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Abstract

Scott Gordon, The Demand & Supply of Government: What We
Want and What We Get

Professor Gordon points out that any satisfactory
analysis of the operation of a social institution, such as
"the government" must stand upon two legs: (a) a scientific
empirical examination of the economic and social effects of
specific governmental policies and modes of operation; and
(b) the use of valid criteria concerning the general social
ends which the policies and operations of government are
expected to serve. His paper is concerned with the second
of these two legs.

Drawing upon what he regards as the dominant
philosophic tradition of modern democratic society,
Professor Gordon argues that there is wide acceptance of
the merits of three general objectives: the promotion of
economic welfare; the achievement of a greater degree of
social justice; and the preservation of individual freedom.
He describes these as "primary social goods" and goes on
in his paper to examine them in some detail. His main
point is that all of these "primary social goods" are very
complex and that a workable understanding of the role of
government in modern society requires an appreciation of
this complexity. It is not possible to judge the operations
of government in a purely technical way since the evaluation
of policies with reference to general social criteria is
not a technically soluble problem. He argues that the main
task of "politics" is precisely to deal, day to day, with
problems that are not technically soluble. One can evaluate
the merits of a government by using the criteria of welfare,
justice and freedom, to ascertain its successes and failures
in dealing with such problems. !

The paper then goes on to examine the reasons why
the scope of modern governments has grown so much in recent
years. The main factor, he finds, is that people have become
increasingly aware of the defects of a purely market
organization of the economy and have demanded intervention
by government to correct these defects in the interest of
promoting a greater degree of economic welfare and the
achievement of a higher order of social justice.
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After a generation or so of expansion in the role
of government in response to these demands, we now find a
growing sentiment of disgsatisfaction with its activities.
Professor Gordon arques that part of this dissatisfaction
springs from a realization that governments have not been
as effective as was hoped in promoting welfare and justice
by correcting the defects of market organization, but an
even more important factor is that people have gradually
come to appreciate that gains in welfare and justice are
often attained at the expense of personal freedom.
Professor Gordon attributes a large part of the recent
growth of anti-government sentiment to the view that the
value of the freedom lost is greater than the value of
the welfare and justice gained by many governmental
activities. This, he argues, is at least partly due to
the fact that governments, in considering alternative
policies and methods of operation, have often focused
exclusively upon the welfare and justice effects of these
activities, and have not adequately considered their
effects upon personal freedom. The "supply" of government
could be matched more effectively to the "demand" of the
public for it if more explicit attention were paid to the
fact that the three "primary social goods" are (a) complex
rather than simple criteria; and (b) are not inherently
harmonious with one another.
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Résumé

Scott Gordon, The Demand & Supply of Government: What
We Want and What We Get

Le professeur Gordon souligne que pour étre
satisfaisante, toute analyse du fonctionnement d'une
institution sociale, comme "le gouvernement", doit
comprendre deux €léments fondamentaux: a) un examen
scientifique et empirique des effets économiques et
sociaux de certaines de ses politiques et modalités de
fonctionnement, et b) l'utilisation de crit@res vala-
bles quant aux buts sociaux généraux que les politiques
et les activités du gouvernement sont censées viser.

Le document porte sur se deuxi®me élément.

Se fondant sur ce qu'il consid&re &tre la
tradition philosophique dominante dans la société
démocratique moderne, le professeur Gordon soutient
que le public en général reconnait la valeur de trois
objectifs généraux : la promotion du bien-&tre écono-
mique, la réalisation d'une plus grande justice sociale
et la protection de la liberté individuelle. Il appelle
ces trois objectifs "biens sociaux primaires" et il
les analyse d'une fagon assez détaillée. Il met cn
évidence le fait qu'ils sont tr@&s complexes et que
pour bien s'entrendre sur le r8le du gouvernement dans
la société moderne, il faut faire au préalable une ap-
préciation de cette complexité. Il n'est pas possible
d'évaluer les activités gouvernementale sur un plan
purement technique, étant donné que l'évaluation des
politiques par rapport d des crit@res sociaux généraux
n'est pas un probl@&me que la technique puisse permettre
de résoudre. Il est d'avis que la premire tdche de
la "politique" est précisément de s'occuper quotidien-
nement des probl@mes de ce genre. On peut juger de la
valeur d'un gouvernement en utilisant les crit@res de
bien-8tre, de justice et de liberté pour constater ses
succés et ses échecs face a8 ces problémes.

