t-::gether those ideas and theories which can be shown to be logically related.
In areas which have been meglectad by institutionalist thought, 1 shall apply

their aporoach in an analysiz of contemporary economle problems.
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3 51) With this end in view I intend to demonstrate that Americen Institutionalists,
influenced az they were by Peirea's and I}wu,; s prommatism,

.*‘ ert from an cegentially common -uiew r of 'bhe economic pruc:ess. They dFas & CONION

# st
E"- #‘E% A T A T R S o L i e B e e forabiHr R A e T

S, f method of ordering ideas snd of famul&ting questions. They suggeet that all ecos
nomic relstions have important institutlionsl components, and thet sclentific in-

R
1 5 !  guiry in economics.icslls for more than o study of price _nmil. mket t phenomena. They
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do not take social institutioms, including legal arrsngementes or the distributicon
of originel snd countervailing power, for granted but consider them s active and
changing factors in the economic process. They insist that the number of relevant
varisbles in most econcmic relationships is far greater than is usually assumed
and they lock with suspleion upon models of extreme simplicity and rigor. They
feel that gimplified linear construects are not able tc tske adequate account of
the cumletive interdependencies which connect ecomomic and non-economic variables.

Thqrmnsider gconomics as an enpirical sclence which must come forward with gener-
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elizgtions thﬂt are sub.ject tn verifications or refutation.
o
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Institutiﬂnalists have devoted considerable attention to the snalysies of eco-
pomic growth, the functioning of the ecoromic order es a vhole, and its structural

changes. Veblen advenced the elements of a distinct theory of economic growth and i

b L e

dmlnpmen‘t which emphe.s:.zad 'l:.he fact that all smietiea have g dispﬂa-ahle si.u'xrlus 1
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and tha.t ‘t.hﬂ :mte nf grmrl:.h ﬂepenﬂ.s largely upnn institutional faetors which deter-!
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mine the uze 'I:n whinh sut:h surplus ia put in different snciet:l.es. In the analysis
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ﬂf 'l:.he ﬁ;nerican mixﬂd ammmy,speuial enphasis is placed on the e-:-rporatiﬁn as the

T i

master institution which serves as the mobilizer of the nation's disposable surplus.
The study of the corporste structure end of corporate finance assumes therefore

central importence and is logically connected with such key problems as the cumi-

s

lat:lw cheractar of 511 f:red_it tmsactiﬂna, the threat of a recurrent inflation
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of all monetary values, the :problem uf J.nirta.'hilit}* gnd the various remedies by

i R Cmirnn Bt

which buginess enterprises peck t.n ﬂ.vert 't.he recurrent threat to thelr earning




American Institutionalism (Cont.) Fe

copacities and capitalizations. PFor this reason, institutionalists heve always
placed the problem of economic instabllit:,r in the cenfer of their analytical

*‘1-1‘-\&%1--\_ AT S LT o R, =

preoccupations.

o  Instituticnalistse have stressed the uocial or callective nature of all humen
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+ public sector calls for more than one theoretical fraemework. Acmr&ingly insti- [5
i
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action. They have developed tools for the analysis of in&uatﬂal relatiuus anﬂ
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collective bargaining. Without rejecting the relevence of the thenry of relative

L

prices for the analysis of the competitive sector, institutionsliste have ad-

vanced a theary of "ﬁ.dmi.niﬁtema" prices, wages and profits which is at the same

i wha Rt o s s AP

time a theory of ° aﬂminiaterea“ digtribtution and points to serious "tuilt-in"

inflationary pressures in the contemporary mixed economy. The interpretetion of

B et it '}
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this r;ﬂ_:-:eﬂ _economy with suqh Leterugennus émnnmic stn‘mture as those represented

gy, "f—:' e s R ey gy b T
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by the mm;:-etitive sector, the secta::r r:-f mnﬂentrated‘. _private husinr.as anﬂ the
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tutionalists haye adwvanced theories of eampetit},v‘é prices, of aﬂminis%ared prices
and of publice Fpnicing. All institutionaliste have ghown considerable interest

in the formulation of theories of individual and perticularly of conmumers'
behavior and have stressed the need to interpret such behovior as sublect, at
least in part, to direction by producers or sellers. They have shown considerable
ingenulty in taking account of "nonrational" actlon, i.e., action without refer-
ence 0 clear economic objectives,or without awsreness of tiue i:l::uaim.Jr or without
glose caleulation of expected gaing. Institutlonalists have made far-reaching
contributions to the theory and practice of national accounts and national ine

M i AT e N
l_i?_l?ﬂ statigtics.

