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ABSTRACT

Social thinkers frequently remind us that peopttedin their views on what constitutes personal
well-being, but that even when they don't diffeeyt disagree over the extent to which one persaglls
being can be permitted to be traded off againsthemn's. By offering an account of the developmént o
development economics, | show in this paper tharafessional debates on social policy, economists
speak or write as though they agree on valuesifiat dn their reading of facts. A number of etBisi
have concluded from this near-exclusive interefdts that modern economics must be an ethicairdes
It is shown here that modern economics is builhmad ethical foundations, capably of being redwased
special cases to the various ethical theoriesateaturrently on offer. Ethics has taken a back isea
modern economics not because contemporary ecomsoansiwedded to a "value free" enterprise, but

because the ethical foundations of the subject w@mstructed over five decades ago.
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Prologue

Social thinkers frequently remind us that peopittedin their views on what constitutes personal
well-being, but that even when they don't diffaeyt disagree over the extent to which one persagils
being can be permitted to be traded off againsthemns. They point out that some people are corcern
mostly about inequalities in income and wealth,levbthers worry more about inequalities in the asce
to housing and education (broadly, "life chancew/jle still others deplore inequalities in what
economists call "opportunity sets" (e.g., humampaddities” - Section 2.2). They say that even ¢hatio
believe income and wealth are the surest deterrnsrdpersonal well-being disagree over the exient
which inequalities in their distribution among p&oare defendable. Social thinkers tell us thaitipal
differences are to be traced to differences in [@®ponceptions of personal and social well-beilig.
are given to understand that peopdgticsdiffer.!

But if you use this reading of matters to interp@ttemporary economic debates, you would face
a puzzleProfessional discussions on some of the most &ignifissues facing Humanity today are so
framed that they provoke debates over facts, nloegaMore strikingly, economists speak or write as
though they agree on values but differ on theidieg of facts The debates | have in mind are not only
about contingent facts, but also about the pathwlags characterise social, political, and ecoldgica
systems - what one could call "deep" facts. Buy e rarely about values. It is almost as thoungh t
protagonists are embarrassed to air their val@esuse to do so would be to state the obviousantls
grand at the same time. | have yet to read an @sicndocument which doesn't regard as given that
involuntary unemployment should be reduced whergw&extensive, or that destitution should beiag
of the past, or that it would be horrible if thanrdorests were to disappear. But there are many
disagreements about the most effective ways toceethvoluntary unemployment, destitution, and the
extinction rates of rain forests. Disagreementauaiite magnitude of involuntary unemployment in a
country or region, or the extent of destitutiortaday's world, or the rate at which the rain faese
disappearing, are also a commonplace. Similarg/pften violent confrontations we see periodicatty
television over "globalization" look as though tree prompted by the question whether the progess,
the form it has taken shape in recent decadesfitsemest people or whether it hurts a substantimhber
of the poorest of the por.

m,

It has been shown by philosophers that "facts™'sallies" are entangled. Even the "models” we

construct to make sense of the world round usatgfior judgments of what's important and whatas

1 Within economics, among the most prominemtositions of this view include Robbins (1932),
Samuelson (1947), Graaff (1962), and Joan Robi(s®®4). Within political theory, see Barry (1965).

2 For contrasting opinions on the question,3tiglitz (2002) and pretty nearly any recent isstithe
weekly magazinelhe Economist



Such judgments are in part influenced by one'segadund personal interests (Putham, 2002). Butahey
influenced by many other things besides (e.g.dtwre to try out an idea or technique just "fae¥).
Which is why the entanglement can be a source stimiierstanding. Someone who is concerned
specifically about the factual aspects of a phemmmecould be thought by others to be making or
promoting strong assumptions about value. Sopibssible to overlook that even when values determi

or play a major role in determining - the questisoieone is interested in, the answers they atiden't
necessarily involve value judgments; nor that resmhs of factual questions necessarily settleghos
normative questions with which they are entandgidctourse, it may be that deep down those econsmist
who, say, worry about the way Humanity treats Naturd those who regard markets and politics to work
well enough to protect and promote Natdeoehold different values, but filter their perceptsoof the way
the world works through their distinctive ethicateptors - all too often, perhaps, through theirape
interests. But even if they cloak their ethicafati#énces or private interests by arguing abous facis the
factual character of the issues they argue abalisatihe point | am making hete.

The near-exclusive engagement over facts on thteopavorking economists has led public
intellectuals to conclude that modern economicstrbesan ethical desert. A few years ago the late Si
Bernard Williams read a paper at the British Acagemwhich he attacked economists for inferring
human well-being from the choices people actualiken| don't know who had advised Williams on what
economists actually write, but he was evidentlywara of a huge empirical literature on valuatio.(e
placing a value on environmental resources) thas gar beyond what he imagined it dées.

Such misconceptions have been fuelled by my otohétj Amartya Sen, who, in a pair of books
that have been much noted by ethicists, presertiatican at best be called a crude caricature oemod
economics (Sen, 1987, 1999). Among other things,($887) wrote, "... it is precisely (the) narrogin
of the broad (Adam) Smithian view of human beimgsnodern economics, that can be seen as one of the
major deficiencies of modern economic theory. Timgoverishment is closely related to the distancing
of economics from ethics". Sen concluded with ageokation as general as could be, one nobody could
but warm to, that economics and ethics have mudbatm from each other. But in the social sciences,
general conclusions that appear to be incontrdaertind have a warm glow about them are the most

suspect. Moreover, Sen didn't point out to the gmeader, nor did Williams appear to apprecititat

® Ehrlich and Ehrlich (1996) offer an illumiiraj account of how expert scientific findings ariéfully
ignored, even distorted, when they prove awkwargrieate interests. The authors cite contemporary
debates on global warming (in particular, its aoplagenic causes) and the depletion of biologicardity
as examples.

* See, for example, Freeman (1993). | perspf@lind the accusation ironic, because | had plibdis
a treatise only a few years earlier, on destituiod well-being, where well-being was given a wider
interpretation than one based exclusively on "rexdepreference”, which is what Williams was attagki
See Dasgupta (1993). | go into these matters imtgreletail in Sections 2 and 3.
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the short-cuts social scientists resort to arau@rfted by the scope of the problem they happer to b
studying.

Consider the following questions, which are repméstéve of the kinds asked of economists:

(1) The traffic on a highway is heavy, causing geld@ here is a proposal to enlarge the road.
Should it be accepted, should highway chargesthmimced instead, or should the public transpatesy
be extended?

(2) The State in a poor country has for some dechden subsidizing the use of the country's
natural-resource base. Should it continue to ddsdwuild the subsidies be enlarged, or should teey b
reduced?

(3) There are plans among international bodiestp rebuild a poor country, which has been
racked by civil strife and corrupt government. Weladuld the mix of government engagement, private
enterprise, and civic involvement be?

There is a clear sense in which reasoned resptms$les successive questions would be more
elaborate, more hesitant, requiring greater seitgitb life's nuances. For example, it can be adythat
people's preferences inferred from choices theyeroakr the use of public and private transportraads
and rail are a reasonable basis for a respon$e tirst question on the list. (How else would wew
what the traffic will bear?) Even if it weren't @ety reasonable, | don't believe that Aristotldjose
writings are regarded by moral philosophers asahehstone of speculations on the ethical lifeJabelp
to decide how else one should go about advising tehdo. Aristotle (for that matter, Adam Smiths@)
does have useful things to say on the third queshiot only as a prelude. In Sections 4-5 | shat #s
matters stand today, substantive responses tquitreea good dose of modern economics, with all its
technicalities. | show also that they require irdiidn involvement with anthropology, ecology,
demography, epidemiology, psychology, and the tirtrind political sciences. Ethics, on the ottaerd)
would appear to have little to offer at the moment.

There is a reason for this. Modern economics it baibroad ethical foundations, capable of
being reduced as special cases to the variousakthieories that are currently on offer (Section 2)
Immediately after the publication of Rawls' theofyjustice (Rawls, 1972), for example, economists
derived the theory's implications for the allocataf resources (among contemporaries (Atkinson3197
Phelps, 1973) and across generations (Arrow, 1D@8gupta, 1974; Solow, 1974)). They could do it
because the foundations of welfare economics werdbenough to permit Rawls' theory to be adopted.
But since the basis of welfare economic reasoniag established decades ago, research economiits don
find it necessary to rehearse them. The ethicakohof modern economics (e.g., that the distrdyutf
individual well-beings matters and that evaluatiigjributions requires interpersonal comparisonsel-
being) is regarded instead as unspoken assumjioasearch publications. As the social, politieaid

ecological pathways of significance for economigtgen at their clearest, are at best translucent,
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contemporary economists spend most of their imtielé energy trying to uncover the trade-offs siese
face, rather than the trade-offs that are ethigadismissible. To put it another way, economistéstes
choosing among the various ethical theories cuyremt offer, but work instead from the other, very
general, end, often searching for policy-mixes tloalld be shown to enhance human well-being ncematt
which conception of well-being is adopted and whigdtification has been offered for adopting it. &h
is on offer in welfare economics is therefore frewply a menu of policies, the intellectual battéeny
conducted over the appropriate reading of the paghwhat lead policies to eventualities.

Ethics is missing from the background in none . tBut ethicists, following Sen, would appear
to imagine otherwise. (John Rawls was one remagkatateption, and a reason why he has been taken so
seriously by economists.) Robbins (1932), for eXargontinues to be a favourite target for ridic{8en,
1987; Putnam, 2002), for allegedly having steerhemists toward a "value-free" enterprise. Here is
Putnam (2003: 401) on this:

"(My) approach demands that we stop attemptingigrantine ethical reflection from economics
in the name of "science" ... and return to the kihteasoned and humane evaluation of social wialjpe
that Adam Smith saw as an essential part of theaban economist”.

But Robbins wrote over seventy years ago, andiiogptine | know to be economics has moved
on since then. Putnam (2003: 396) also instructbats'... the subject of welfare economicsequires
that we be able to make, and meaningfully discpescisely claims about 'the morality' of income
distribution, about 'the morality' of using or ning per capita income as @alemeasure of welfare,
about the priorities thathouldbe assigned to education, to reducing levels séatie, to reducing the
levels of malnutrition ...". (ltalics in the origif). And he complains that economists don't do vshatld
be required of them. In a similar vein, the phildser Martha Nussbaum (2003: 413) speaks of "... the
relatively desolate intellectual landscape of eooigs ...", before pausing to confess, "I am not an
economist”.

As an unreconstructed research economist, | findril not to take these charges personally. Here
| am, having tried throughout my academic life twover and analyse social phenomena and to atrive a
policy prescriptions - learning methods and techegjfrom allied disciplines in order to do so -yl
be told that | am no better than an oaf in clodgesp, rampaging through the human condition. I'in no
even sure what to do with the ethicists' chargieerdhan to note that over a half-century agorgBen)
Burk (1938) and Samuelson (1947) offered a norredt@mework for policy evaluation, and that the
subject "public economics”, which in its presenisgus now over thirty years old, has routinely aged
in overt ethical reasoning.

But, of course, merely to refer to (Bergson) ButR38) and Samuelson (1947) won't do. This
paper, therefore, sets itself two related taskst,Hi sketch the ethical reasoning underlying nnode

economics. This is done in Part | (Sections 1-3) #re transitional section (Section 4). | want to



demonstrate the sense in which contemporary ecsterepard théoundationsof welfare economics to
be a settled matter. Secondly, in Section 4 antlP@ection 5), | present a case study, involvilg
decades of discussion on the problems of econoaveldpment in poor countries. The case study is
designed to illustrate the thesis of this papeat pinofessional debates among contemporary ecotsomis
on even such ethically loaded concerns as povedylstributive justice have been about factsgttatal
values. To be sure, there is much in the literatareconomic development that can be criticisedffelr
one particular set of criticisms myself in Sectlhf. But any reasoned critique of the literatureildo
focus on omissions of facts (e.g., the negleabcdllecology in studies of rural poverty), not msigvity
to ethical values. | hope the two parts and thesitianal section (Section 4), taken together, @oes way
toward explaining why ethics has taken a backiseaintemporary economic debates and why economists
have been entirely justified to place it there. Téw, all-things-considered normative advancetttaae
been made in the subject are due to an improvedrstashding of social and ecological facts, not to
continual reflections on the meaning of povertyglistributive justice, or even of developmént.

A more detailed plan of the paper is as follows:

Section 1 offers an account of the contemporarp@wist's model of human agency in a market
setting and of the ways in which individual choiees related to collective behaviour in the maiate.
| also sketch the ways in which the model has lzelapted to accommodate decision making in non-
market environments. Sections 2 and 3 build omibdel to offer an account of the ethical foundagion
of modern economics. Although welfare economidbasight to be insensitive to the language of rights
I show that contemporary economists have incorpdraghts in their ethics. | describe the way idefas
human rights and human goods - including the reeerghasis placed by a number of ethicists and
development activists on "capabilities" - can bel &ave been subsumed by economists under an
overarching notion of human well-being (Section 2).

In Section 3 a distinction is drawn between then&ibuents” and "determinants” of well-being.
While ethicists are temperamentally drawn to thestituents, economists study the determinants. The
nature of the aggregation exercise - from individa@ocial well-being - is then sketched. In Satt8.1
it is noted that social well-being is a desideratoot only of such teleological theories as clagsica
utilitarianism, but also of a number of intuitionibeories and modern contractual theories ofgastin
Sections 3.1-3.3 | also show that "social well-ggioan be formalised in three equivalent wayss It i
shown that the third formulation, defined as ibisthe determinants of well-being, forms the basis
social cost-benefit analysis. The concept of sagil-being is then studied in the context of Kethine

Arrow's famous theorem concerning the general isipdsy of constructing democratic voting rules

®> My choice of subject for the case study reentprompted by Hilary Putnam's and Martha Nusslsaum
criticisms, quoted earlier. Both sets of criticisrare based on a belief that there is an absenethiofl
concern among professional economists studyingasnmndevelopment.
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(Section 3.4).

| have had to deploy a certain amount of mathemlafrmalism in Section 3. This was
unavoidable: that there are three equivalent wéysrmulating the concept of social well-being is a
mathematical fact. | hasten to add though thahltdim mathematics in Section 3, but merely use some
elementary mathematical notation to illustrateghmts that need to be made.

Section 4 is transitional. It responds to a recemtplaint of ethicists, that the model of human
agency adopted in modern economics is inapplidabd&rcumstances where people face tragic choices.
| study empirical evidence drawn from the worldi®est households concerning allocations of foat an
health-care among members differing in their geraher age, and on decisions bearing on fertility and
reproductive health, to argue that the econontfst'sry of choice is very much applicable to behawio
when people are forced to choose from among terdburses of action.

Part Il (Section 5) contains an account of theiarh of modern development economics. | show
that the focus of study of poor economies has ab@itigne and again in response to empirical direstiv
and that debates over policy have typically beeregsed by disagreements over facts, not valdast |
offer reasons why in the early years of developreennhomics, growth in gross national product (GNP)
came to be regarded as the key indicator of ecan@nugress (Section 5.1). This is followed by a
discussion of the questions that arose once GNRtlgnwas adopted as a welfare index. They include an
exploration of possible tensions between economuwiy and egalitarian distributions of income, loé t
arguments in favour of removing government contaler trade and domestic production, and of
uncovering ways of selecting public policies that@nsonant with development goals (Sections BR-5
Findings on household food consumption and housddbethaviour (in particular reproductive decisions
and the links between female education and fgrbiithaviour) are interpreted next (Sections 5.4:-%.5
then argue that none of these issues can be agldiisstisfactorily unless a study is made of thbveays
that connect village poverty in the world's poorasintries to the use of the local natural-resobese
there. Both are in turn shown to be related tqtieailing system of property rights to the resethase.
This, relatively recent line of inquiry into therpistence of acute poverty in the world's pooregtans,
is developed in Section 5.6.

But there is a viewpoint, expressed in advocactivgs by development activists, that sees the
lack of economic progress in sub-Saharan Africagarts of the Indian sub-continent as owing indarg
measure to a choice of economic policies that dak& people seriously. In Sections 5.7-5.9 | argue
against this viewpoint, by offering additional esitte to show that differences of opinion among
economists over development polices have arisan tfifferences in the reading of facts, not ethical
values, and that people have always been at theeagfrattention in the economics of development.

The debates within development economics thateaiewed in the transitional section (Section

4) and Part Il don't comprise a full list. The sét of themes here has been much influenced bgvamy
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expertise and engagements. But readers wishingitanost other debates within development econsmic
will find that my thesis holds there too: contengrgreconomists analyse facts, not values. Part | is
intended to explain why.