L'auteur se demande ensuite pourquoi les
gouvernements modernes ont connu une si grande expansion
ces derniéres années. Selon lui, la principale raison
tient au fait que les gens sont devenus de plus en plus
conscients des lacunes d'une organisation de 1'&conomie
purement fondée sur le marché et ont demandé que 1l'Etat
intervienne pour les corriger afin de favoriser un plus
fort degré de bien-&tre économique et la réalisation
d'un niveau plus élevé de justice sociale.
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Depuis environ une génération, 1l'Etat a
¢largi son rble en réponse d ces demandes; aujourd'hui
on constate une insatisfaction grandissante 3 1'égard
de secs activités. Selon le professeur Gordon, cette
insatisfaction vient en partie du fait que les Canadiens
ont constaté que les gouvernements n'ont pas été aussi
efficaces qu'ils l'avaient espéré dans la promotion du
bien-étre et de la justice, en corrigeant les déficiences
de l'organisation du marché, mais, facteur encore plus
important, les gens se sont graduellement rendus compte
que les gains réalisés sur les plans du bien-&tre et de
la justice le sont souvent aux dépenses de la liberté
personnelle. L'auteur attribue une bonne partie de la
récente vague de mécontentement 3 1l'égard des gouverne-
ments au fait que la liberté perdue a plus de valeur que
l'accroissement du bien-&tre et de la justice découlant
de beaucoup d'activités des pouvoirs publiés. Cela, de
dire le professeur Gordon, tient, au moins en partie,
au fait que les gouvernements, lorsqu'ils ont eu & choisir
entre diverses politiques et méthodes de fonctionnement,
n'ont souvent fait attention qu'aux effets de ces activités
sur le bien-&tre et la justice sociale, et n'ont pas
suffisamment tenu compte de leurs répercussions sur la
liberté personnelle. Il serait possible d'en arriver
3 une meilleure concordance entre "l'offre" de 1'Etat
et la "demande" du public pour son intervention, si 1l'on
portait plus expressément attention au fait que les trois
"biens sociaux primaires" ne sont pas des crit@res simples,
mais complexes, et pas intrinséquement en harmonie entre eux.




Mt roduction: ‘''he Positive and the Normative Analysis of Government

Therc never was, in human history, a golden age when men
lived in perfect harmony with one another sharing the fruits of the
earth together in universal love and peaceful order. And it is
extremely unlikely that any such age will emerge in the future as
a consequence either of the further natural evolution of the species,
or as an act of creative design by human beings who take thought
about the conditions of the ideal society. The imaginings of
utopian political philosophers have placed much ink upon paper,
but the best that can be said about them is that they are harmless;
which is itself only true if no one is naive enough to try to

transfer the vision from paper to practice.

If we are to think constructively and realistically about
human problems we have to recognize first, that the organization of
men into societies can be brought about by mechanisms of spontaneous
order, mechanisms such as markets wherein men trade for mutual
advantage; second, that such mechanisms are not capable of meeting
all the needs for social organization and, in fact, they themselves
could not function if there were no other devices which bind people
together into an orderly social arrangement: The most important
of these other devices is what is commonly called a "government."
Even the simplest type of social organization requires a government.

A small meeting must have a chairman and rules of procedure; a

single family requires a structure which enables decisions to be made,



and actions taken on behalf of its memhers; even, as Shakespeare

noLed, when {wo men wish to ride a horsge, "one must ride in front."

The simplest form of government is a dictatorship, where
one man (or a very few) make decisions, and all others are constrained
to obey. The task of government becomes steadily more complex, and
morce difficult, the more its essential processes are widened to
permit participation by more and more segments of "the public.,”
Such enlargement of the sphere of participation is an outstanding
feature of the development of modern government in democratic
societies, and it is not surprising that this development has been
accompanied by a great deal of discussion about the nature of
government, its proper tasks and its proper limits, how it tends
to function and how it ought to function. Democracy is not just
a matter of one person one vote; the universal franchise is a

neccessary but far from sufficient, condition of a good polity.