: ;:hp;ﬂ';}:;;w;r;as in which American institutlonsliests heve made few, if eny
contributions, as for instance in the amalysis of foreipn trade and public epend-
ing, a systematic topical exposition may have to zo beyond the work of Veblem and
hie contemporary followers and =pply the ipstitutionsl approach to the issues

reiced.
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The methods and procedures of the proposed research project are determined by
1ts basic aim: To systematize the contribution of American Ingstiutionalist
thought. The project dees not call for any field study or quantitative investiga-
tion. It requires a comprehensive assessment of the work of American Ingtitution-
a1ists. From a wealth of specialized studies and monographs, I propose to select
thoge generalizations which are most characteristic of institutionslist =snaiysis
and most relevant for the interpretation of contemporary economic probleoms, and
which can be shown to be logically interrelated. This procedure raises several
questions. First, there is the fact thst we camnnot expect unanimity among insti-
tutionslists on all problems under discussion. How ave we to deal with disagree-
ment and dissension among American institutionsligts? Second, there are Eurcpean
predecessors and contenporaries such as Max Weber, G. Myxdel, Franfois Perroux
and others. How fer can one ignom. theix work in a study of this kind? Third,
jngtitutionsliem has felt the influence of classicism and neo-classiciem. Can
this process of assimilation be neglected? To overlock differences of opinion
in mny school would do violence to the obvious fact that no school of social
thought is 1likely to be entirely free af aissénsinn and dipogreement. To ignore
the work of Eurcpean predecessors and contemporaries would run counter to ihe fact
that idess do not respect netionsl boundavies egpecielly vhere traditions are held
tn common. To neglect influences from classiciem or neo-classicism would be
egquivalent to deny the fact that intellectusl assimilation is contimous. These
are open questions which can Find their solution only through & judicious end bal-
anced exposition of the material.

Relation to exieting studies: The research vroject is baeed upon the work of

American Tnstitutionaliste such as Thoretein. Veblen, J. R. Commons, W. C. Mitchell
W.H. Hapilton, A.F. Purns,

J. M. (laxk end their contemporary followers such as.G. C. Means, A. A. Berle and
others. It will draw also upon the work of such hisgtorians of American economic
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thought as Joseph Dorfman, A. G. Gruchy, Paul Homan, A. L. Barris, M. G. White
and others. I mm not aware of eny previous sbtempt to systematize the work of
American institutiomalist thought.

Sucesss in an umiertaking of this sort will depend upon the extent to which
it fmproves ‘netitutionaliet thought. To make explicit the systemetic character
and logical connections between the various perts of American institutionalist
thought would perfect this branch of our knowledge

by giving it greaber cla:'it;r, greater ateurgey gnd m&ter mmprehenaivemss.

L .
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More tha.n this, the proposed study would set forth the Etrength of a body of

_emnmie thwghtwhinh ha.a parbicula.r relevance in those rield.s of analgsia which
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are still open +theuretica1 ispues in n-..w &iscipline such as the gquestion of

e T i

EEL e T R e el g

externsl {sm:ial] costs and external {social)} econcmics, private wants and public
purposes, publie investment eriterie snd the issuee raised by the econcmic devel-
opment of countrigs with institutional arrangements which differ substantially
from those found in the West. Finally, by showing the egaential fruitfulneas

of the mch neglected specifically Ameriecan contribution to economic analysls

the study would exert a belancing effect on the prevailing trend toward formal
analysis in terms of forma l constructs without reference to any soclel space
and time. Inscfar as we succed in systemetizing Amerdcan institutionaliet
thought, our stuly mey cerry conviction to other megbers of the profession end
represent a challenge to rejuvenate and broeden the scope of modern econcmic
anelysis.

Precent stete of project: It is difficult to say with precision how much

of the baeic research remaing to be done. I have studied American Institutional-
ism for more then ten years, particulsrly in comnection with the teaching of
s graduste course devoted exclusively to this subject and my more recent work

in the Pield of economic development and institutional change. My studies
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related to comparstive systems and collaberation in an interdepartmental gradusate
seminer devoted to methodology in the socisl sclences, also has drawm upon the
contributions of Americsh institutionsliste. I estimate that a relesse for one
year from teaching snd sdministretive duties st Brocklyn College would ensble

me to advance the actusl writing of the mapuscript. 1 hope o be shle to publish

the study within a period of three yeors.
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