Part I: Values
1 Utility Functions and Preference Orderings

Modern economics - by which | mean the style ofretoics taught and practised in today's
graduate schools - is not much older than the SEWorld War. In its earliest developments the scibje
was much influenced by the sharp fact-value distingrevalent in positivist writings of the 193@ne
task facing economists at the time (at least irethglish speaking world) was to elucidate the thedr
consumer demand, which studies the dependenceeafldemand for goods and services in market
economies on prices and incomes.

The importance of this task is almost self-evidéntou want to make economic forecasts in a
market economy - say, of the effect of governmexipblicies on the demand for goods and servicgsi-,
need to discover the functional forms of those demaOf course, if you want also to identify ddsiea
tax policies, you need to ask more. You need tpaaskng other things, why the functional formsvainat
they are; more generally, you need to ask whatvaigts people to demand what they do and what
constraints they face when they make their chomed;you need to ask at what rates any one person's
demands ought to be traded off against those efatn order to address those questions, youtbalig
deeper.

Toward that end, one strand of late-nineteentheanig-twentieth century economics (Edgeworth,
1881) was based on the idea that commodity demadgenerated by utility maximizing agents, the
thought being that the consumption of goods andcsey yieldautility - measurable in cardinal units - and
that consumers seek to maximise something likexpected value of the utility they would enjoy from
consuming goods and services. Interpretationssofdimcept of utility differed among economists} ps
they did among utilitarian philosophers. Some imteted it as "pleasure”, others thought of it as
"satisfaction”, while yet others regarded it as stimimg like "welfare" or "well-being". Whatever tlegact
interpretation, the primitive concept in this theof demand was that ofwility function which is a
numerical function defined on commaodity bundles.

But there was another strand of thought (Paretd918lutsky, 1915) that regarded someone's
utility function to be no more than a numericalregentation of an underlying ordering of alternegiv
on the basis of which the person does his choo3ing.alternatives can be thought of as statedfaif af
or social states (defined in their generality ict®® 2.1)). When the theory is applied to demamalyais,
however, the alternatives are commodity bundles. @iimitive concept in this theory of demand igtha

of anordering of commodity bundles (sometimes called a "prefegesrdering” of commodity bundles):
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Utility is a derived notiol. Although the theonyfisquently associated with Hicks and Allen (1984)
is regarded as modern economics' first show-pibes;, work was a rediscovery of Pareto (1909) and
Slutsky (1915) in the English speaking world.

The theory of commodity demand was designed ofilgita study the consumer who appears
today in elementary economics textbooks. Aboutdihlg thing this person is reported to be doing is
buying and selling goods in markets where the préwe given. To this consumer, a feasible soc# st
is a commodity bundle he can afford. The theory$es on a particular type of personal freedom, avher
the constraints someone faces are shaped only tkgetmices and the earned and unearned incomes he
is able to command. Today we all know himEg®nomic Man

Intellectuals find Economic Man impossible to tagéce they also like to think that economics
continues to do little more than offer account&odnomic Man, they find modern economics impossible
to take as well. They accuse Economic Man of bdergcinated, alienated, and atomized, and liken him
to a "balloon tethered to nothing”. They chargeneoaists with imagining that the motivations of
Economic Man reflect his "rational self-interestiid insist that they can't reflect his rational-sekrest,
because there is no adequate self for such a pergan Where are his emotions, they ask; wherg¢hare
tragic choices he faces from time to time; whetdsssense of fellowship with others; his commitirten
causes and to his own self; and what about alkthgosvities he engages in outside the mafket?

The creators of the theory of consumer choice kadessly set themselves a very limited goal.
They took Economic Man's political, social, and fignengagements as given. For example, they
recognised that in every economy there are a nudaifipemblic goods (of varying quality), such as security,

the legal framework, cultural treasures, placdsamiguillity, public health systems, and knowledgleey

® For convenience, | define the technical tejuss used in the text:

Let X be a set of alternatives (e.g., states of affaifmore narrowly) commaodity bundles). By a
partial ordering of X we mean a binary relatidR (e.g., "at least as good as") among membeb§ of
satisfying (i) "reflexivity": for allx in X, xRx and (ii) "transitivity": for allx, y, zin X, xRyandyRzimplies
xRz A partial orderingR is anordering if it satisfies (iii) "completeness": for all y in X, eitherxRyor
yRx (Note thaR s a partial ordering oX if there is at least one pair of memberXdhat are not related
to each other vi®) FromR we may induce the "strict" binary relatidh(e.g., "better than"), which is
defined as follows: for alf, y in X, xPyif an only if xRyandnot yRx

By anumerical representatioaf an orderindR we mean a real-valued functidhdefined onX,
such that for alk, y in X, xRyif and only ifU(x) > U(y). It follows thatxPyif and only ifU(x) > U(y).

It is obvious that iX is a finite set, every ordering defined on it hasumerical representation.
In fact, any order preserving transformation ofuaerical representation of a given ordering idfige
numerical representation of that same orderings Ehivhat economists mean when they saylhist
ordinal. If, on the other hanc is an infinite set, some structure (viz. "conttg)i has to be imposed on
an ordering if it is to possess a numerical repriegion. (Example: the lexicographic ordering oin®
on the unit square does not possess a numericakeggation.)

" In one form or other these charges appedem(1987, 1999), Nussbaum (2000, 2003), and Putnam
(2002, 2003).
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assumed that decisions on the supply of public g@od reached through the political prodess. Iy fac
even before the advent of modern consumer chaémeytheconomists had noted that transactions @&n gi
rise toexternalities and that a central task of government is to curbncourage externalities by means
of taxes and subsidies (Pigou, 1920) and by eskaindj markets for externalities (Lindahl, 1958 [8P2

The concept of externalities generalizes the notibpublic goods (Arrow, 1971). By an
"externality”, economists mean the effects thatdeztions have on people who have not been atparty
the negotiations that led to the transactions. Tliligng of externalities to the legal system (@rficular,
to the structure of property rights) was the cénirsight of Coase (1960). In a pure market economy
primary education and public health measureskidaly two examples, involve externalities. leldome
literate, | benefit, but so do others, because taynow communicate with me via non-oral means.
Similarly, if | am immunised against an infectialisease, | benefit, but so do others, becausesatigeyo
longer in danger from me. That is why there carabeinder-supply of goods and services confering
positive externalities. By the same token, there lwa an over-supply of goods and services inflictin
negative externalities (e.g., pollution). A commpds privateif transactions in it involve no externalities.

One of the commodities Economic Man purchaseseémthrket is leisure. Consumer-choice
theorists imagined that Economic Man spends tssiteitime not only chatting, gardening, and reading
books, but also engaging in those political andasactivities that help to determine the extentasftion
for financing the supply of public goods, for curhinegative externalities and encouraging positive
externalities, and for redistributing income andaitte However, in the immediate post-War years,
economists didn't study those other activities.ddobt markets and politics are intertwined, buhase
was then no adequate "political economy" to oftedgnce on what those links could be, expenditanes
the production of public goods and externalitiesemaken to be incurred by a government bent on
maximising social well-being (Sections 3.1-3.3)v&mment decisions on taxation, redistribution, and
the supply of public goods were taken to be a ghvackdrop against which individual choices in the
market for private goods and externalities are mAdave confirm below, the assumptions concerning
Economic Man's motivations and activities reflemtislogy, not psychology. There was a lacgéeris
paribusclause in the study of Economic Man.

However, contemporary economists entertain widgireninterpretations of utility. A person's
ordering of alternatives could reflect a lot mdrart just the chooser's personal preferences. Itf cellect

an amalgam of his preferences and purposes, lisrarand social values, his beliefs about whagrsth

8 Public goods are commodities that are (itjgiconsumable and (ii) non-excludable. Freshus@d
to be a proto-typical public good. In a classicggapamuelson (1954) showed that the supply of publi
goods involves the now-familiar Prisoners' Dilemama concluded that the dilemma would be resolved
effectively, not by markets, but by politics.

° | owe this way of putting the matter to Rdlfolow.
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are like, what actions they and Nature are likeliake, and so forth. Individuals are taken to loegtists
in their intellectual and emotional makeup.

The shift in the notion of utility from a primitiveoncept to a derived notion has been complete
and permanent. Moreover, a "high" or "low" valueutfity, per se has no meaning in the economist's
account. What has meaning are utiimparisons across social states and across people. Ofaatirs
the underlying ordering possesses sufficient sirecthe corresponding utility would possess ainatd
representation, and comparisons among social statéd yield utility differences that are "larget,
"small", or "medium" relative to one anotH&r. Thedry even allows for "tragic choices" (Sectionl4).
think economists have been ill-advised to call niicaérepresentations of orderings utility functoit
has misled many anti-utilitarian ethicists intoing that modern welfare economics is beyond tie.p
But a research enterprise should be judged by ivhatomplishes, not by its ill-chosen nomenclatire
2 Institutions and Human Flourishing

An alternative to the programme that starts withividuals' orderings of states of affair is to ask
what bodies of laws, institutions, and public pelicare most likely to enable people to flourishe Tactic
is to study the effect of the character of the mugpphere on personal decisions - and back ageian
iterative way. | am thinking here of the kind ofjeiry that was undertaken by Rawls (1972). Butdnd
start with Rawils. It has been a recurring thenmmauern economics.

To begin with, advances in modelling strategic b&ha made it possible for economists to admit
a richer set of alternatives than the one faceHdnnomic Man. So, the alternatives (we will caérth
"social states") are taken now to be more thangustiles of market commodities. They are mixtufes o
marketed goods, public goods, goods produced witigrhousehold, and time and resources spent on
education, politics, networking, even gossipingsakial state includes the allocation of resourads(
gets what, when, where, and why) and anythingadsened relevant for personal or social choice (see
below) Moreover, a key notion in the social sceecommitment is no longer a primitive in
economics. Commitment to an undertaking can be agdming strategic, as a way of tying one's hands,
as it were, so that the undertaking is crediblé omty to others, but to one's own self too.

The ordering of alternatives revealed from the ch®ian agent makes depends on economic

institutions. For example, that the concern somémasetoward the poor in the Minimal State should be

1 Among the most general formulations are téoo@d in Gorman (1968) and Koopmans (1972).

1 Pareto (1909) had used the tephelimityin lieu of utility, but it has not been adopted by
economists.

12 See, for example, Samuelson (1954), Sche(lifgo, 1978), Arrow (1971, 1974), Becker (1981,
1983), Dasgupta (1993, 2004 [2001]), and Perssdrirabellini (2000) for a coverage of this range of
objects.
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expected to be different from the concern she wbalg: in a Welfare State; the reason being thahen
Welfare State she faces additional taxation tonfiearedistribution, whereas, in the Minimal State,
redistribution can only be achieved by means aimalry transfers. In principle, the person shotiluge

to worry about the poor in the Welfare State {fitss government's task to enforce redistributivesuiess).

In contrast, she will be active on their behalfie Minimal State. Since the choices she facesanwo
societies differ greatly, she chooses differently.

2.1 Well-Being: Goods and Rights

The primary concept in the research programmestlet what bodies of laws, institutions, and
public policies are most likely to enable peopldloarish is an individual'svell-being which is to be
distinguished from his utility. Unlike utility, webeing isn't necessarilly related to the ordenonghe basis
of which the person chooses. The centrality inréadization of well-being of social institutionscathe
latter's role as a basis for resource allocatiafesr enough: social life is an expression ofrages sense
of social unity, and commodities and an absenameifcion are the means by which people can pursue
their own conception of the good.

The objects of choice in ethical theories are $atédes. Formally, aocial statds a complete
history of the world, extending from the known pasthe indefinite future - as complete, that sscarrent
powers of discrimination will allowAll ethical theories evaluate social states, wheréhibharies differ is
in what is ethically significant in social stat€ne broad class of theories begins by identifyirtividual
well-beingsas the ethically significant features of sociatet and proceeds to aggregate them into a
measure a$ocial well-beingSection 3). In what follows, | report on thatstd of welfare economics that
has been built on those theories, although envieosaheconomists frequently include additionaldfezs
of social states in their evaluative exercises.

As the conceptual move from individual to sociallseeing involves an aggregation exercise,
welfare economics is viewed by moral philosopherdaing "goal-based". Rights-based theories are
frequently offered in contrast. "The distinctiontween rights-based and goal-based theories", writes
Waldron (1984: 13), "[lies in the idea] that a rizgonent is rights-based if it is generated by aceon for
some individual interest, goal-based if it is gaed by concern for something taken to be an ist@fe
society as a whole." Rights-based theories acagtdithis reckoning reject aggregation, becauisehield
that in such an exercise the interests of the iddat can get swamped by claims made on behalf of a
multitude of others. "A goal", writes Dworkin (1978L), "is a non-individuated political aim." Gdadsed
theories are thought to be collectivist. Worseythee dismissed as being technocratic, formulaid, a
ultimately, "algorithmic" (O'Neill, 1986).

I have never felt | understood the distinction dmalay these authors. In the theories they
commend, rights don't go against interest; thayfoete some interests against the claims of otbss,

urgent or vital, interests. Moreover, rights nesthe justified; they can't be plucked from air. Evleose
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rights that are regarded as fundamental have astmgs the thought that they are necessary foramu
flourishing. They are seen as protecting and primgat certain class of human interests, such ascgge
independence, choice, and self-determinafion. gy point in this line of thought is the unaagle

fact that different people know different thingespess different skills and talents, and not appecan
learn or observe the same things. These featurbfe afffer a powerful justification for the right
individual discretion in thinking, choosing, andiag (Section 2.2). Freedom of expression, inclgdin
non-docile press ("the public have a right to knpwate examples. (They enable people to create and
innovate.) The private right to certain kinds afgerty is another. (It can be justified on the gusithat

it creates incentives to accumulate and innovaiableng economies, and thus people, to prosper.)
Democracy is still another. (There is some evidehagin poor countries democracy has helped to spu
economic development; Section 5.7.) So also i®iergenerally with institutions, such as the hoogh

it has instrumental value for the individual. (T¢wst per person in a household declines initialby w
numbers in the household.) The search for theuim&ntal worth of institutions, activities, and gedths
been a recurring feature of modern economics.

Meanwhile, problems of interpretation have beenmaunded by the claim that fundamental
rights are inviolable: "Individuals have rightsdaiiere are things no person or group may do tm the
[without violating their rights]" (Nozick, 1974: )xSuch rights impose rigid constraints on whaigbeo
may or may nhot do. Social states in which Nozickights are violated to the slightest extent ajected
in Nozick's scheme of things. Trade-offs are noiitted. In an otherwise very different theory wstice,
Rawls (1972) arrived at a lexicographically ordenéstarchy of rights.

Moral philosophers often say that theories thatimggocial well-being as the ethically significant
feature of social states permit trade-offs betwgiffarent people's interests, while rights-basesbties
prohibit trade-offs between urgent (or vital) iresis and mere desires. But there are always detgrees
which interests are frustrated and the correspgnugits (if there are corresponding rights) areét.
Moreover, as inviolability means a zero rate ofi¢r@ff, we wouldn't depart from the practical Spirfi
inviolability (assuming that rights are inviolahl&)we allowed trade-offs between rights, and tesw
rights and other goods, such as utility, provided the trade-off rate is very small in appropriggions
of the space of states of affair.

Nevertheless, the language contemporary econongist® discuss public policy could appear to
be at variance with the generality | am claimingehfer the ethical foundations of modern economics.
There is a familiar caricature of welfare econonrisat it reduces dilemmas in social ethics tddneula:

"Choosex so as to maximizZ&/x), subject to the constraiR{x) > 0." If this isn't the most narrow minded,

'3 The literature on this is huge. Scanlon (3&Mtains a brief, but lucid statement.
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goal-based, algorithmic social ethics, one may ablat is?

In fact the formula is consistent with any numbkeethical theories. The formula doesn't specify
the domain and form of the functidx). (In Sections 3.1-3.2 we confirm that modern eeits isn't
restricted to any particular domain or form W) Nor is the formula dependent on any particular
justificationfor the domain and form &/(x) that has been adopted, which means that it camanodate
a wide variety of ethical theories (Section 3.1heTstricture, "MaxX\', isn't a monopoly of classical
utilitarianism; we see below that there are promirentractual and intuitionist theories that ajae rise
to it.