The discussion of the fundamentals of politics has also
been greatly stimulated, in recent years, by the great expansion
of the scope of government activities, especially in the sphere of
economic activity. Canadian governments at all levels now manage
some 40 per cent of the Gross National Product through the
mechanisms of taxation and public expenditure, and there is much
additional governmental intervention in economic processes, not
represented in the financial accounts, through regulatory activities
of various kinds. Even if governments were instruments of sublime
perfection, there would be, on account of their economic size alone,
much debate about their activities. Needless to say, modern

governments are not only large but also imperfect, and there is ample




rcason to examine both the scope of the'responsibilities they have

adopted and the methods they cmploy.

In the study of government, it is essential to distinquish
two types of questions, the "positive" and the "normative," The
first has to do with how governments of various types tend to work
when they attempt to engage in activities of different kinds; the
second has to do with what activities they ought to engage in,

and how they ought to attempt them.

The history of economic theory is, at first sight, some-
what surprising so far as the functions of government are concerned.
On the one hand, economists have always been vitally concerned about
matters of economic policy and have aimed their analysis at the
object of advising governments what they should do about contemporary
economic problems. But on the other hand, the basic theoretical
models which economists have employed are models of an economy
virtually sans goverhment. During the past two centuries, ana
especially since the development of the marginal analysis in the
1870s, economists have constructed more and more refined theories
of how other decision-making entities behave, but until very
recently, very little effort has been directed at the positive
analysis of government, i.e., the development of testable theories
about how governmental decision-making bodies behave. So, if one
examines any standard modern textbook in economic theory, one will
find large sections devoted to analysis of the behaviour of

"households" and "firms" but no comparable analysis of government.

The reason for this apparent neglect is not that the

classical and neo-classical economists were doctrinaire advocates




of laisgcz-faire. None of the great cconomists can be convicted

of such a charqge; those economists who did hold a laissez-faire

ideology were both few in number and so minor in significance

that their names are now known only to specialist antiquarians

in the history of economic thought. The exclusion of government

from the economic model was based upon sound methodological 3
reasons which, indeed, sprang from the fact that the main task

of economics was to evaluate existing governmental policy and to

advise as to how it might be improved. This seeming paradox can

best be explainéd by mecans of analogy. If a medical biochemist,

for example, wants to find out the effect of synthetic cortisone

on the human body, or if he wishes to design a drug that will work

better, he must know a great deal about how the organism works

without the drug. The task of the hiochemist is in some respects

easier than that of an économist, because there are human organisms

available for direct examination which have not‘taken synthetic

cortisone, while there are no examples of societies without govern-

ments. The way out of this problem is first to éonstruct

theoretical models of economics sans government; then add a

hypothetical dash of governmental intervention of a specific kind;

deduce theoretically what consequences will ensue; and, finally,

test the analysis empirically so far as may be possible by &

statistical and econometric methods.

For these procedures of economic analysis to he carried
out, government must be exogenous to the basic model, operating

upon the economy as a deus ex machina so to speak. The procedure

1s valid, but it contains a potential trap which has not always



been avoided by economists and policy-makers. If economic theory
disclosces. an imperfection in the functioning of economic processes

dahs goverpmend.; thare 18 therafore clearly & possiBLlLity €L

improving matters by governmental intervention. But this means only
that an improvement is possible; whether it will be realized depends
specifically upon what the government does and how it does it. No
biochemist would argue that the discovery of an adrenal gland
malfunction means that the physician can improve the patient without
reference to his skill and knowledge as a medical practitioner. e

Medical therapy can be useless, or even harmful. But in the discussion

of social problems we often argue as if the disclosure of a mal-

function in the private economy were sufficient in itself to warrant
governmental intervention. We say that the government ought to do
"something" about the problem, without reference to what government
in general or the specific government in the particular case is

capable of doing or i1s likely to do. ‘//J

—

Government must be ex machina but, perhaps unfortunately,
(the "perhaps; i# 'important) it.is not Deéms., Goverrfshts are
composed of men, and even if they were all paragons of honesty and
benevolence they would not be able to carry out their tasks with
perfection. So, if we are to be realistic and sensible in the
demands we make of government, we have to know not only how the
private economy works and where its imperfections lie, but we must
also know how governmental operations work and where their imper-

fections lie.



The positive analysis of government has only just begun
to be carried out by economists. The foundations for it were

laid by James Mill in his Fssay on GCovernment a century and a half

ago, but the problem was not effectively attacked until the work
of Buchanan and Tullock, Olsen, and Downs, within the past two
decades. The subject has recently been pursued with great energy
and enthusiasm. It is still too early to say that the current
direction of this work will supply the crucial element that is
missing in the theory of economic policy, but the signs are
encouraging that we can look forward to a great improvement in
the rational appraisal of the role of government and in the

effective design of procedures for public decision-making.

But enthusiasms for new things, even when well grounded,
can be carried to excess, and this would assuredly be the case if
the positive analysis of how governments work were to stifle
consideration of the more philosophical or "normative" qguestions
that are involved in the determination of governmental policy.
Even if we were to learn how to make governments much more
efficient and effective, it does not follow that they ought to do

everything they are capable of doing. Consideration of the proper

scope and limits of government is, by striking contrast with the
positive analysis of government, one of the oldest concerns of
social thought, but it deals with problems that are not technically
soluble, so sophisticated awareness of them must be kept alive by
rational discussion in every age. The object of this paper is to
present an orderly examination of the fundamental normative issues

which are basic to any assessment of the proper role of government.



In the next chapter, | will pursue this in very general terms in
order to identify the primary objectives that a government may
properly adopt and to indicate some of the main difficulties and
complications of social policy when analysed at this level. 1In
the third chapter I will try to explain why, in view of the
objectives discussed in section II, there has been such a notable
growth in the economic size and scope of modern governments.
Finally, in Chapter IV, I will advance some speculations as to
why, in recent years, there has been a considerable growth of
anti-government sentiment and demands that the magnitude of its

operations be reduced.
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The Primary Social Goods: Welfare, Justice and Freedom

since the publication, im 1959 of R. A. Musgrave's Theory

of Public Finance, it has been customary for economists to classify
the objectives of economic policy under three headings: (a)

"Allocation," which deals with the efforts of governments to correct
or compensate for failures of the market mechanism to accomplish

an efficient partition of the productive resources of the society
among the various uses that may be made of them; (b) "Stabilization,"
which recognizes that the economy may be subject to substantial
variations in the pace of economic activity, or to substantial
changes in the value of money, or to persistent deficits in its
balance of international payments; and it is a governmental
responsibility to attempt to promote a greater degree of stability

in these "macro" magnitudes. (c) "Distribution," which reflects
the widely-held view that the national income may not be cquitably
shared by the members of society, and government policies may be
used to alter this in a desireable direction. A fourth should be
added, which Musgrave did not explicitly include in his class-
ification. (d) "Economic Growth" - the adoption by government

of responsibility for the promotion of economic development
generally, or to alter the shape and direction of this development

from what would be produced by the operation of private investment

and other decisions.

This has proved to be an exceedingly useful classification,
but I will not employ it in this paper, primarily because it focuses

too exlusively on economic problems to permit the assessment of the




role of government that I want to undertake. The economy is enmeshed
with all the other éspects of society and economic policy is never
exclusively economic. We have to drive our examination down to

more fundamental levels if we hope to understand what governments
attempt to do, and to evaluate these efforts by normative and not
merely technical criteria. We must not drive down too far, however,
for if we do we are led to view the objectives of government as the
preamotion of "progress,” or "civilizatienm," or "the historicml

mission of the nation," or other concepts which are not capable
of fruitful examination. This paper is based upon a level of
analysis which I think is general enough to be comprehensive but,

I hope to show, not so general as to become mystical. I advance

the proposition that there are three "primary social goods" which

are capable of being employed as. reference criteria in the evaluation

of a society and the actions of its governmenfal institutions.

These are: WELFARE, JUSTICE, and FREEDOM. Most of this chapter

will be directly concerned with the analysis of these primary goods.