2.2 "Capabilities" as Well-Being

To illustrate, human rights are frequently intetpdetoday by ethicists and development activists
in terms of the extent to which humeapabilitiesare protected and promoted. Formally, capabildies
taken to be "the alternative combinations of fuordtigs that are feasible for [a person] to achi€@eh,
1999: 75). A seeming advantage of working with Géies is that they appear to be clear and object
whereas the notion of well-being is vague and, ipbsssubjective. The problem is that it hasn'tibee
uncommon of authors to champion capabilities asltrnative to the welfare economist's mode of
discourse even while displaying an unwillingnessfter any hint as to how various capabilities iarbe
compared with one another.

Capabilities are a special version of what econtangiallopportunity setsThe earliest attempts
(e.g., Suppes, 1987) to rank opportunity sets witfiost offering an account of ways to value aadk
the objects in those sets showed that the entenprsn't going to work. Since then, however, weshav
been offered capability theories built on air. MarlNussbaum (reported approvingly in Putnam, 2003)
has produced a list of nine "central human capgdsl, every one of whichshe insists, is "... non-
negotiable upto some threshold level (which, tyibicavill be specified over time by judicial and
legislative action)™ The problem is that it is @b easy to regard "central human capabilitiedieisg
non-negotiable when one is under no obligatiorstionate the costs required to protect and pronhete t
What would Nussbaum's prescription be if a couistgo poor that it simply can't afford every onetod
nine central human capabilities for all membersagfiety? When the protection and promotion of sght

demand resources, there is no getting away fronit@artrade-offs and from having to value thosele-

14 Nussbaum (2003: 416). Her list, as catalogneButnam (2003), consists of (1) Life (including
freedom from premature mortality), (2) Bodily Hémal{including reproductive health, adequate
nourishment and shelter), (3) Bodily Integrity (espcurity against violent assault, having opputiges
for sexual satisfaction and for choice in mattdreeproduction) (4) Senses, Imagination, and Though
(e.g., being able to have pleasurable experienoés axoid non-beneficial pain), (5) Emotional
Development (not having it blighted by fear andiaty, (6) Practical Reason (being able to form a
conception of the good life), (7) Affiliation (e,greedom of assembly), (8) Other species (beirg tab
live with concern for and in relation to the woidé nature), and (9) Control over one's material and
political environment.

16



offs.t®

Many would regard it absurd that an ethical themyld value the capacity to form life plans but
remain indifferent to its realization and the exgetial states that go with its realization. (Rawl872,
in an extended discussion (pp. 424-433), callecctimnection between well-being and the exercise of
our capacities the Aristotelian Principle.) Thewsgion of skills involves resources, meaning ttnatre
are trade-offs among them. But not all skills hageal weight. Numeracy and literacy aeesicskills:
they prove useful to people no matter what theyhwasbe and do. Health is also a vital aspect dif we
being. Good health is not only desired and desrabltself, it is also nhecessary for one's prgestd
purposes regardless of what they happen to besimiar vein, it wouldn't be odd if someone were t
insist on her freedom to speak even if she hadrmoeidiate intention of speaking. We value freedom of
speech because it would be vital to our well-beinder many, possibly unforeseen, circumstances. In
contrast, there are skills and privileges thatsargpecialised that only those with very specifitttades
and desires would rationally wish to acquire them.

Arrow (1995) has built on these considerationshtmaswhy the freedom to be and do should be
valued (Arrow calls that freedorfiexibility) and why capability sets that include health aasidskills
are more valuable than those that don't. He hasshtswn that the ethical worth of capability sefsts on
the prior notion of well-being. To follow Arrow'sgument, consider an individual deliberating over
alternative life plans. We index possible capabditts by the numberand we lef, be the capability set
n. Let us denote an elementfef by x,. We think ofx as a life plan, which can be interpreted as a
combination of functionings that are feasible foe person to achieve. Imagine now that in the first
instance the individual chooses a capability shfa collection of capability sets and that subsatjy
she selects a life plan from her chosen%et.

That future contingencies are uncertain meangtieatorth of any life plan to the individual is
uncertain. So we let the random variaBleeflect that uncertainty and imagine that the persas to

choose a capability seeforeobserving the realization & For simplicity of exposition we assume that

!> To confirm why trade-offs can't be avoidezk §NDP (2003), which attempts to cost the Millenmi
Development Goals for the world's poorest countridge goals include not only aggregate poverty
reduction and the availability of potable watert, &lgo reductions in the incidence of malaria, tablesis,
and HIV-AIDS.

It is an attractive feature of Nozick's and Rawlsbries of rights that they are within the finahci
reach of any society. Even the poorest societyldhmeiable to ensure that people enjoy democrady an
civil liberties; and even the poorest society caaddition follow Rawils, if it desires, and chodise social
state where the poorest is better off than thegmian every other social state. (Rawls, 1972, vewe
notably restricted applications of his theory ditjce to countries that are not overly poor.)

16 Readers will recognise that this very stylizersion can be extended in any number of ways:
Capabilities evolve over time (later additions lge@ionstrained by earlier choices); at the earfiegies
of one’'s life, the choices are made by others (ladlpen her behalf!); and so on.
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after she chooses a capability set, the uncertaintyuesdself (i.e., the true value &fis revealed) and
that the individual then proceeds to select apifn from the capability set she had chosenM(&}e)

be the person's well-being if she were to chap®m F, whene is the realization af. We now letx,(€)

be the person's best life planfipshoulde be realized! As the person chooses a capabitityefere¢
reveals itself, she values each capabilityseit) terms of her uncertain well-being under théropm
policy x,(€). For concreteness, let us imagine that choicemumacertainty involves maximizing expected
well-being. (It may be that the probabilities irethxercise are entirely subjective.) In that cheevalue
she would attach tB, is E[V(X(€),€)], whereE is the expectation operator. Writén) = E[V(X,(€),€)].

It follows thatV(n) is the value she would attach to capabilityrséiotice that all capability sets can be
ranked by the individual in question.

Consider two capability setsandn . n is worth more than “to the person if (and only) ¥f(n)
>V(n’). Arrow's analysis shows that capability theomuees to an ethics that is grounded on individual
and social well-beindf
3 Individual and Social Well-Being

In measuring well-being, be that of a person ax obllectivity of persons, one may study either
well-being's constituents or its determinants. facfice, a mixture of constituents and determinargs
used, as for example, in the United Nations Devakat Programme’s composite Human Development
Index (HDI)X But it pays to study them separateligich is what we do below.

3.1 Direct Measures, 1: Constituents
A person's well-being is composed of a varietylgéots (health and satisfaction at work are but

two). They are theonstituentof well-being. As well-being itself is an aggregianeasuring someone's

" Formallyx (€) is any element iff, that maximize®/(x,,€). In many contexts (€) would be unique.

8 Theories of justice accommodated within theald perspective of modern economics are often
contrasted with those deontological theories thaf@inded upon ideas pfocedural fairnesgHayek,
1960; Rawls, 1972; Nozick, 1974). The contrasg @ommonly said, lies in the fact that the cradriy
which fairness of a procedure is judged are indégeinof any prior assessment of the possible owdsom
in applying the procedure.

In such theories problems lie with the prior notadriairness. Examples are often taken from
gambling. For instance, if there are two peopladifeboat and food enough for only one, a procedur
frequently advocated in those theories is to atlotae food on the basis of the toss of an unbiased
The rogue word here is "unbiased”. While it meanséchance of either outcome, its ethical fordaiab
from the idea of empirical probabilities, thatufck a coin were tossed over and over again, edcbroe
would occur approximately 50% of the time. Nevendnihat the procedure itself relies on a singls.tos
Were we to know nothing about empirical probaletitiwe wouldn't even begin to have an intuitiveseen
of what an unbiased coin is. The fairness of tleequlure rests squarely on our previous evaluafion o
probable consequences.

¥ HDI is a suitably normalised linear combinatf gross national product per head, life expesta
at birth, and literacy. See Section 5.
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well-being involves an aggregation exercise; whiokans acknowledging trade-offs among the
constituents, implying in turn that weights are eded to the constituents.

Say a person values her health, but also valussative life that (in her case) involves a certain
neglect of her health. Improvements in her heaithenrichment of her creative life involve a trae-

In order to evaluate her personal good she cowddhes health as the benchmark and reflect on what
weight she should rationally place on her crediigeAlternatively, she could use her creative ks the
benchmark and reflect on what weight she shouldrrally award her health. Unless the person suffers
from reasoning defects, it should not matter wiiiely she evaluates her alternatives: she will réaeh
same conclusioff. It should not be supposed, howthadrthe weights she rationally places on these t
constituents are fixed. If her health were bad,wsbeld place a higher weight - at the margin - en h
health relative to her creative life, than if health were good, other things being equal.

Consider aiN-person society. People are denoted variouslyjbgndk (i, j, k=1, 2, ...N). They
are not necessarily to be thought of as contemipsras the set {1, 2, .N} could include future people.
Letx be a social state ad{x) individuali's well-being inx. V(X) is a scalar function. As it is an aggregate
of the constituents ofs well-being, the units in whick(x) is measured could be any one of the
constituents of her well-being. For example, itlddee health (measured in terms of, say, her gt
status).

Those personal characteristics that are ethicalgvant are embodied in téefunctions. Other
things being equal, the well-being function of afant differs from that of an adult male, that ofadult
male differs from that of a lactating female, ands. The point is that, if nothing else, theirntignal,
health-care, and emotional needs differ. The sifisander persoris well-being function captures such
differences. When nutritionists and applied ecortagians refer to "adult-equivalent” scales fordoar
income needs in a household, it is to this theydall For empirical purposes, they use deflators and
magnifiers to construct the well-being functionsvafious categories of people from a representative
adult's well-being functiof.

Policy evaluation involves well-being comparisdnsagine that persokis the evaluatok could

be a citizen (thinking about things before castirggvote on political candidates; section 3.4)cbeld

2 Tversky and Kahneman (1986) found experinieviglence that the way a decision problem is
framed can matter to the decision maker even wheralternative ways of framing the problem are
logically equivalent. It should not be overly diffilt to offer an explanation for framing effectst@mms
of selection advantages: words can be, and ofesruged as purely signalling devices. Howevehef t
person in the example | am considering in thegaffered from such framing defects, she could eodan
her well-being indefinitely by merely switching Heenchmark back and forth even while remaininget t
same social state. Psychologists would be justifiezhlling her deluded.

21 Equivalently, they could conduct the exerdigaising an "infant-equivalent scale"; and sofon,
any other category of persons.
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be an ethicist hired to offer guidance to the goreant, he could be a goverment decision makersand
on. Nowk's evaluation of persdts well-being is unlikely to be the same as somedsss evaluation of
i's well-being. This isn't to claim that well-beiiggan entirely subjective matter (although aspetis
surely are). But if nothing else, there are alwdifferences in the way any two people measuredhees
object. LetV,,(X) denotek's evaluation oi's well-being in social state Suppose now that, ikis
evaluation, individuai's well-being is predicted to be higher if polisyrather than polic, were chosen,
but that the reverse is predicted for individualow shouldk rank the policies?

It may be assumed thiahas a theory of how policies lead to outcomesehiar are to interpret
outcomes (or consequences) as social states. ISbelieves thaf will result in social stat& andB in
social stateg, his role as a policy evaluator would be to corapaandy.

Social well-being is an aggregate of individual Mzdings. Imagine that certain types of
interpersonal comparisons of individual well-beiags possible (e.g., that persas healthier than person
j). Like individual well-being functions, social viddeing is a scalar. The units in which social weding
is measured could be someone's well-being, whheaobserved earlier, would be measured in terms
of one of the constituents of that person's weligpeTo give an example, it could be that socidl-meing
is measured in terms of an index of person 1'sthéalg., her nutritional status).

Let us writek's evaluation of social well-being inasW,(x), where

W, (X) = W(V((X), VLX), ...,V ((X)). 1)

k would judgex to be socially more desirable thyif and only ifW(x) > W(y). W, is k's social well-being
function It embodies ethical values, not only through eaictheV,; functions, but also througWy/'s
functional form.

Supposan,(X) > W(y). Sincek believes that polici leads toc and policyB leads toy, he would
recommend? overB. This mode of reasoning is calledcial cost-benefit analysis

A relatively weak ethical principle, much used idern economics, is tha, satisfies the
criterion ofefficiency if x andy are identical in all respects other than thagast one of the constituents
of someone's well-being is greatewithan iny, thenW(x) > W,(y).*

Sen, like Isaiah Berlin before him, has arguedhirotir of ethical theories that admit a plurality
of human values, and has remarked: "To insistttigae should be only one homogeneous magnitude that
we value is to reduce drastically the range ofematuative reasoning.” (Sen, 1987: 77). Note thahgh
the ethical reasoninigdeploys to arrive at thé,s in expression (1) insists on no such thing. &, fia
involves the reverse of what Sen seems to be amgusodern economists of doing. Contemporary

economists don't claim that people value some hemexgus magnitude. Instead, theylsas arriving at

2 Efficiency, as defined above, is to be castird from the well-known concept Bareto efficiency
The latter is efficiency on the sub-space of iggit See Section 3.2.
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the homogeneous magnitudés from the plurality of values holds. The constituents of well-being
themselves reflect the plurality of values.

Economists have explored alternative structuréd/ wien thevs are cardinally measurable. Of
particular interest is the case wh@es additive in th&/s (it is enormously useful in both theoretical and
empirical applications). In that case social welfarx is

W (X) =V, (X) +V LX) + ... +V (X). (1a)

Formula (1a) satisfies the criterion for efficiendlyis also harboured by a variety of ethical
theories. For example, if thgs are taken to be "happiness” or "satisfaction"thedsiews of an "ideally
rational and impartial spectator" (Rawls, 1972: )1&fe sought, (1a) would represent classical
utilitarianism. However, the additive form in (ligh't restricted to teleological theories, it cdsoabe
arrived at from intuitionist, even contractual cioiesations. Koopmans (1972) and Maskin (1978)
identified intuitively appealing ethical axioms, iwh, when imposed oW, (x), require thaW,(x) is the
additive form (1a). In an earlier work, Harsany®%5) had arrived at (1a) from an exercise that Rawl
subsequently called a hypothetical choice behiedtkil of ignorance". In contrast to Rawls, Hargan
had postulated that, when evaluating a social, ste#echooser would assign an equal probabilityaifig
in any person's situation.

Experience shows that there are enormous compudhtavantages in adopting (1a): the
fundamental papers by Ramsey (1928) and Koopm&e&)bn optimum saving and Mirrlees (1971) on
optimum income taxation are among the most prontieeamples.

A much used alternative to (1a) is the Rawlsiamfor

W (X) = (lexicographic)-min ¥, ,(X), VX, ..., V (X} (1b)
Note that (1b) also satisfies the criterion foicécy.

Hammond (1976) and d'Aspremont and Gevers (190¥)ded axiomatic foundations for formula
(1b)2® Atkinson (1973) used (1b) to estimate optiminopome taxation in a simple version of a model
pioneered by Mirrlees (1971), where private incgagtiplay a role in wealth creation. By making a not
implausible set of assumptions regarding individoativation, Atkinson showed that taxation would no
be significantly more progressive if (1b) were agopthan if (1a) were adopted. This is an unexjgecte
result, which means that it is informative. (I $tadfer an explanation for the finding in Sectior85 It
also has a wider message: given the way the wooldably is, it can be that even apparently radjcall
different ethical theories arrive at similar polioynclusions.

3.2 Direct Measures, 2: Utility and Other Goods

In fact economists haven't usually adopted expreg4i) to formulate the concept of social well-

% A revealing difference between the axiomdydaged by Koopmans and Maskin, on the one hand,
and those postulated by Hammond and d'AspremongiGeon the other, is in their specifications & th
extent to which, for eack theV,s ( = 1,2,...N) are measurable and comparable amongsthe
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being. They have devised a different, but equivtalmethod. (Later we will see why they have dong so

Imagine that evaluatdrknows the ordering on the basis of whiakould choose. Ldt,(x) be
the numerical functiok constructs froniis ordering: it iss construction afs utility function. Theoretical
economists typically define social well-being ordiindual utilities, not on individual well-beings
(Samuelson, 1947; Graaff, 1962). In a classiciteain public finance, however, Musgrave (1959iedy
that basing social well-being exclusively on indival utilities is an improper restriction becausée
presence of what he calleterit goods Such goods are worth more than what they corgitnuutility.