First, I should make plain that my choice of thcse three
rests more upon an empirical judgement of a sociological sort than
upon the kind of argument that ethical philosophers traditionally
employ. I do not derive them from a logical analysis of the meaning
of words like "primary," "social," and "good," nor by means of any
heuristic procedure such as, for example, John Rawls utilizes in

his highly influential book A Theory of Justice. These criteria,

or "primary social goods" may rest on nothing more than personal
moral intuition, but if so, I think I may at least claim that it

is not idiosyncratic; they appear to bhe very widely accepted as



= 10 =

general criteria in our society. I would not want to claim though

that they are universally accepted, even within our own or similar
societies. Ivan Illich, for example has recently condemned not
only the actual practice of modern medicine, but even the search
for health itself by medical means,l just as he earlier condemned
formal education2 - continuing a line of thought extending back

at least to Rousseau, which rejects altogether the merit of what

I mean by "welfare." And, certainly, there have been many thinkers,
before and since Thomas Hobbes, who have rejected "freedom."
"Justice" has perhaps been less subject to explicit attack, but

if one reads, for example, T. N. Carver's Essays in Social Justice

(1915) one will find that distinguished Harvard economist of two
generations back arguing that justice must be so subordinated to
the needs of defensive military power that it loses any other
meaning or merit that might be attributed to it. Hobbes, of course,
subordinated justice, as he did all else, to order so, for hinm,
that was the only primary social good. In Auguste Comte's
perception of the good society, freedom was more bad than good,
and there are modern thinkers, like B. F. Skinner, Harvard
psychologist and utopianist, for whom human freedom is a "problem"
that must be resolved rather than a fundamental good in itself.3
Nevertheless, it seéms fo‘me‘that these views and not my own, are

grossly idiosyncratic (and otherwise unacceptable besides); the

culture which we call "Western Civilization" is one in which there

1 Medical Nemesis, The Expropriation of Health, (1976).

& Deschooling Society, (1971).

- Beyond Freedom and Dignity, (1971).
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Ls a widespread acceptance of a trinitarian social philosophy

whose poediments are the ideas of Welfare, Justice and Frecdom.,

I wonld not wish to he interpreted as arguing that
these three primary goods are the elements of a "social good"
which transcends what is good for the individual members of
society. One can hardly deny that "society" and "culture" exist
as social "facts" so to speak. That is to say, there is more
than simple aggregation of individuals going on in a society;
men are social animals, not merely gregarious ones. But (and it
is a very important but) I cannot accept the view that judgements
of value lie at any level "above" (or "below" for that matter)
that of the individual sentient biological organism, and T would
restrictk tiris (at least for practical purposes) to human organisms.
This does not commit one to a philosophy of eqgoism. It simply
means that whatever is regarded as good is seen to be so in the

judgement of an individual sentient (human) being.

If we wish to talk in terms of utility functions (which
is very useful, but needs to be done with much more care than is
common) , we may say that all utility functions are individual
functions; there is no social utility or social welfare function.
But these individual utility functions may contain as arguments
qualities and quantities which are attached to other individuals.
For example, John Smith's utility function may contain elements

which apply to Henry Jones (and not merely to Smith's relationship

to Jones). There are many problems here, springing primarily from

the difficulty of aggregating interdependent utility functions and
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from the fact that these arguments may have negative signs (envy,
demand for punishment, etc.) which I here pass over; What is
important (at this point in my discussion) is to refrain from
taking what seems to be a plausible additional step by including
social qualities in the individual utility functions: for example
regarding Jones' utility as a function of the degree of welfare,
justice, and freedom of the society as such, detached from the
welfare, justice and freedom of its individual members. We speak
often of societies having such gqualities and I will do so
repeatedly in this baper, but it is essential to clear thinking

to regard these as locutions of convenience and not to slip into
the error of claiming that, for example, a society as a whole

can be made more just by doing an injustice to some of its members
without being more just (but possibly conferring more of another

primary good such as welfare) to others.

It may be worth noting at this point that despite this
utilitarian formulation (which has some heuristic merits) I do
not intend to makc a utilitarian argument. It is temptind, because
it enables one to reduce the three primary goods to one; and then
one may proceed with the analysis of the characteristics of the
optimum mix and bring into play the powerful techniques of the
theory of rational choice. It is a temptation that must be
resisted, (a) because any independent and non-tautological meaning
that one might choose to give the concept "utility" is guestionable
both as an objective description of human behaviour and as a
normative rule; and it is even more questionable if we regard

utility as filling both roles, as Bentham did; (b) because, even
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if (a) could be got over, and even if we had a guantitative
measure of utility (Edgeworth's "hedonometer"), the aggregate

of utility would be invalid if viewed as a normative objcctive

in itself. Who is made happy by observing that aggregatc
happiness is maximized? God? Economists? Why not maximize

the average happiness rather than the total; or why not maximize
the attainable happiness of the most unhappy as Rawls suggests;
or why not minimize the variance of happiness of individuals? The
only merit I can see in seeking to maximize aggregate or average
utility (the two are the same if we assume a fixed population) is
that it seems likely that when these rise, the utility of most
individuals rises also, so it is a handy index for practical
purposes, a not unimportant virtue, but not the point of the

present discussion.

Despite its various difficulties (which I shall have
to discuss a bit further in the next section) the utilitarian
approach to social problems has been enormously useful in permitting
social scientists, especially economists, to develop effective
theoretical models and to give them empirical content. Moreover,
the emphasis of English utilitarianism upon the individual as the
entity which experiences "pleasure" and "pain" has been a strong
bulwark against the influence of romantic political philosophies
which have advocated that the individual be sacrificed to "the
state" or "the nation" or some other collective entity. So it
would not be wise to abandon it unless or until one had available
an approach that was clearly superior in analytical power and

philosophical merit. In arguing that there are three primary
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social goods, I do not intend to abandon utilitarianism as a
social philosophy. But, just as Musgrave's focus upon allocation,
distribution, and stabilization provide categories that are too
narrow for the evaluation of the activity of government, utility
as a single point of reference is too broad. The test of any
scheme is whether it is effective in enabling us to engage in
penetrating examination of the problem we wish to tackle, and it
is in this loose pragmatic way that I will proceed to employ the

ideas of welfare, justice and freedom as "primary social goods."
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Welfare

If the three primary social goods werc objectively
measurable in some unambiguous or natural unit of account, the
discussion of social problems would be greatly simplified. I
do not know whether anyone has ever attempted to measure the
quantity of frcedom or justice, but a great deal of effort has
been devoted to measuring welfare. A. C. Pigou, the founder of
what cconomists call "welfare economics" noted that therc may
he some conflict between the economic and the non—economiq
constituents of human welfare, but he thought it very likely that
cconomic welfare and welfare in general are very likely to change
together in the same direction, so he devoted most of his seminal
bookl to the examination of the problems that are involved in the
analysis and measurement of changes in economic welfare. Some
social scientists have been highly critical of Pigou's working
assumption and, in response, statisticians have developed in
recent years a wide assortment of quantitative series which, by
using data on such things as crime and delinquency, infant
mortality, life expectancy, public apinion surveys on various
matters, etc., hope to throw light on changes in welfare that
are more broadly based than the traditional measurements of
economic welfare alone. These "social indicators" are extremely
useful for social analysis and social policy but it would be

unfortunate, in my view, if they were to displace rather than

. The Economics of Welfare, (1920).




supplement the use of the narrower economic indicators. Some social
philosophers, from Carlyle and Ruskin in the last century to John
Kenneth Galbraith in our own time, have gone so far as to arque that'
the economic and the non-economic aspects of life are inherently
contradictory, and that the attainment of higher cultural values
requires that we halt or even reverse the direction of economic
development towards greater material plenty. I do not hold this
view. It is Eossible for the economic and non-economic constituents
of welfare to conflict but the great weight of historical evidence
1s to the contrary, and Pigou was right in arquing that one should
not abandon the search for greater economic welfare on mere
supposition; the burden of proof must lie upon those who claim

that there is a contradiction. 1In this paper I will restrict
myself (but not quite so severely as economists usually do) to

economic welfare.