As we noted in Section 2, individual and grouphtsj also constitute a class of merit goods. Magard

the distribution of wealth to be a merit good. Mg argued that when we evaluate social states, th
supply of merit goods ought to be valued over aegohd the contribution they make to individual
utilities. This reasoning has been pervasive idiagpvelfare and development economics.

Well-being isn't the same as utility. The two aifeetent because people not infrequently choose
for reasons that have little to do with their oweliwbeing. As we noted earlier, the context cantenatt
could be that a person is socially obliged to cedoscertain ways, or it could be that she is tedalue
things not in her own interest. More generally, yneimoices are made within the context of the hooiseh
Such choices can be a reflection of the househiokdmhal dynamics (for example, the balance of grow
and responsibility among its members). In a sasfesooks and articles that are dismissive of much
modern economics, Amartya Sen has argued thatichailvutilities cannot be accepted as the onlydasi
for social evaluation, because, among other thihggjeprived people tend to come to terms witkirth
deprivation” (Sen, 1999: 63). But in reiteratingsthver the years, he has been pushing againgiem o
door. | know of no economist who has argued, faneple, that there is little need to invest in wolsen
reproductive health programmes in the poorest cmsibecause poor women there are resigned to their
fate and don't appear much to insist on them;airgbvernments in poor countries ought not to inires
primary education in rural areas because pareats tfon't care for education, and the childremdei
unaware of education, don't care either. Nor dmdvk of any modern economist who has sought
justification for democracy and civil liberties styl from the intensity of the desires that citizéase for
democracy and civil liberties. Economists have aiely asked whether poor countries cafifiord
democracy and civil liberties, as have politicalders (Section 5.7); but that question has to do tive
possibility that democracy and civil liberties hamdyrowth in incomes in poor countries, somethirag t
citizens there would be expected to care aboutwandd be justified in doing so.

Following the leads of (Bergson) Burk (1938) anddgiave (1959), economists regard social
well-being to be a function not only of individuatilities, but also explicitly of those charactéids of
social states that possess ethical relevance odeal@ove their relevance as determinants of eslie.g.,
democracy and civil liberties). Formally, this am@ito evaluatok defining social well-being as a

functionH, having the property that, for all social states,
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H.(}) =H (U, (X), U LX), ..., U (¥, G ({X), G &9, .., G (X))
= W (Viu(X¥), VidX), ..., V(X), 2
where {G,,(X), G, LX), ...,G (X} are N functions ofx, reflecting the non-utilityneritsof x.

Notice thatH, is a function ok not only through th&), s, but also through th®,s Notice too that
there is no uniquBl, satisfying equation (2), which is another reastiy kvandj may arrive at different
social well-being functions. Ald, is anchored tdV, in equation (2), th&,s are defined in such a way that
H, satisfies the criterion @fficiency If x andy are identical in all respects other than that@an@ore of
the arguments dfl, is greater irx than iny, thenH,(x) > H,(y).

We turn now to the familar, but more restrictednaapt ofPareto efficiencyWe say that a
feasible social statgis Pareto inefficientf there is a feasible social statsuch thatJ,;(x) > U,(y) for all
i andU,(x) > U,(y) for at least oneé And we say that a feasible social state,zs@&y/Pareto efficientf it
is not Pareto inefficient. Finally, we say tHdf is Paretianif, for any feasible set of social states, the one
it commends most is Pareto efficient. Notice noat,thuinless eac,; (i = 1, 2, ...N) is an increasing
function of each ob),; (i = 1, 2, ...N), H, would notbe Paretian, even though, by construction, isBas
the criterion of efficiency’!

One advantage of working witH,, rather thany/, is thatH is in part based on observable

behaviour J,,, remember, is the numerical function evalu&itoses to represent the ordering on the basis
of whichi would choose) and in part on non-utility meritssotial states (reflected @&,(x),i = 1, 2, ...,
N) - for example, the extent to which democracyyguy, and civil liberties are honoured. One cankhi
of the latter as the adjustmektsught to make to her evaluation, once the utildgtributions to social
well-being have been estimated by her. Of coucssay that the latter move consists of "adjustniests
to say neither that it is an after-thought, not tha adjustments would necessarily be small.

Another reason economists work witly rather thaiw,, is that it forces them to think hard as to
why they should go beyond th&;s when evaluating policies. Enthusiasm for "nofitytifeatures of
social states can, after all, be a code for palismaeven authoritarianisf. And finally, there arege
practical advantages in working with, rather tharw,. Pinning down th&J, s enable& to estimate the
way people would respond to public policies, sustaaes and subsidies and the supply of basic needs

Suppose instead thatvere to work with\,. She would certainly know how to think ethicallyoait social

24 To confirm this, consider a feasible setafial states. Pick an efficient social state frowt tset
("efficiency" defined as above). Ignore the uniesting case where ea@) is an increasing function of
each of theJ,s. Consider now the projection of the chosen poimtheN-dimensional sub-space of
individual utilities. Clearly it is not an efficiépoint on the projection of the feasible set afigbstates
on that subspace; which is another way of sayimag ithis not Pareto-efficient. Sen's (1970) "lidera
paradox" is an instance of this observation.

% Berlin (1959) is a classic on this (oftended) code. He noted that Marx's notion of "false
consciousness" has been used by tyrannies toyjtistiir actions.
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states directly in terms of individual well-beingnttions; but she wouldn't know which public pai
to support, because she wouldn't be able to tellgenple would respond to the policieég,,(remember,
doesn't necessarily conform to the ordering orbtsis of which persoiwould choose?j
3.3 Indirect Measures: Determinants

There is yet another way to measure well-beirig.tt value well-being'determinantswhich are
the commodity inputs that produce well-being. Tletedminants consist of such goods as food and
nutrition, medical care, clothing, potable watérelter, access to knowledge and information, resssur
devoted to national security, and aggregate galeelfnicome and wealth. In the previous two subisest
we noted that it is possible to evaluate policigsdimparing the constituents of social well-beiagjn
k's judgment, "Choose poli&y, not policyB, becausé will lead tox andB toy, and | estimatél (x) >
H,(y)". But policies can also be evaluated in termiheir effect on the determinants of social wellrggi
If undertaken with sufficient precision and cangher procedure would do the job. This is to sast th
policies can be evaluated on the basis of a seitalelasure of either the constituents or the detemts
of social well-being’
3.3.1 Social Cost-Benefit Analysis

To illustrate, consider an investment project, Whca flow of the services of commodity inputs
and outputs. The project therefore is a flow ofdberminants of well-being. The social worth ofirgout
or output is the contribution it makes to sociallveeing. That contribution is called the commotdity
shadow priceor alternatively, its "social scarcity price" @ternatively still, its "accounting price"). A
commodity's shadow price isn't necessarily the sasniés market price. To take an example, the price
received by sufferers from urban pollution in, dalgaka is zero, but the shadow price isn't zerocabse
Dhaka residents suffer from bronchial disorders @uthe pollution. To take another example, in an
evaluative framework where poverty in terms of meoand wealth is a concern, the shadow price
attributable to a project benefit flowing to theedg would be higher than to a commensurate benefit
flowing to the rich. And so on. However, shadowcps depend not only on ethical values, technology,

and available resources, but also on the institatibat influence the allocation of resources. had

% |n theoretical welfare economics, when thelehbeing subjected to analysis is of an aggrdgate,
say, involving (aggregate) consumption, investmamd, leisure, such constituents as health and golnca
are often assumed to be subsumed under the fowoeahd social well-being is regarded to be based
solely on individual utilities. The point in sucRezcises frequently is to study the way varioust®of
the functionH, reflect concerns about equality among people.

2" Rawls' two principles of justice (Rawls, 193P2-303) are directed in part at the productiod a
distribution of certain constituents (political awiVil liberties) and in part at the production and
distribution of certain determinants (income andalyg: Rawls offered a mix of constituents and
determinants. In the text | am claiming that iinisheory possible to evaluate exclusively in teofisne
or the other.
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prices do a huge amount of work for us: they suris@dnoth facts and values. Project evaluation iresl
valuing the project inputs and outputs in termsheir shadow prices and then aggregating them in a
suitable way. The way the aggregation is doneiss th

The difference between the sum of the shadow valuaproject's outputs in a given period and
the sum of the shadow values of the inputs inghate period is called the projestedow profifor that
period. The project's shadow profit is estimatedech year of it life. What remains to be estiasea
set of social discount rates - one for each paadjyhcent periods - that would enable the evaluator
aggregate the project's flow of shadow profitsc{8aliscount rates are themselves intertemposd
prices.) It can be shown that, in evaluating agutpjthe sum of the present discounted flow oftiogect's
shadow profits is the appropriate aggregate indlelke present discounted sum is positive, thegqmtoj
should be accepted; if it is negative, the progbetuld be rejected.

To see why this is the correct criterion for projeealuation, let social states now be denoted as
vectors. The idea is to regard a social statecasrgplete allocation of goods and services, covesing
gets what and receives what. kdie a social state. A project is a perturbatior. tGall the perturbation
Ax. Suppose persokis the project evaluator. Her social well-beingdtion isW(V,(X), Vi«(X), ...,
VX)), as in equation (1). If the project were undeaty social well-being would change by the amount,

2, (OW/OV,i) (0V,/0x).(AX). (3)

The expression represents the sum of all the sthatiges 4x) that are brought about by the project,
valued at shadow priceéx(dW,/oV,;)(0V,;/cX). So, expression (3) is the social profitabilifyttee project,
evaluated bk at shadow prices. Since time is implicit in expres (1), expression (3) denotes the present
discounted sum of the flow of the project's shagogfits?®

There is a beautiful relationship between the prediscounted sum of the flow of a project's
shadow profits and the (true) wealth of a natior &k to identify a capital asset not only in teaihis
characteristics, but also its location, date, uladicontingency, and the identity of the persogroup
who owns it. Byinclusive wealthwe mean the shadow value (or social worthplbfcapital assets,
including not only manufactured assets, but alsowkedge and skills, and natural capital (e.g.,
ecosystems). Sind&) is a function of the entire distribution of goattsd services, the shadow value of

a unit of a particular type of capital asset owbgdomeone who is poor would be greater than thdasi

8 Discussions on even the choice of appropdiigount rates in public projects (i.e., sociacdunt
rates) have typically been about facts, not valgkesuld the rates chosen correspond the markebfrate
interest and, if so, which one? On this see Aredwl (1996). Differences of views on social discount
rates are usually handled by sensitivity analy®&e Section 4.2 below.

The briefest account | know of project evaluati®imi Dailyet al (1999). For fuller discussions,
including practical methods for estimating shadoigs and the associated social discount rates, see
Arrow and Kurz (1970), Little and Mirrlees (1968 74), Dasguptat al (1972), and Dasgupta (2004
[2001]).
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value of a unit of that same type of capital asseted by someone who is rich, other things beingakq
So inclusive wealth is not simply the sum of indival wealths, but is a weighted sum of individual
wealths. It can be shown that the sum of the ptetisnounted flow of a project's shadow profititss
contribution to the economy's inclusive wealth, meg that wealth, when inclusively measured, is an
aggregate index of social well-being. As a natiaréslth is the social worth of its capital assitis a
measure of the nation's opulence. That isn't tahsdynclusive wealtfs social well-being, it is to say only
that a policy reform (e.g., an investment projeatjeases social well-being when, and only whemjses
inclusive wealth.

3.3.2 Inclusive Wealth and Sustainable Developmentheory

Interestingly, social well-being and inclusive vibaihove togetheover timeas well. It can be
shown that, under a well-defined set of circumstanthe necessary and sufficient condition foradoci
well-being to be a non-declining function of tingethat inclusive wealth per head is a non-declining
function of time. The theorem has been proved aridgwork in an increasingly general context by
Dasgupta and Méaler (2000) and Arretval. (2003a,b). The theorem gives operational meatuirije
intuitive notion ofsustainable developmemade popular by the famous Brundtland CommisRieport
(WCED, 1987), which defined it "... as developm#mt meets the needs of the present without
compromising the ability of future generations teaentheir own needs".

The Brundtland Commission's definition of sustalealevelopment focusses on the maintenance
of the overall productive base of an economy. Buthee Commission Report left it, that base is an
unspecified aggregate of the determinants of sa@lbeing. The theorem that connects movemerds ov
time of social well-being and inclusive wealth pead tells usowto measure the overall productive base.
Since it links a precise aggregate of the detemt@af social well-being to social well-being ifse¢he
theorem also tells us why we should be interestdtié productive base. In Section 5.5 | reportion a
application of the theorem to the world's pooregtans, so as to explore whether economic developme
over the past three decades there has been sb#aina
3.3.3 Why Determinants?

Following Sen (1987) and Dreze and Sen (1990), Arzend Ravallion (1993) and UNDP (1994:
14-15) have criticised those who regard gross maltiproduct (GNP) to be an index of social wellrggi
on the grounds that it is, instead, a measurecoliatry's opulence. The criticism is faulty in tways.
First, opulence is a stock concept, and GNP ismeturn on any index of opulence that | am awérfé o
Secondly, and more importantly, the connectionweat drawn in Section 3.3.1 between the constituent

and determinants of well-being tells us that ittianmistake to seek to measure social well-bairtgrims

% One can even argue that, because it doe&e'triote of capital depreciation, GNP cannot be a
measure of opulence. See Section 5.6.
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of an index of opulence. The point isn't that opaemisleads, but rather that we should searcthéor
right measure of opulence. And the right measure oferqe is (inclusive) wealth.

Roughly speaking, the constituents and determinaini®ll-being can be thought of as "ends"
and "means"”, respectively. Ethicists regard thesttuents as the obvious objects of study, in emtio
economists and statisticians, who gravitate towHregleterminants. There is a cultural divide lzere
they often clash. Consider, however, educations&iild. Are they constituents or determinants? Téey
in fact both. The acquisition of education is paath end in itself and partly a means to increagingre
opportunities (or capabilities), by improving s&illAristotelian ethics emphasizes the former, wiiée
economics of human capital stresses the lattert ddhacation has both flavours doesn't pose problems
so long as we are able to track the two. Doublevtog is a virtue when a commaodity offers joint béts.
Education ought to be counted twice. (It is theesaith health.) Schultz (1961, 1974) and Becke641.9
1983), who pioneered the economics of human capibaltributed greatly to our understanding of the
process of economic development, by drawing atierdivay from Aristotelian virtues. If governments
in today's poor countries were persuaded that ¢éiducdoesn't foster growth in national wealth, Isut
solely an end in itself, they would have an excis@eglect it even more than they currently do.
Governments could argue that poor countries cHolidasuch luxuries as education.

Why bother about the determinants of well-beingemvthe natural thing would be to measure the
real thing, namely, the constituents?

There are several reasons. First, without an utadetihg of the ways in which the constituents
are "produced" by their determinants, we wouldkmatw which institutions best promote human interest
and which ones are likely to prove disastrous. ghmarkets be relied upon to produce and allocaid,f
clothing, shelter, and information? Should theeSks involved in the supply of education, publialtte
care, roads and ports? Should local communitiesnigaged in the management of spatially confined
natural resources? What kinds of institutions stiguélople depend on for insurance and credit? And so
on. Secondly, policy alternatives, such as investnpeojects, are easiest to frame in terms of the
commodity determinants of well-being. It is not arcident that projects are formulated in terms of
commodity flows. (At their rawest, commodity flowse what investment projects involve.) And thirdly,
shadow profits are a linear index of a projectaiis and outputs. Linearity greatly eases estimatio
3.4 Social Well-Being Functions and Arrow's VotingRules

Where does Kenneth Arrow's celebrated Impossibilitgorem fit into this? There have been a
number of readings of Arrow's monograph (Arrow, 396951]). Several don't fit well with the axioms
Arrow imposed on the mechanisms for social choge&ished to study. My own reading is this:

The title of Arrow's monograph is Social Choice &mdividual Values Arrow's concern was to

discoverdemocratic voting rulesin a world where votek ranks social states in accordance Whh
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(equivalently,H,).*® Arrow's presumption was that people cast thetes on the basis of their ethical
evaluation of social states. In the theory | haxgt gketchedy, in expression (1) reflectés values. To
say that people differ in their values is to sat theW,s differ. Arrow assumed that the only information
voterk is allowed to provide on her ballot paper is thdedng of social states induced Wy and that the
only pieces of information the voting rule is petteril to entertaimre the individual orderings. A voting
rule aggregates thi¢orderings induced by th&(s into a final ordering. Social choice is madel@tasis
of that final ordering. Arrow's voters fill theialiot papers on the basis of ethical consideraidfy they
do not vote on the basis of their personal intgkgstnor on the basis of what they would personadlyeh
chosen(,). Arrow's Impossibility Theorem states that if thember of social states exceeds two, it isn't
possible to devise a voting rule satisfying a desimple ethical principles (e.g., that it should b
democratic, that it should yield an efficient out®) if the set of possibM, functions is unrestricted. But
the theorem prevents no one from reasoning etjitall

Typically though, people don't vote directly on isbstates. Depending on the context, the
alternatives on which people vote are policiedaws, or rules, or candidates; but ultimately sdgial
states on which people vote. To take an exampés eten people cast their votes for political cdatgis,
they in effect vote for social states, because idaes represent policies, and different policesslito
different social states. Once again however, deaygents over facts rear their head. Thus imagate th
there are several policies (candidates) to chaose Even if all voters have the same ethical ongeof
social states (i.eW, and they, s in expression (1) are independentkpfthey would rank policies
differently if they were to read the pathways thedid policies to eventualities differently. Arrow's
Impossibility Theorem states that if the numbepalfcies exceeds two, it is not possible to desiseting

rule satisfying a set of simple ethical principlesy., that it should be democratic, that it shouddd an

% Majority rule is an example of a voting rulghat | am calling a "voting rule” was named a fabc
welfare function” by Arrow (1963 [1951]). There isnfortunately, a profusion of technical terms in
modern economics. But as long as we use them ¢entjs we won't run into problems.

31 The restriction that individual orderings amdy individual orderings are permitted to be introdilice
in the aggregation exercise has been much critigizéhe social choice literature. But no one hasigded
evidence of what additional information could bedegpermissible at a polling station without
jeopardising the electoral process. Intensity efifig? That would be subject to serious distortiongg
to exaggerated claims. Special needs of the vatea® would violate a central principle of democracy
namely, equal citizenship (anonymity of the votérerpersonal comparisons of well-being? But wso i
to conduct the comparisons, something that arectagdo have already been undertaken by the civic
minded voters when they cast their votes? And gb.fo

Voting rules in many national elections (e.g., frestial elections in the USA, parliamentary
elections in the UK) require voters to disclosereless information than Arrow made a requirement in
his theory. Election rules there insist that véteames only the candidate who is highest on theriorgl
induced byW,. The restriction is not only unnecessary, but lgviemiting too: it can distort election
outcomes when the number of candidates exceedmwithis see Dasgupta and Maskin (2004).
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efficient outcome) if voters' beliefs about the mratder of the pathways that lead from policies to
eventualities are drawn from an unrestricted seebéf systems. But the theorem doesn't prevenplpe
from reasoning ethically. In other words, evengbple held the same ethical values, the Impodsibili
Theorem would rear its head if people believediwerde theories concerning the ways in which variou
agencies in society would be expected to respopltoies and the ways in which Nature would react
to the treatment meted out to it. In Section 5 Wwallssee how disagreements over such facts have
dominated 50 years of development economics.

It is a deep insight of modern economics that veeilshnot worry about others when going about
our daily business in the market place for privgdeds. The market system helps to save enormounsly o
information costs: when shopping, we don't havla constantly into other people's affairs soas t
determine who needs what and why. But marketsraedfective institution only for transactions irivatte
goods. The public sphere includes the supply oflipuipods and merit goods (more generally,
externalities), one class of such goods being plblic) institutions that are required to ensurat th
markets work well. Modern economics urges peopledoy about others in the public sphere and vote
on the basis of the public interest, which in tiegation here, are thd,s (or thew,s). Civic awareness,
or so modern economists have shown, is to recogngembrace this dichotomy between the public and
private spheres of our lives (Arrow, 1974).

Transition

4 Tragic Choices, Gender-Based Allocations, and P@al Orderings

There are contemporary ethicists who question thgisbon which modern economics is
constructed, by claiming that not all social statiesrankable. Some maintain that to imagine thaices
are made on the basis of an underlying orderitgrsisconceive personhood (Sen, 1987; Putnam, 2002)
Ethical reasoning, they say, can at best yjdial orderings of alternatives, not orderirigs. In the
language of Section 2, this means th&twiere ethically sensitive, he would be unable tostmct not
only W, (orH,), but the individuaV,;s (or theU,;s and the5,;s) as well, each of which, remember, was
taken to be a numerical representation of an ardesf alternatives. There is even the suggestion by
ethicists that when the alternatives are "trag'tlaim to be able to rank them all is to revesself as
being shallow, lacking in the Higher Sensibility.
4.1 Personal Choice

In the context of personal choice, the origins ghthemnon's marital difficulties have been cited
as illustration (Sen, 1987). Aeschylus reportedlttiiegoddess Artemis had ordered the Aegean taimem
calm. As leader of the Greeks, Agamemnon was fag#d a cruel choice: sacrifice his daughter,

Iphigenia, so as to permit the Greek fleet totsallroy; or spare her, in which case the ships d/oemain

% "Orderings" and "partial orderings" were defi in footnote 6.
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becalmed and the Greeks suffer humiliation, pogsibb an eventual attack from their enemies.

Agamemnon was faced with a tragic choice and ddcide/as necessary to sacrifice Iphigenia. Sen
speculates instead that although Agamemnon chdsedid, he would not have chosen it on the grounds
that it was the less bad option, becdusth options were so horrible as to be unrankable

But we are not offered reasons why one cannot traigic choice$® Even while acknowledging
that either choice would destroy his integrity, Aganmnon could have insisted - and in at least cadirrg
of Aeschylus' play (Williams, 19933lid insist - that he chose the lesser of two evilgnethat it was
necessamne chose the way he did. While the ancients, raasfé know, did not have the term "evil" in
their lexicon, no disservice is done by my usd bkre, because Agamemnon's dilemma has been used
by Nussbaum (2000a) to illustrate tragic choicesoimtemporary poor societies. Nussbaum (2003: 415-6
has gone further to recommend the classics to esisteand policy makers on the remarkable ground
that, by reading about tragic choices they woulieb@ppreciate the tragedies befalling membetkef
world's poorest households; which, if you think atbit, is pretty insulting to the many social scists
who have discovered such choices in the Indiarcentinent and sub-Saharan Africa and have explored
the circumstances under which they are made.

In a revelatory, but now sadly under-acknowledgeaatkwthe demographer Pravin Visaria
observed that the female-male ratio in India hadvsha decline since the Indian Census of 1901 a®] w
worse, considerably less than one (Visaria, 196 8tder to answer a question the epidemiologistain
Chen posed in response to Visaria's finding, nariiédfnere have the women gone?", D'Souza and Chen
(1980), Cheret al (1981), and Chen (1982) uncovered male bias irsétoold allocations of food and
health-care in parts of the Indian sub-contiriénhe @uthors arrived at their finding by studying tality
and anthropometric statistics and inferring houlebommaodity allocations from the statistics. A riuen
of development economists subsequently exploreddtee that in a social environment where female
children are costlier to the household than maikelen (girls depart on marriage, and dowries can b
crippling), such forms of discrimination as Visahniad observed in the census data were the respbnse

poor households to a constantly stressful econeitiation?®

% The protagonist in William StyrorSophie's Choicéaced an even crueler dilemma when forced to
choose one of her two children for certain deatthéngas chamber. (Failure to comply would have led
to the certain death of both children in the gasydber.) Having been forced to choose thus destioged
but her humanity shone through when, in the clopmgsages of the book, she also disclosed thenreaso
for the choice she had made.

% The literature emanating from them is huge, $or example, Sen and Sengupta (1983) and Behrma
(1988a,b).

% See especially Rosenzweig and Schultz (1982upport of this interpretation, a sample from
northern India revealed that higher birth-ordefsgire discriminated against even more stronglg tha
lower birth-order girls. See M. Das Gupta (1987).
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It had not gone unnoticed by economists that aditald is not a person. A household's choices
reflect its internal dynamics; for example, thedoale of power among its members that is likelyeo b
founded on economic dependence, the social sthtusneenvis-a-vismen, and so on. If we imagine that
mothers are likely to have greater empathy withgtiéers than have fathers, we should expect
discrimination against female children to be lessauseholds where women are educated, or havesacce
to paid employment, or control the household budgbter things being equal. Extending this thought,
we would expect nourishment to be better and disndtion against women to be less in households
where women are educated, or have access to paidyement, or control the household budget, other
things being equal. There is evidence of this.

There is evidence too that gender discriminatiorthie Indian sub-continent differs across
ecological zones and rules of property inheritanoe that the character of gender discriminatiosuiio-
Saharan Africa differs from that in the Indian sadmtinent. In a wide ranging book, Boserup (1970)
observed that women have a prominent role in dtpireuinvolving hoe farming (such as in sub-Saharan
Africa), in contrast to regions (such as the Indiab-continent) where plough farming is predominant
Boserup drew a connection between hoe cultivapiolygyny, and the position of women.

Substantiating that connectiarnithin Africa has proved to be difficult. In a fundamdriady of
work, the anthropologist Jack Goody has stressadstimeone’'s economic importance in a system cannot
be inferred only from her involvement in agricuétuiit depends also on her engagement in such
complementary activities as drawing water and ctitig wood fuel on a daily basis. He has used dhe r
of women in economic activity in its widest sensgtovide an explanation not only for the practi€e
polygyny in sub-Saharan Africa, but also for whitigable land is awarded to married women by their
spouse's clan and why men are obliged to offeelmgilth at marriagg.

Boserup's thesis regarding the connection betwesnen's position in society and their role in
agriculture has been applied by Bardhan (1974 Sauher (1980) to the Indian sub-continent. Thegahot
a North-South divide in women's life chances thbegng a lot dimmer in the wheat growing North than
in the rice growing South (the East falls somewliefgetween). The authors observed too that the now
famous state, Kerala, is an outlier even in theltsdthat a prominent caste in Kerala, in contrashbse

in the North, are matrilineal and that the fact grmong them it is customary for female residendeet

% See Cochrane (1979), Behrman and Wolfe (198#)nedy (1989), and Sen (1990), among others.
To the best of my knowledge, McEIroy and Horneyg1gis the earliest study to use bargaining theory
(specifically, the well-known Nash bargaining s@u) to explain household commodity demands.
Earlier, Kalai and Smorodinsky (1975) had developetbdel of bargaining that would appear to besbett
suited for studying household choices (Sen, 19%&gDpta, 1993).

3" See Goody (1973), Goody and Tambiah (19783d$ (1976), Williamson (1976), and Gooely
al. (1981).
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matrilocal may also have had something to do withémergence of the divide. Evidence, such as we
have, that norms of behaviour in part emerge frooall influences, such as the influence of one's
neighbours and peer group, is consistent withtbiaght®

My point here is not to argue in favour of, or agajthe above or indeed any of a number of other
explanations that have been offered for genderigigtion in the Indian sub-continent and sub-$aha
Africa. Instead, the question | want to touch ufeme is whether it makes sense to interpret gender
discrimination within a household in terms of te&ative voices of members, each of whom is abtarié
household allocations in a complete manner, or mgrebecause the choices are frequently trage, it
more appropriate to imagine that they anableto rank them completely.

Putnam (2002), like Sen (1987), would seem to belibat the matter can be settled by reflection.
It seems to me though that the question is an é&apine. By this | don't mean determining whether
undergraduates are able to rank alternatives pegbémthem via a computer programme in a uniwersit
laboratory, but whether people living in raw ecomoircumstances can explain why they view matters
the way they do. The problem with concluding thadice mechanisms within poor households are based
on partial orderings of food and health-care atiooa is that we would not be able to explsystematic
gender discrimination in many parts of the Indiab-sontinent and sub-Saharan Africa. If tragic chsi
were non-rankable, some households would choosevapeothers in other ways. But what we observe
from the data are, after controlling for other fast systematic biases in food and health-careatitns
within the household. Until better reasons arereffehan the ones put forward by contemporary isthjc
economists have little reason to reject the hymishibey have worked with over the years.
4.2 Social Choice

Thatsocialchoice is frequently arrived at from partial oidgs of alternatives has, however, been
the working hypothesis in modern economics. Ini8e&@ we noted that thés differ from one another.
Even if someone evaluating a project (say, pek3evere convinced that a project is socially deseab
in that expression (3) is positive, he would bblicause there are others involved in reaching igidec
and he should expect their social well-being fuumdito differ from his. A good project evaluatagréfore
conducts a sensitivity analysis of the projectjdsntifying ranges of values for the most contamgio
parameters under which the project is acceptaldeamges for which it is not acceptable. The choice
mechanism would be expected to differ from plagaeldce and from time to time. Political pressuriésm
intrude decision making. When it doesn't intruamsstivity analysis helps those involved to deldier

discuss, and select projects in a manner that nth&ischoices consistent with one another ovee tiim

% See Blume and Durlauf (2001) for a generalyais of the effect of what economists call "sbcia
preferences" on collective behaviour; and Dasg(#@83, 2002, 2003) for a model of fertility behawio
based on such preferences.
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fact sensitivity analysis is routinely practisedsocial cost-benefit analysis.
Part II: Facts

The framework presented in Sections 2 and 3 isilfefclassifying debates on economic policy.
Imagine there are two policy optiosandB. Individualsj andk could disagree about their merits for
three reasons:
(o) jandk differ in the way they measure individual well#igs. ("In assessing a person's well-being,
you place far too much weight on personal inconegive to education”, saystoj.) In the notation of
expression (1), andk construct; andV,, differently.
®) j andk differ in the way they conceive social well-beif)’ou don't place sufficient weight on
equality of well-beings”, saysto k.) In the notation of expression (3)andk constructW, and W
differently.
(v) jandk have different theories regarding the likely etfeaf the policy optionsk(says tg: "You
think A would result in greater impoverishment of the pibanB. | disagree.")

[Corresponding disagreements could arigeaifdk were to deliberate matters in terms-bfand
H, (the left hand side of equation (2)).]

Policy discussions among professional economisigliygake the forny. In the following section
I illustrate this by tracing aspects of the deveiept of development economics. My idea isn't terodf
historical survey. What | do is to sketch a numifetebates that have taken place over the dechdés.
unnaturally, the selection reflects my own experéind involvement.
5 The Development Debate

The economics of development is an inquiry into plogerty of nations and is concerned to
discover ways out for them. (In order to discussnemic policy, the objects of study in development
economics used to be called "underdeveloped ceghta term that has undergone several transfamnsati
over the past five decades: "less developed castitrideveloping countries"”, the "Third World", the
"South", and so on. Some economists, including Hyserely refer to them as "poor".) The subjec ha
a wide engagement. Not only do academic econoraigisanthropologists study it, but government
departments, non-governmental organisations (NGiDs) international agencies contribute thinking to
it too. Although much has been written - and cargsto be written - on the meaning of poverty,dhgr
an intuitive sense in which people can be judgedetpoorpeople are poor if they have very limited
access to the resources they need to be able ¢tidan

5.1 Development as Economic Growth

¥ See, for example, the case studies in Daagtipt (1972). Nussbaum (2000b) imagines that project
evaluators produce a single number (the presertutited value of the flow of social profits) andhsider
their job done. Of the many project evaluation repd have read over the years, this was rarely the
practice.
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This may seem overly rough and ready and aggregafifter all, there are many kinds of
resources, and one can be well-off in some (foodt) poor in others (health-care). Moreover, "needs"
requires elucidation. (That too has elicited bagkgith inquiries.) And what, after all, should oneam
by something being "very limited" and by someotiatslity to function"? All these are valid concerns
But at a very early stage in the development ottdwomics of developmertcomecame to be seen as
the appropriate index of the resources a persotsrieebe able to function. Whatever else people may
need, it was argued, they need income to be algartthase goods and services. There is no evidence
the development literature, however, that income eveer regarded as an end in itself. Investigaiimos
the incidence and magnitude of poverty has beatarment activity in development economics. The
World Bank's oft-cited estimate, that some 1.2dillpeople live under $1 a day, is the kind of theit
offers a glimpse of the magnitude of poverty (Sec6.4):°

In moving from "personal” to "national”, the obvggeneralisation of income is gross national
product (GNP). GNP is an index of the goods pravidean economy. (For simplicity, we regard nationa
income and GNP to be the same object here.) Aadexiof economic development, this may seem a
limitation, but even when you go beyond GNP, ya fyourself returning to it. For example, if varfou
public goods are to be supplied by government (lmcaational), the government would require resesr
If those resources are to be obtained from takesethas to be sufficient income in the econtmtgx;
which brings us back to GNP. In consequence afiiespread use in policy discussions, GNP has now
become so ingrained in our collective sub-conscibag even as you ask someone, "Growth in what?",
you know the answer to be "Growth in GNP".