The most general measurement of changes in economic
welfare is changes in the Gross National Product, since this
tndicates the society's aggregate capacity to produce material

qoods and services. Economists have been scorned by some in

recent years for-a—-single-minded fixation upon the G.N.P. as a

welfare indicator, so it is worth noting in passing that this

for two other purposes: (a) It is a

guantity is very uggfu;
neggsg;ry é%gqqu in any study of the distribution of income.

If we want to know how an aggregate is distributed we have to be
able to measure the aggregate itself as well as the shares.
Historically, this was the first use to which modern G.N.P. -

type measurements were put - by people such as Bowley, Levy and

Chiozza - Money in the late nineteenth century. (b) The G.N.P. is
S el 22
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extremely useful in the study of economic fluctuations, since a
comprehensive mcasurement of changes in the pace of economic
activity in terms that are comparable with other variables (i.e.,
money values) is essential to the empirical analysis of this
important economic phenomenon. This use Qf G.N.P. - type measure-
ments was greatly stimulated by the development‘of the modern
theory of depression and unemployment by J. M. Keynes in the
1930s. It was due to interest in that problem that the present
elaborate systems of national income accounts were constructed

in the developed nations of the world. G.N.P. - type measurements
are much more in use today for these two purposes than as indicators
of welfare. I am not attempting to deny that they are employed by
economists for the latter purpose but it does seem necessary to
modify somewhat the caricature of economists as G.N.P. worshippers

that one finds expressed by some critics.

I cannot, in the scope of this paper, survey the problems
that are involved in analysing economic welfare or even in measuring
it by some quantity such as the G.N.P. That would virtually amount
to a survey of modern microeconomic theory. For the purposes of
this paper, however, it will be useful to touch some points which
are particularly germane to social policy and the assessment of
the proper role of government. I should note before proceeding
though, that even in this restricted discussion, I will not be able
to keep the criterion of "welfare" clearly separated from "justice™

and "freedom", which will be examined in subsecuent sections.
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I1f we take the view, which in my opinion is correct,
that welfare is a concept that is meaningful only for individual
persons and not for a society as such, we have to be very careful
that in talking about the "social welfare" we mean only an aggregate
of these individual welfares. If, in addition, we take the view,
which in my opinion is also correct, that one person's sense of
his welfare cannot be compared with another's, it seems as if such
an aggregation is impossible and we would be logically precluded
from talking about social welfare at all. The great Italian
economist Vilfredo Pareto offered a way out of this difficulty
by suggesting that while we cannot measure social welfare, even
as an aggregate, we can, under certain conditions, say confidently
that it has risen or fallen. The conditions are, simply, that if,
between two states of affairs, at least one person's welfare has
risen and no other person's welfare has fallen, then we can say
that the social welfare has increased, and vice versa. This
"Pareto criterion" has beén extremely useful to economic theory,
enabling econémists to proceed much farther with the analysis of

social welfare than they could otherwise.

However, there are severe difficulties in the use of the
Pareto criterion by economic theory and even more severe ones are
encountered in utilizing it for practical social policy. The main
difficulties spring from the fact that the criterion provides a
rule for policy that, formally, applies only to a static economy
with a given distribution of income. If an economy is regarded as
maximally efficient in the allocation of productive resources when

no one can be made better off without someone else being made worse
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of f, this judgement depends upon accepting as given peonle's
preferences for the various goods and services that can be
produced with these resources, since it is illicit to say that

one person's preferences are better (or worse) than another's.

But a person's preferences, particularly for marginal increments
of goods and services, clearly depends upon his income (and wealth)
so we have different Pareto-efficient allocations for different
distributions of income. This would be a soluble problem if one
could say what distribution of incoﬁe is the proper one but, as

we shall see in the next seétion, this is an even more difficult

problem than defining "social welfare."

This problem is compounded if we récoqnize that we live
in a world of change. Economic development is affected by the
allocation of resources and the distribution of income, so
tomorrow's social welfare and today's are not independent of one
another. If society had a clear goal, we could utilize some form
of the "turnpike theorem" to determine the optimum path to it,
but the very idea of a social goal is inconsistent with the
individualistic assumption of the Pareto criterion and, even if
we were prepared to relax this assumption, it would not define a
definite goal, since what is desired alters as we progress towards
it. One can build a turnpike from A to B only if B stays put.