The use of GNP as a development index has bedanetyutriticized as well, not just by ethicists
(Bauer, 1971; see also Section 5.7). This beingsstaying power may seem surprising. But them i
simple reason behind it: The belief among develogreeonomists has been that improvements in the
material conditions of life are necessary befdrelag. It is because this belief could only bessaibtiated
or refuted by an appeal to facts, not values, tti@iong-running controversy on whether income is a
suitable index of development has been over facts.

To trace the origins of the dominance of GNP ineftgement thinking, it helps to recall a passage
in an article that gave rise to the modern litel@tan economic development:

"The central problem in the theory of economic digwaent is to understand the process by which

a community which was previously saving and invest or 5 per cent of its national income or less,

“0 The first of what has become an anWiatld Development Repaof the World Bank, was centred
on poverty in sub-Saharan Africa and the Indiancaittinent (World Bank, 1978). ThHReports fourth
chapter bore the title "Prospects for Growth anléAdtion of Poverty". The annuRleports immediate
focus returns periodically to poverty (World Bari®90, 2000). Much earlier, the Perspective Planning
Division of the Government of India produced a Ipliret for guaranteeing a basic minimum income for
all (Pantet al, 1962). Nothing came of it though.
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converts itself into an economy where voluntaryirsgiis running at about 12 to 15 per cent of nation
income or more. This is the central problem bec#useentral fact of economic development is rapid
capital accumulation (including knowledge and skilith capital).”

Now, this passage was not written by a Stalin@thy a descendant of some 19th century English
entrepreneur obsessed with capital accumulatiovadtwritten by the late W. Arthur Lewis (Lewis, 549,
as "humane" an economist as you could find. Anddasoning went something like this:

Imagine that a dollar's worth of investment conwésgelf into a perpetual flow of an additional
10 cents of income each year, which is to sayttieateal rate of return on investment is 10% par.ye
This means that the capital sum required to gemerdbllar of income annually is 10 dollars. S&%
of GNP were invested each year, GNP would gromatraual rate of 0.5% (0.05/10), whereas, if 15%
of GNP were invested each year, GNP would grownatuanual rate of 1.5% (0.15/10). Suppose
population is expected to grow at 1% annually. Tratra 5% investment rate GNP per capita would
declineat 0.5% a year, whereas at a 15% investment fdf @2r capita woulthcreaseat 0.5% a year.
One path would represent decay, the other pattelojlgwment.

5.2 The Quality of Economic Growth: Investment in What?

A research agenda's fecundity can be measurecehytinber of answerable questions it gives
rise to. By this count the agenda proposed in Lgweiper was enormously fecund. First, it's all weeji
to raise the rate of investment, but how would aeyknow what the country should be investing in?
(Heavy industries (e.g. steel)? Light industrieg.(egarments)? Agriculture? Roads, ports, andrilitg?
Public health? Primary education? Reproductivethgalogrammes?) Secondly, who should do the
investing: the government or private sector or llamanmunities? Third, and relatedly, should the
government have a "strategy” for economic develaprieeg., creating heavy industries)? Fourth, gthoul
we expect growth in GNP to lead to a reductiorbiscdute poverty within society even without theiaet
agency of government? And so on.

The fourth question gave rise to the famous "teddwn" view of economic growth, the thought
being that if the economy were to take off, no wealld be left behind: formal employment would be
created and wages would rise. Most developmentagoisis will give you a straight answer if you ask
them whether economic growth can be relied updridkle down reasonably fast. It won't be the same
answer though. However, no economist will ask yby you want to know, which goes to show that there
is a common ethical basis on which the developrdebtate has been conducted. Even though the
motivation behind the question is prompted by ethioncerns, the question itself concerns the &ctu

The problem economists face is that the statistiesconfounding. So the debate has been and ceatinu

*1 It is worth noting in passing that investmeatés in East Asian countries (e.g. South Koreaydn)
during the 1980s frequently exceeded 40% of GNP.
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to be, over fact&

The controversy over trade liberalization, and moreently, "globalization" through free
international capital movements, is in part a respdo the third of the above questions, whichtba®
with choice of appropriate economic policies. Anlieaintuition, that economic growth is faciliatéy
protection of domestic industries against foreigiparts has been argued by a number of trade and
development economists as being dubious (BhagwdtDeesai, 1970; Bhagwati and Srinivasan, 1975).
Protectionist policies not only distort domesticps in such a way as to waste resources, theyalpo
to create a social environment where corrupticble to thrive, meaning that even more resouraes ar
wasted (Krueger, 1978; Bhagwati, 1982). Moreovieeotetically at least, learning through work in
advanced export sectors would be expected to ealirmsan productivity, thereby economic performance
(Lucas, 1993). The phrase "export led growth" iegoression of this thought.

The debate continues. Some economists have obsdénatdthe governments of recent
development successes, particularly Taiwan andnS¢ortea, protected selected industries from foreign
competition and advanced the cause of a seleabegh @f export industries by offering what in effecre
subsidies (Amsden, 1989; Wade, 1990). However gtifepgouring less government intervention ask in
return whether those economies would have perfoeued better had their governments not tried th pic
future industrial winners. Being counterfactugigse questions are very hard to answer. But thehia
analyses of facts, not values.

Of the four, it is the second question that hawgudo be the most contentious among public
intellectuals. Until recently even the Left-Righstthction was frequently drawn in terms of an aesto
it. But the question is bogus. You cannot judge vehould do the investing (public, private, or
communitarian) without an understanding of thengjties and weaknesses of the various institutions in
the economy. As we noted in Section 2, modern eoa®tells us that there are activities that ought
almost invariably to be left to the private realogrtain others to the realm of markets, some to
communities, others still to the public arena. Bete is a wide range whose placement can be detatm
only by comparing the efficiency with which institins operate with the other public policies andmo
of behaviour that are in place. It is all well agobd to imagine, as | did in my illustration of Lisv
reasoning, that the rate of return on investmeb®® a year. But if there is widespread corrupiiothe
public sector or property rights to capital assetsinsecure (see below) or the State is predatwyate
of return could be woefully low, perhaps even niegatGrowing recognition of this has meant that
although development economists discugselity in earlier years, they now study the character of

institutions The two are interrelated: good policies can’plueked from air, the efficacy of economic

“2 A recent statistical analysis issued from\therld Bank, by Dollar and Kraay (2000), had the
revealing title "GrowtHs Good for the Poor."
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policies depends on the character of institutfdns.

The development of the theory of social cost-bémefalysis for poor countries was a response
to the first question. We observed in Section B2 the theory was built on wide ethical foundadidn
the event, though, not much use has been madeiaf sost-benefit analysis in the choice of investitn
projects in poor countries: the techniques weltetdebe overly complicated. (Little and Mirrlee99,
offer an interesting assessment.) | don't knowi§f has mattered hugely, because until the lat@d fhe
productive gains enjoyed by an economy from hasimgalthy and educated population were generally
not appreciated. Not only were political leadersimst poor countries uninterested in primary hecdite
and basic education, but the techniques of soostthenefit analysis were designed mainly for imclais
and agricultural projects. However, growing empgitievidence of the validity of a theory of economic
development in which human capital plays a cemtial (Leibenstein, 1957, on health; Schultz, 1961,
1974, and Becker, 1981, 1983, on education), mbanhthe long-held belief that steel mills in therld's
poorest countries yield higher social profits tisahools and public health programmes was false. One
implication of the theory of human capital is tiraprovements in education and health are appretiate
not only to be consonant with growth in GNP, bsbdb be sources of economic growth. Obvious though
this implication may sound today, the idea thatoadion is an engine of macroeconomic growth was
formulated in a testable model only recently, byxaési (1988). The widespread acceptance of human
capital theory (World Bank, 1993, 1998) is an ins&of how the discovery of facts is absorbed @& th
social sciences. But its general absorption taole ti
5.3 Growth vs Distribution

GNP is an aggregate measure, estimated on thedias@rket prices. If the individual human
being is to be the focus of attention, developmeenhomics had to care about the distribution afrime,
especially the incidence of poverty. A country'sf@6an be large even while its distribution is hyghl
unequal and even while some live in abject povéstgation can enjoy huge private incomes but suffer
from public squalor. More subtly, there can be refli between the prospects of large GNP in tharti
and equality in the distribution of contemporargdme. The latter observation is the source ofdhg-
standing debate on growth versus distribution.

The conflict can be fuelled by two forces. Fir§tthie rich in fact invest more than the poor
(because, say, they can afford to!), a redistrilbuin favour of the poor would reduce the rate of
investment and thereby economic growth, other ghimging equal. Secondly, redistribution may blunt
incentives to work, to take risks, to invest, mgenerally, to undertake productive activities.dlt i

remarkable that the latter possibility was formedain a meaningful way only recently, in a bold and

*3 The World Bank's annudlorld Development Repdg a good indicator of the evolution of thinking
on economic development. World Bank (1997, 2002evaevoted to the role of the State and to the
building of productive institutions.
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original paper by Mirrlees (1971). Mirrlees' aidhowed clearly that whether the incentive effapts
significant can only be discovered empirically,dbydying the demand for leisure (and risk-avoidance
and by uncovering the productivity of work (andjisAn early theoretical exercise by Atkinson (1973
on a version of Mirrlees' model suggested thairibentive effects can in principle be so powerfiogt
even as egalitarian an ethic as that of Rawls ¢equélb)) could recommend low marginal tax rates o
high incomes. The implication was that althoughegaments ought to be engaged in income transfers,
they ought not to be as vigorous as egalitariamghninstinctively want them to be.

Set against the above two reasons behind a cohé#listeen growth and redistribution (more
generally, between efficiency and equity) are dsvhat go the other way. If small agriculturaihfigrare
more productive than large ones (say becausedsigr for the land owner in small farms to morfiom
labourers' work effort; Eswaran and Kotwal, 1988)edistribution of land in favour of the landlessild
enhance economic growth. Adelman and Morris (18a8)earlier uncovered empirical evidence that land
redistribution in South Korea and Taiwan had beeeragine of economic growth there. Empirical work
at the World Bank (Chenemt al, 1974; Ahluwalia, 1976a,b), showing that poor rdoes in the
contemporary world could enjoy economic growth vatime redistribution, was consistent with those
findings.

A second driver was identified with health, whishain aspect of human capital. Using results
obtained by nutritionists and epidemiologists,d tbeen argued that investment in nutrition andthrea
care for the poor could increase their productitdtyan extent that economy-wide labour productivity
would increase. It has been argued also that nsagtehe shouldn't be expected to eliminate hunggr a
malnutrition speedily. Perhaps economic growttkles down, but it doesn't cascade down.

The reasoning is this:

Stunting is a reflection of long-term undernourigmt) while wasting is a manifestation of short-
term undernourishment. Each significantly limite tbapacity for physical work, where strength and
endurance are needed. Moreover, the energy redairethintaining human life is substantial, in t6&t
75% of the energy intake of someone in daily riottibalance goes toward maintenance, the remaining
40-25% is spent on "discretionary" activities (warkd leisure). Maintenance requirements are therefo
like fixed costs, meaning that the metabolic preessonverting nutrition intake into nutritionaltsis are
non-linear. Which is to say that the effects onrthitional status of a marginally undernourisipedson
of small alterations in their mean nutrition intate amplified, they aren't proportional to theitions.
Dasgupta and Ray (1986, 1987) showed that becdusg&chb non-linearities, markets can't eliminate
undernutrition easily. The point is that the undemshed are at a severe disadvantage in theityatioil
obtain food. Since their capacity to work is impdirthe undernourished are unable to offer thetgual
of work needed to obtain the food they requiredtare to improve their nutritional status. It veaswn

as well that over time undernourishment can be bathuse and consequence of someone falling into a
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poverty trap Because undernourishment displays hysteresie (#ne further positive feedbacks between
nutrition and infection), poverty can even be dyita®©nce a household falls into a poverty trajgait
prove especially hard for descendants to emergeobitt* A similar analysis can be provided for
education (Heckman, 2000). Establishing universalgry health-care and education redistributestasse
by creating human capital among those who own fiheraassets. The move raises inclusive wealth, not
only in the present, but also in the future.

The pathways triggered by these two drivers (landevship and health and education) suggest
that it is possible not only to recommend econogn@vth with redistribution, but that one can even
advocate patterns of redistributibeforeeconomic growth takes place (Adelman, 1979; Demirand
Squire, 1998). Notice once again that the confaum@roblems in all this have involved facts, brgadl
construed; not valués.

5.4 Estimating Poverty

Poverty is self-evidently multi-dimensional. Thigskes estimating the magnitude and extent of
poverty in today's world most problematic. In fdet problems remain huge even if one adopts awarro
view of poverty. Let us see why.

It could be thought that, because food is a kegrdghant of well-being, poverty should be
identified with low nutrition intake. Problems ofe@surement abound even so, because one has to ask
whether a person's diet is deficient in macronatsi€protein, carbohydrates) or micronutrientsn(iro
iodine, phosphorus) or in both. In those societieere diets aren't built round root vegetabless@aes,
yam) someone whose energy intake is adequate Gssbmed to enjoy an adequate intake of protejn. So
a seemingly uncomplicated way to estimate poverty iidentify a level of energy intake (e.g., 2,000
kilocalories per day) such that a person is deeimée poor if his daily intake is below it. The &hen
would be to measure intakes in population samples.

Clearly though, intakes should be matched with gnegquirements (a sedentary person's daily
requirements would be lower than the requiremeihgeimeone involved in strenuous work, other things

being equal). Moreover, even though the pooregplpeaverywhere spend most of their income on food

* | have discussed these pathways in greatail éessewhere (Dasgupta, 1993, 1997). For a histbr
account of the way improvements in nutrition intalkel economic development reinforced each other
during the economic rise of the West, see Fegal (1983) and Fogel (1994, 2004). Identifying poyert
traps at the household level from economic détaught with difficulties, because one has to leaaice-
similar households whose economic conditions haxergled over time. Jalan and Ravallion (2002) has
found evidence of poverty traps in contemporarglr@hina.

5 A frequent illustration is the contrast offdrby South Korea and Ghana. GNP per head waslyough
the same in the two countries in 1960. But SoutfeK@njoyed one towering advantage over Ghana: the
government in South Korea had effected land refamnchintroduced universal primary education. That
early advantage shows today, in that when GNP &suored in US dollars, the ratio of South Koreats an
Ghana's GNP per head is of the order of 20:1.
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(the proportion has been found to be as high as) 8y buy other things too (clothes, bedding, the
occasional finery). A nutrition-based notion of pay would seem to be overly limiting. So poveRy i
often defined today in terms of a minimum incomexpenditure level, in that a person is judgedeo b
poor if his income or expenditure is below thaelev

Once the poverty line has been agreed upon, thEesinvay to measure its extent is to estimate
the proportion of people who are below the linas#felds the "headcount ratio” of the poor. Beedihe
cost of living differs across countries, new engaliproblems arise when we seek global figures for
poverty. Economic statisticians have thereforenestéd international differences in the cost ofnigyi
Instead of using official exchange rates amongpnaticurrencies, they use purchasing power p&RyP(
exchange rates, so as to make national poverty tiamparable to one another.

In some countries (many in Latin America) povestylefined in terms of low income, while in
others (e.g., India) low expenditure is the cramriThis adds to the difficulties in making intetioaal
comparisons of poverty. Problems are compounddtidfact that neither reported income nor reported
expenditure is likely to reflect the worth of resces rural people may have obtained from theirlloca
commons (Section 5.6.1). It has transpired alsbttielength of the recall period in sample surveys
influences poverty estimates. In the mid-1990s, Naional Sample Survey in India conducted
experiments in which households were randomly assigone of two questionnaires with different
reporting periods. In one questionnaire people wasked to recall their expenditure on items of high
frequency (food, tobacco) over the previous 7 dagdtems of low frequency (clothing, footwear) ove
the previous 365 days, and on all other items theeprevious 30 days. In the other questionnaioplee
were asked to recall their expenditure on all itewasr a uniform period of the previous 30 days.
Interestingly, the headcount ratio obtained froswaers to the former questionnaire wadf that obtained
from the lattef?

Despite the empirical difficulties, a picture isenging about absolute poverty in the contemporary
world. Although the number of people living undiee World Bank's criterion of $1 a day has increased
in Africa and some countries in Latin America dgrthe past 15 years or so, the total number invtrél
who are below that poverty line has declined. Hghs of growth in income per head in China andalnd
have pulled up sufficiently large numbers of pedgden below the poverty line to have made this jixss
Interestingly, though, the total number of peopléhie world living below $2 a day has risen. Clsrzaid
India’'s high growth rates haven't lifted sufficigriirge numbers above the higher poverty line.sehe
findings offer a glimpse of the relationship betwegonomic growth and poverty alleviation experezhc
in recent years.

5.5 Female Education and Fertility

¢ For a discussion of the finding, see Deatwh Breze (2002).
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In the contemporary world the world's poorest ragitnave experienced the fastest rate of
population growth. Sub-Saharan Africa and the Indiab-continent - the world's poorest regions -€hav
experienced unprecedented population increaselwwgast four decades, averaging well over 2% ia yea
Declines in child mortality rates there were notchad by declines in fertility rates, at least, notil
recently in some parts of India and Bangladestindie a connection between poverty and fertility?atVv
accounts for the persistence of high fertility satethe poor world?

Caldwell (1980) documented a number of historieaks and suggested that mass education can
be expected to reduce high fertility rates. Subsetwritings on population growth in poor counttiese
stressed that there is a negative link betweenatidudespecially female education) and fertil®p it is
now a commonplace that an absence of female edndatia prime cause of pro-natalism (Sen, 1994,
1999).

But there are two problems with the latter viewpokirst, the extent to which fertility-decline
"responds” to increases in female education in kiote series and cross section data not only differ
substantially across space and time, there argkdses in Africa where the response has been ftund
have the "wrong" sign: increases in primary edocetdr women have been associated \wvitlieasesn
TFR (Jolly and Gribble, 1993). Secondly, fertilites in the world's poorest regions remained ntlueh
same until recently, even while infant mortalityesadeclined, which means that there must have been
other significant reasons for the pro-natalismabsence of female education could hardly presetibe
invariant fertility rate. In any event, Susan Ceacte, to whom we owe the first, clear studies shgwiie
links between female education and fertility redurctwas herself reluctant to attribute causabthér
findings (Cochrane, 1979, 1983) - as have schalaidying more recent data (Cohen, 1993; Jolly and
Gribble, 1993) - because it is extremely diffi¢alestablish causality. Women's education maynedlice
fertility; on the other hand, the initiation of ttbearing may itself be a factor in the terminatn
education. Moreover, even when education is madiadNe by the state, households may choose not to
take up the opportunity: the ability (or willingr#f governments in poor countries to enforce stho
attendance is often greatly limited. The privatste@and benefits of education and the mores of the
community to which people belong influence theicidens. It could be that the very characterstica o
community that are reflected in low education ati@nt for women are also those encouraging high
fertility; for example, absence of associationdivdties among women, or lack of communication with

the outside world, or inheritance rules that plaoenen at a disadvantage. (We discussed some & thes

“"Total fertility rate(TFR) is the number of children who would be btara woman if she were to live
to the end of her childbearing years and bear rernilth accordance with current age-specific fertifates.
It is the best single index of natalism. In thela®70s, TFR in sub-Saharan Africa was 6.6, thiien
Indian sub-continent, 5.3. In the mid 1990s, tlgaifes were 5.6 and 3.4, respectively. As a mafter o
comparison, we note that the corresponding figimethe world as a whole were 3.7 and 2.8.
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issues in Section 4.1.) Demographic theories stifor generality would regard both women's edocati
and fertility to be "endogenous" variables. Theatieg relationship between education and fertititguch
theories would be an association, not a causdioethip. The two variables would be interpreted as
"moving together" in samples, nothing more.

The Green Revolution of the early 1970s enabledd#ood production to keep pace with world
population growth. | believe this fact led sociaiesitists to conclude during the 1980s that, endghé
world's poorest regions population is not a prolffeBut cereal yields have stagnated in recent yeaes
while population has continued to grow at high gaddoreover, there is not much area left on theglo
that is agriculturally promising. These twin factay be a reason why economic demographers appsar no
to have shifted to the view that high populatioovgh has hampered economic development in the isorld
poorest regions (Birdsadt al, 2001). But this revised viewpoint suffers frdme same weakness as the
one which says that high population growth has ghoseproblems for economic development there: both
regard population change to be an exogenous fdexmepting for societies where fertility has been
restricted by government fiat (as in China), pofiorachange shouldn't be taken to be exogenousngi
Below | explore a recent point of view that is lmhea institutional and ecological fundamentals, not
female education, nor fertility behaviour. In ordieelaborate on the viewpoint, | discuss the ttodelocal
natural-resource base plays in rural life amongatbed's poorest. | argue that to ignore that beads
generally to wrong policy prescriptioffs.

5.6 The Role of Natural Capital in Rural Lives

The issue in fact is broader than the neglect @fidcal natural-resource basedievelopment
economics. Twentieth century economics, more gépehas in large measure been detached from the
environmental sciences. Judging by the professigritings, we economists see Nature at best as a
backdrop from which resources can be considereidalation. We also assume that the processes
characterising the Earth System are linear. Moneow&croeceonomic forecasts routinely exclude
environmental resources. Accounting for Naturé,gbmes into the calculus at all, is an afterthuditg
the real business of "doing economics".

One can argue that this practice has given risepzzling cultural phenomenon: One group of
scientists (usually earth scientists) see in hutpargurrent use of Nature's services symptomsdafegp
malaise (e.g., Ehrlich and Ehrlich, 2004; Stefétral, 2004), even while another group of scientists

(usually economists) document the fact that petmplay are on average better off in many ways thap t

8 See, for example, Kelley (1988). Sen (1994} wven contemptuous of those ecologists who
expressed concern about Earth's capacity to sii&tHinbillion people at a reasonable standardvofdi

* The thesis has been developed more fullydasgDpta (1982, 1993, 2003, 2004, 2004 [2001]) and
Dasgupta and Maler (1991).
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had ever been and wonder why the gloom (e.g., Sit®®@0; Johnson, 2001). In ignoring the role of
natural capital in economic activities, developmardnomists have merely followed their professional
colleagues. However, while policies and institusiomatter, ecology matters too. The neglect of Ndtas
been not only unfortunate, but ironic too. One dway to think of agricultural land, threshing grals
grazing fields, village tanks and ponds, woodlaaul$ forests, streams and water holes in inlandgel,
and of woodlands and forests, coastal fisherieagneawes and coral reefs in coastal villages in orole
recognise the importance of spatially localisedirstresources in the lives of the rural poor. Rexdso
that some 60-70% of people in the world's pooregions live in rural areas. Nevertheless, barring
agricultural land, natural capital has been ab&emh most of the models on the basis of which
development economists have drawn policy recomnienmda Leading books on the economics of
development ignore the local natural-resource badgethe wide variety of institutions that have gedl

for managing thertf.

5.6.1 Property Rights and the Local Commons

Talk of capital assets makes one think of their enship and to théghts to those assets. Who
owns the assets that characterise the local naies@lirce base? Anthropologists and economistsimgprk
at the fringes of official development economicséndiscovered that, barring agricultural land, they
mostly neither private nor the property of the &tdtut are communally owned. They are liheal
commonsAs a proportion of total assets, the local comsmange widely across ecological zones. In India
they are most prominent in arid regions, mountagiians, and unirrigated areas; they are least piemhi
in humid regions and river valleys. (There is #rale behind this, based on the need to pool)isks

Are they important? In a pioneering study, Jodi#8) reported evidence from over 80 villages
in 21 dry districts in India, that among poor féeslthe proportion of income based directly onrthuaal
commons is in the range 15-25%. In a study of 28gés in south-eastern Zimbabwe, Cavendish (2000)
arrived at even larger estimates: the proportiomecdme based directly on the local commons is 35%,
with the figure for the poorest quintile reachir@s.

Are the local commons managed communally? Not ialkly;, but in many cases they are, or have
been in the past. Where they are managed, the cosnanen't open to outsiders, but only to thoseravi
historical rights through kinship ties and commynitembership. Communal management of local
resources makes connection with "social capitéVyed as a complex of interpersonal networks, amig h

at the basis upon which cooperation has traditipbalen built. As the local commons have been s#ats

0 As examples, see Dreze and Sen (1990) and1R&g). | have grumbled about the absence of
natural capital from official development econonticany times before. (See, for example, Dasgupta,
1982, 1993, 2004, 2004 [2001]; Dasgupta and Ma®1). Since 1996, Professor Charles Perrings,
Editor of the journaEnvironment and Development Econongicambridge University Press), has been
active in promoting the inclusion of natural cabitedevelopment economics.
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non-market relationships, transactions involvingnthare often not mediated by market prices. So thei
fate is frequenly unreported in national econonuicoants. However, a large empirical literature has
confirmed that resource users in many cases cdep@rma occasion through democratic means. Case-
studies have shown too that cooperation can fdirestal and coastal communities from experiendimg
"tragedy of the commons". The empirical literatore the local commons is valuable because it has
unearthed how institutions that are neither pathefmarket system nor of the State develop orgiyic

to cope with resource allocation probleths.

Thus far, the good news about communitarian intita. There are, however, two pieces of bad
news. First, a general finding from studies onnfamagement of local commons is that entitlemerstis th
products is frequently based on private holdingser households enjoy a greater proportion of the
benefits from the commons. Beteille (1983), forregée, drew on examples from India to show thats&ce
to the commons is often restricted to the elitg.(easte Hindus). Cavendish (2000) has reportsgith
absolute terms, richer households in his samplertuwre from the commons than poor households. That
women are sometimes excluded has also been recdiategkample, from communal forestry (Agarwal,
2001)3*

The second piece of bad news is that local commaws degraded in recent years in many parts
of the poor world. Why should this happen now inskh places where they had been managed in a
sustainable manner previously?

One reason is deteriorating external circumstarweesh lower both the private and communal
profitability of investment in the resource basdefie are many ways in which circumstances can
deteriorate. Increased uncertainty in propertytsgie a prime example. You and your community may
think that you together own the forest your foreéss passed on to you, but if you don't possesed d
to the forest, your communal rights are insecura tlysfunctional state of affairs the governmeay m
confiscate the property. Political instability tive extreme, civil war) is another source of urgety: your
communal property could be taken away from youdrgd. Political instability is also a direct caude
environmental degradation: civil disturbance all frequently expresses itself through the destvoaif
physical capital.

When people are uncertain of their rights to agigicproperty, they are reluctant to make the

investments necessary to protect and improvethielsecurity of a communal property is uncertawirig

1 See Choprat al (1989), Feenyt al (1990), Ostrom (1990), Bromley al (1992), Baland and
Platteau (1996), Jodle al (2007) and the references there. The economir\ttué the local commons
was developed in Dasgupta and Heal (1979: ch. 3).

2 McKean (1992) stressed that benefits froncttimemons are frequently captured by the elite. vghr
and Narain (1996) exposed the same phenomenoaiirsthidy of water management practices in a semi-
arid village in the Gangetic plain.

44



to whichever of the above reasons), the privatemstexpected from collective work on it are loweT
influence would be expected to run the other way with growing resource scarcity contributing to
political instability, as rival groups battle owesources. The feedback could be "positive”, ekeatirg
the problem for a time, reducing private returnsimrestment further. Groups fighting over spatially
localized resources are a frequent occurrence fettayer-Dixon, 1999). Over time, the communitarian
institutions themselves disintegrate.

The second reason is rapid population growth, wtéchtrigger resource depletion if institutional
practices are unable to adapt to the increasedyreesn resources. Ird&@ d'lvoire, for example, growth
in rural population has been accompanied by ineceateforestation and reduced fallows. Biomass
production has declined, as has agricultural priddtyc(Lopez, 1998). However, rapid population gth
in the world's poorest regions in recent decadeff itequires explanation. Increased economic urggc
owing to deteriorating institutions, is one ideiatile cause: children yield a higher return in such
circumstances than other forms of capital assd¢si$Be, 1994; Guyer, 1994; Heyser, 1996). This siean
that even if rapid population growth is a proximeéeise of environmental destruction, the underlying
cause would be expected to lie elsewhere. Thus \besitive links are observed in the data between
population growth, environmental degradation, aodepty, they should not be read to mean that one of
them is the prior cause of the others. Over tirmeheould in turn be the cause of the otférs.

The third reason is that management practicesedbtial level are on occasion overturned by
central fiat. A number of states in the Sahel ineplasiles that in effect destroyed communal manageme
practices in the forests. Villages ceased to hlagetithority to enforce sanctions on those whaatéal
locally-instituted rules. There are now a numbegmmimerations of the ways in which State authasdty
damage local institutions and turn the local comsnato open-access resources (Thometam., 1986;
Somanathan, 1991; Baland and Platteau, 1996).

And the fourth reason is that the management @fl lk@mmons often relies on social norms of
behaviour that are founded on reciprocity. Butiinsons based on reciprocity are fragile. They are
especially fragile in the face of growing opportigs for private investment in substitute resources
(Dasgupta, 1993, 2007; Camplwlial, 2001). This is a case where an institution datsies even when
there is no deterioration in external circumstanoes population pressure. However, when tradifiona
systems of management collapse and aren't repigciedtitutions that can act as substitutes, tleeafis

the local commons becomes unrestrained. The comtnensleteriorate, leading to the proverbial trgged

3 Recently de Soto (2000) has argued that tiserace of well-defined property rights and their
protection is the central fact of underdevelopm&ightly, he stressed the inability of poor pecie
obtain credit because of a lack of collateralhltext | am offering a multi-causal explanationdoverty.

* For the theory, see Dasgupta (1993, 20085 fecent empirical study on South Africa thatsdise
theory, see Aggarwat al (2001).

45



of the commons. In a recent study, BalasubramamdrSelvaraj (2003) have found that one of thesblde
sources of irrigation - village tanks - have deteaied over the years in a sample of villages utrssrn
India owing to a gradual decline in collective istreent in their maintenance. The decline has cdroeta
as richer households have invested increasinglyivate wells. Since poor households depend nat onl
on tank water, but also on the fuelwood and fodldar grow round the tanks, the move to private svell
by richer households has accentuated the econtregs £xperienced by the poor.

History tells us that the local commons can be etgukto decline in importance in tandem with
economic development (North and Thomas, 1973). Ergaris (1990) study of the privatization of
common grazing lands among the Orma in northeaktenya established that the transformation took
place with the consent of the elders of the tri8fee attributed this to cheaper transportation aidéming
markets, making private ownership of land moreitabfe. The elders were from the stronger families,
and Ensminger didn't fail to notice that privatiaataccentuated inequality within the tribe.

The point isn't to lament the decline of the commanis to identify those who are likely to get
hurt by the transformation of economic regimes.tTthare are winners in the process of economic
development is a truism. Much the harder task identify the likely losers and have policies iag# that
act as safety nets for them. This involves theyasmabf facts, broadly construed, not values.

5.6.2 Inclusive Wealth and Sustainable Developmen&pplication

The weakening of institutions that once manageddt& commons is symptomatic of a wider
social problem. Property rights to environmentabreces are frequently unspecified or are unenforce
even if they are specified, meaning that their raagtices are all too often zero. People therdfiarne
little incentive to economise on their use. Bueagironmental resourc@s situ are socially valuable, their
shadow prices are positive (Section 3.3). Earlenated that one way to measure social well-besng i
estimate inclusive wealth, where wealth includesdbcial value not only of manufactured capitaétss
and knowledge and skills, but also environmentsé¢tss We noted also that under certain circumssance
social well-being is sustainable when, and onlynyleclusive wealth per head does not decline tiver.
GNP is an inadequate measure of economic develdgaeause, among other things, it doesn't recognise
the degradation of capital assets. Huge quantfiegonomic transactions are thereby absent fr@m th
measure. As it happens, the United Nations Devatopfrogramme's Human Development Index (HDI)
is also impervious to the degradation of capitakts In this sense, HDI is no better than GNFhped
as a measure of social well-being. There are maoyrostances where a nation's GNP per head would
increase over a period of time and its HDI impraaeen while inclusive wealth per head declines. In
broad terms, the circumstances involve growing etarkn certain classes of goods and services (e.g.,
petroleum products, transportation) and an absehc®rkets and collective policies for environménta
goods and services (e.g., ecosystem services)islsy blanket proposals for free trade reflecitia

economics: the market mechanism can't be expeotddnttion efficiently when markets for many
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environmental resources are simply missing.

Of course, a situation where GNP per head incremsg$iDI improves while inclusive wealth
per head declines can't go on forever. An econbatyeats into its productive base in order to raiseent
production cannot do so indefinitely. Eventually Bper head and HDI would have to decline too, snles
policies were to so change that inclusive wealthhgad begins to accumulate. Using data publisiged b
the World Bank (Hamilton and Clemens, 1999), Dasg®004 [2001]; 2007) and Arroet al (2004)
have shown that even while GNP per head and HD# bath increased in the Indian sub-continent over
the past three decades, inclusive wealth per hesaddtlined somewhat. The decline has occured $&cau
relative to population growth, investments in mawutfired capital, knowledge and skills, and
improvements in institutions have not compensatedhie degradation of natural capital. In sub-Saar
Africa both GNP per head and wealth per head hagtngd, even while HDI has shown an improvement.
The evidence also suggests that among the woddiesgt regions, those that have experienced higher
rates of population growth have faired worse imt&pf accumulation of inclusive wealth per head.

The findings are, however, very tentative, not drdgause the World Bank's estimates of shadow
prices are most crude, but also because the citanoes in which inclusive wealth per head is an
appropriate index of social well-being are regtrc{they are at best a first approximation towueld as
we now know it). There is much that remains to beedto improve the way we go about identifying
sustainable development. Nevertheless, they exgiaipuzzling cultural phenomenon noted earlier. A
current manifestation of the phenomenon is thatrvdevelopment activists insist that developmenttmus
be sustainable if it is to be viewaddevelopment (e.g., recent issues of the UnitetbhsitannuaHuman
Development Repgrtthey frequently advertise ethical criteria (elgDI) that have no bearing on the
sustainability of development. It is a curious estaft affairs.

5.7 Freedom and Development

In a classic essay on social and political histitry late T.H. Marshall (1964) codified the modern
concept of citizenship by identifying three sodi@bolutions that took place sequentially in Western
Europe: that of civil liberties in the eighteen@ntury, political liberties in the nineteenth, sswtio-
economic liberties in the twentieth.

Each type of liberty is valuable. But are they catiige, or are we faced with trade-offs among
them?

Lipset (1959) famously observed that growth in Gb&#? head helps to promote democratic
practice. The converse, that demacratic practicecaril liberties promote material prosperity, feso
been suggested by social scientists. Democracyiaidiberties, including the existence of a freeess,
have been seen not only as ends in themselves, saveeseen them also as the means to economic
progress. Understandably, rulers in the world'sggiaountries have thought otherwise. That paliaod

civil liberties on the one hand, and economic pEsgron the other, involve trade-offs when counaies
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poor has been the stated conviction of people wwepin most of today's poorest countries. Howewer,
their pioneering empirical work on what they ternsedial capability Adelman and Morris (1965, 1967)
saw societal openness to discussions and ideadrageaof economic progress. Their work had little
impact on development economics. In view of thdffiektnce development activists showed until relgent
to the lack of political and civil liberties in Ige parts of the poor world (most especially subaBatn
Africa), one can but conclude that the presenaibstantial trade-offs among the various categofies
freedom was the unstated conviction among thenodfzfore freedom™ was a slogan in frequent use
among development activists until the demise ofSbeiet Union.

In a crude statistical analysis of what in 1970en&t countries with the lowest GNP per head,
Dasgupta (1990) found that, during the period 19980, those nations whose citizens had enjoyed
greater political and civil liberties had also oreage performed better in terms of growth in GNP p
head and improvements in life expectancy at birtte correlation wasn't strong, but it was positinel
significant. Of course, correlation isn't causatiout the finding did imply that political and diViberties
are not luxuries in poor countries; they don't seaély hinder economic progress. Subsequentlgragv
more elaborate investigations were published. Theyded not only poor nations but rich nations. too
The most elaborate among them was Barro (1996),fadnod that among those nations where freedom
was highly restricted, there was a positive catimigbetween political and civil liberties on theechand
and growth in GNP per head on the other, but thmeirey those where freedom was considerable, there
was a negative correlation. During the decadeeofl8V0s, the bulk of the worst offenders of retsns
in citizens' freedom were governments in the wenorest countries, most of them in sub-Saharan
Africa. Barro's findings were therefore consistaith those reported by Dasgupta.

That said, Barro's and Dasgupta's are only two grapistudies® More importantly, neither
author investigated whether, among poor counttiiese was a positive link between political andlciv
liberties and increasesiimclusive wealtlper head, meaning that as matters stand, wekihanit the links

between democracy and sustainable developmerg itotitemporary worldl. It is therefore as well to be

* Political and civil liberties, even thoughethare distinct goods, are highly correlated in the
contemporary world. See Taylor and Jodich (1983).

% Sen (1999) has notably observed that fanti@@en't occurred in democracies. In the text | am
focussing not on extreme events, but on the prospdescape from persistent ills like malnutrition
Although famines receive more attention in the graglnutrition and disease are quantitativelyreftgr
significance, because they are persistent anditlvelve far larger numbers of people.

" The sole (but very partial) exception is Watuable paper by Barrett and Graddy (2000), wha in
cross country study, have shown that, controllmgricome differences, urban air-borne pollutamid a
several of water-borne pollutants are negatively significantly correlated with the extent to which
citizens enjoy political and civil liberties. Peegilave greater voice in more open societies ahdjtbater
voice is able to translate itself into more effeetpolitical action.
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circumspect about Sen's (1999) insistence thatgerd developmersis freedom: the redeployment of
terms doesn't illuminate what development reallpants to. Freedom isn't a unitary good; rathergethe
are trade-offs among its various components. Asdneponents are many, Sen's appeal to the notion of
a person's capabilities (Section 2.2) as a wagmdckaging freedom is also of no h&lp. Democramy, f
example, means many things at once: regular amcelactions, government transparency, political
pluralism, a free press, freedom of associatiedom to complain about degradation of the natural
environment, and so on. We still have little engailiunderstanding of which aspects are most patent
bringing about sustainable development. That bging commitment to democracy today can't be based
on grounds that it promotes sustainable developnWet should favour democracy because (i) it is
innately a good thing and (ii) it isn't known towder economic progress and may possibly even belp t
bring it about.

So we return to matters of fact, broadly constrigdpirical investigations into the possible links
between crude measures of democracy and econoretogenent would require that the criterion taken
to be the indicator of democratic practice showddekplicit and independent of the chosen measure of
economic development (say, GNP per head). The-coas¥ry indices of civil and political libertiesed
by Dasgupta (2000) and Barro (1996), would appesatisfy the requirement, because the way theg wer
constructed bore little-to-no relation to econoamtivity.

However, so far as | know, at levels of aggregaielow that of the nation, there are no consistent
sets of indices of democracy and civil libertieattare independent of material well-being. And yet,
democratic practice and civic engagement coulediffidely among regions within a country. Suppose
we wish to inquire whether differences in the ecoiwoperformance of the states or provinces in, say,
India or China can be explained, at least in jpaterms of differences in the practice of locatmberacy.
What should we look for? Problems are compoundeduse most of usantto believe that democracy
is allied to the other things that make life goBdapirical investigations are thus vulnerable to twha
econometricians call the "warm glow effect”, megnihat we are tempted to read signs of democratic
practice in precisely those societies that havegeed in other ways.

For these reasons scholars today find it diffituitesist claiming more than is uncovered when
they study the links between democracy, civil lilest and economic progress. In a breathless passag
Sen (1999) on human capabilities, Kuper (2000: 6éf#rs to the instrumental value of democracy by

saying that it has been "... demonstrated repgatkdt nondemocratic regimes are in fact unfaijingl

%8 In his review of Sen (1999), Seabright (208dlarges on the question of when repackaging eegon
makes that concept less problematic.

* Roemer (1999) makes a similar point aboutehgptations the political "left" yielded to in th660s
and 1970s, to define "socialism" as the confluesfcal good things.
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detrimental to human rights and well-being".

If only the demonstration were in hand. Alas, it'tisThe evidence is fragmentary and often
qualitative. Below the level of nations, the evidermostly amounts to citing instances, occasionally
dressed up in the form of case studies, that grecesdly vulnerable to the warm-glow effect. Counte
citings aren't hard to find. At the level of nasipindia and China have been used repeatedlytte eat
intellectual score or another.

5.8 Ethical Complaints and Empirical Problems

But recent criticisms of GNP by development actsvisave been built on the language of
morality® Reports on poverty frequently proclairatthontemporary economists have adopted the wrong
ethical standards, that if they would only frame pinevailing state of affairs the right way, we Vaknow
what should be done to alleviate poverty. We atenoéncouraged to think that to re-name Poverty, or
Development, is to explain why and how it occurselieve this is what attracts us to the voluminous
debate on quality-of-life indices in academic padions and international development reports. The
problem is that to describe is not the same axptaim. Moreover, as the subject of poverty raises
passions, writers all too often end up assumingribial high ground. Alternatives to GNP are propiose
preceded by such captions as "development withmahdace", or "putting people first”, or "humangin
economics”, or prefaced by such solemn pronouncEnaarthat "the poor should be regarded as agents,
not patients", or that "freedom should be seensaxi@l commitment” - the suggestion being thasého
who don't preach morality when trying to uncoveg social, political, and ecological processes that
harbour poverty and destitution, overlook the humzan@ or regard economic activity as having psorit
over human interests.

Not surprisingly then, academic expressions of msugeriority haven't been substitutes for
anything other than academic expressions of magarsority. Moreover, the urge to moralise hastted
a proliferation of "rights” (Nussbaum, 2003; Putn&@03). The problem is that when aspects of the
human good are transformed, willy nilly, into righthe very notion of rights is debased, its force
weakened. The moral rhetoric can also backfire.iMpgood points with bad arguments can disguise the
fact that there are good arguments which would lsaveed the purpose. The following is an example of
the kind of mistake one makes when attempting &iler-

In giving expression to their moral outrage over émormous inequality in today's world, the
authors of UNDP (1998: 30) wrote: "New estimatesvslthat the world's 225 richest people have a
combined wealth of over 1 trillion US dollars, ebigethe annual income of the poorest 47 percethef

world's people (2.5 billion)."

% Since 1990 the shrillest have been the astbbthe annuaHuman Development Repat the
United Nations Development Programme.
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But wealth is a stock, while income is a flow. Asy differ in dimension, they can't be compared.
The stock has to be converted into an equivalemt tbr vice versa) before comparisons can be made.
(The authors of UNDP, 1999, repeated the mistdke/¢ were to pursue UNDP's reasoning, we could
follow the standard practice of converting weatitoia figure for permanent income by using a 5%uahn
interest rate, that is, divide wealth by 20. WHaa tonversion is made on the data, my calculatabgit
they are very crude, tell me that the world's itt225 people, having a combined annual incomeerf o
50 billion US dollars, earn more than the combiaedual incomes of people in the world's twelve psbor
countries, or about 7% of the world's populatio85 8nillion). This is still a sobering statistic.
5.9 Differences over Facts, not Values

It isn't faulty ethics that has prevented conterappeconomists from identifying sure-fire exits
from poverty. After all, it is a concern with ethithat has prompted many of us to study the phenome
in the first place. Alternative descriptions of pay are easy enough to document, that the pcem dfbn't
enjoy food security, go hungry, don't own assetsstnted and wasted, don't live long, can't ceadite,
are not empowered, can't insure themselves agaopsfailure or household calamity, don't have cant
over their own lives, live in unhealthy surroundingnd so forth. There is no surprise there: modern
economic theory explains why they would all be eteé to go togethét. What has proved to be really
hard is uncovering the pathways that make peope good keep them in poverty. In Section 5.4 | @fter
an account of how very perplexing are the problasseciated with gathering and analyzing survey. data
One class of debates is over which variables asegredictors of the value of some other variablg.(
children's educational attainment). Such debatepartly factual and partly methodological (what e
best procedures fauncoveringa fact?), but even the latter are over procedtoesdentification,
estimation, and model control. A recent discussimmong development economists in South Africa has
been over what are the the most important detemtsrat Black children's educational attainment gCas
and Deaton, 1999; Bhorat al, 2001). The pupil-teacher ratio, food-energykatper household member,
and parents' educational attainments could be teghéx be among those determinants. All investigato
would appear to take it for granted that an impnoset in children's education performange good
thing. As that is a shared value, the investigatorst coake a point of it.

At a deep level, then, disagreements over the riggdns to further given ends arise far more

frequently in development economics than disputesr dhe nature of appropriate ends. To see

1 See Dasgupta (1993). For confirmation thatehare no surprises there, see the summary and
discussion of the findings of a large-scale sutwajertaken by the World Bank, in Narayan (2006gdd
hardly add at this point in the article that thereo acknowledgement in the publication that thdifgs
confirmed what contemporary economists had pretlidieis isn't to play down the usefulness of regukat
confirmations of theoretical predictions. | merphptest against the way empirical findings confirqni
predictions of modern economic theory are throwecklad the theorists as showing evidence that theey a
ethically insensitive.
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explorations in ethical values as the corrective tfee deficiencies of contemporary development
economics is at best self-indulgence masqueradingaal sensitivity; at worst it is a distractioile
would, for example, have been far ahead in our tstaleding of the recent economic history of theldi®r
poorest countries if development economists haehtdature seriously.

It is hard to overstate the significance of thiefatLike human metabolic pathways (Section 5.3),
ecological processes are overwhelmingly non-liieee e.g., Steffeat al, 2004). Nevertheless, our
intuition about development prospects have beemddrmostly by linear analogies. Thus, wiidre
Independentl999, 4 December) says in its editorial thagtanomic growth is good for the environment,
because countries need to put poverty behind theondier to care”, or whefihe Economis{1999, 4
December: 17) writes that "... trade improves tmérenment, because it raises incomes, and therich
people are, the more willing they are to devoteueses to cleaning up their living space”, theyregp
the belief that environmental damages can alwaysidene if and when it is so desired. However, as w
noted in our discussion of poverty traps (Sectid®),pathways driven by non-linear processes asaof
irreversible. Unless note is taken of that faclics adopted in the name of development may beethat
very development's undoirig.

Earlier we noted that discussions on economic dpwaknt based on the United Nations' Human
Development Index (HDI) can mislead because thexndcks ethical foundation. We noted too that
discussions founded on "capabilities" end nowheabse the capability theory doesn't offer ways to
value the inevitable trade-offs among capabilitis.sBut the working economist's loudest complaint
against HDI- and capabilities-style reasoning ecpcal, not first-order normative. To instruct sedn
charge of implementing policy that their task isdse HDI or improve capabilities isn't helpfulchese
the instruction is altogether too flabby. It ena@mes coordination failure among those implementing
policy: almost every policy should be expectedranote some element or other of someone's favourite
goal included in HDI or capabilities. Adopting eithwould make it most difficult to hold public affals
responsible (Seabright, 2001). To insist thatéfiticlusive wealths (or as a first approximatidre rtet
incomes) of the intended beneficiaries of a pdi@n't rising one shouldn't be allowed to claint thay
are benefiting is not only an ethically justifialdé&ective (Sections 3.3.1-3.3.2 and 5.6.2), it esak
practical sense also.

All this isn't to say that disputes over ends can‘tlon't occur, it is only to say that even if
differences in ends are the sources of the disppésple soon enough bypass those sources and argue
instead about history (for example, about whictsperor group committed which atrocity, when) and

about the ways in which social, political, and egital processes work.

%2 For explorations into the implications of legical non-linearities for economic policy, seesBapta
(1982, 2004 [2001]) and Dasgupta and Méler (2004).
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In their influential World Bank monograph on thecisrence of undernourishment in poor
countries, Reutlinger and Pellekaan (1986: 6) wrote

"...long run economic growth is often slowed by egigread chronic food insecurity. People who
lack energy are ill-equipped to take advantaggpbdunities for increasing their productivity amatput.
That is why policymakers in some countries may i@aicbnsider interventions that speed up food ggcur
for the groups worst affected without waiting foetgeneral effect of long-run growth."

Then there are economists who advocate policiesdhgson an opposite causal mechanism, such
as the one in World Bank (1986: 7):

"The best policies for alleviating malnutrition apdverty are those which increase growth and
the competitiveness of the economy, for a growing eompetitive economy facilitates a more even
distribution of human capital and other assetseamgiires higher incomes for the poor. Progressein th
battle against malnutrition and poverty can beanstl if, and only if, there is satisfactory ecomom
growth."

There doesn't appear to me to be a conflict ineslo the quotations here. Rather, it reads as
though there is disagreement over the most efieatineans for eliminating destitution. That the
publications are from the same institution and ftbensame year should not cause surprise: welatdl al

woefully ignorant of the ways in which human soeigtand Nature respond to policies.
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