A highway contractor would despair if the city that is to be the
end point of the road kept shifting, and he would go mad if it‘

shifted upredictably as a consequence of his own efforts in road
building. Roads and cities, fortunately, are not like that, but

soclieties are.
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Ffor these reasons,1 the Pareto criterion is not directly
useful as a guide for social policy. Almost everything a govern-
ment does harms some and helps others, alters the distribution of
income, affects the course and the goals of economic development,
and so on. This does not mean that the task of government is
hopeless, but it does mean that even if social policy werc aimed
only at the Pareto optimization of welfare, without explicit
attention to the other primary social goods, it cannot be solved
as a purely technical problem. The supporters of the Technocracy
movement of the 1920s felt that "experts" should run socicty;

J. K. Galbraith tells us that they are already running the major
business enterprises, so why not have them take over the qovern-
ment as well? Even if welfare were the only social good, the

promotion of it is not a technically soluble problem, and no one
would make a worse job of it than one who was confident that he

could do it with computer programmes and turnpike theorems.

What is the alternative? The alternative is called
"politics." Politics is the way in which social problems are
handled when there is no technical solution for them. The problems
do not disappear because we have an imperfect ability to solve them,
they must be met with whatever capability the society can muster,
and when managed.(not "solved") in this waylthey do not remain
settled but return again and again, usually in different forms,

demanding the attention of government repeatedly. One of the most

B This is far from a compiete list of the weaknesses of the Pareto

criterion as a guide of policy, but it serves to make my main
point briefly.
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common beliefs is that government would be better without politics.
This is a fallacy. Government is politics, and part of the way to
get better govcernment is to improve the structure and operation of
the political system. But even if we admit that governments manage
rather than solve social problems it does not follow that it can
attack or ought to attack every problem that becomes manifest.

There are problems that cannot even be "managed" as I am using that
term, and there are problems that are not the proper business of
anyone but the individuals concerned. A government brings itself
into disrepute when it does the wrong things about a social problem,
but it also earns ill-will when it undertakes tasks that are béyond
its capacity, or when it does things which are aimed not at "social"

problems but private ones.

Social scientists have directed their main attention to
the first of these types of governmental failure - cases where the
policy is wrong in the simple sense that it will produce effects
that are contrary to its own stated intentions. It is easy to see
why this is so; it permits the social scientist to proceed with an
examination of policy that is usefully constrained to guestions
that are amenable to analysis by means of the scientific techniques
he has available, and it does not require him to make value judge-
ments regarding the merits of the policy objectives. But, in
evaluating the role of government, it is also necessary to consider
that there are limits to a government's capacity to manage social
problems which are not simply matters of doing wrong things when
it might have done right ones, and there are moral as well as
practical limits to what a government ought to do in interfering'

with the lives of private citizens.



This is one of the main themes of this paper, and I
will come back to it again. Now, however, I want to return to
consider some addifional problems that are involved in the
adoption of welfare as a primary social good; in particular,
problems that involve "discounting" since this is a central
issue in many debates over social policy. There are two
principal types of diécounting that are germane to social policy:

discounting for time, and discounting for social distance. These

will be discussed in turn.

In considering the welfare even of a single person we
have to take cognizance of the fact that the life cof an individuél
extends over time. The pattern of distribution of his welfare
over his life-span is important in making any assessment of his
welfare. For simplicity, let us pay attention only to his
economic welfare and assume that income can be used as an index
of that welfare. Consider the three life-patterns of income from
birth to death as depicted in figure II-I. For a given life-
span all three panels depict the same-total income, but in A it is
received in a constant stream, in B in a stream that constantly
rises, and in C it is a stream that is at first large, then small,
then large again. If the panels depicted three individuals living
exactly concurrently, and we examined their incomes at a certain
specific age, we would find that in early life, for example,
C>h5>¥ while In mi'd'1ifs, A 3B > C whils in late Iife B > C > A,
Such point of time cross-sectional comparisons are, in fact, commonly
made in the study of income distributions. But even if we were to

examine the total life-span incomes of the three persons it would be
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difficult to believe that their economic welfares were identical;
A experiences steady improvement, while C experiences fcast and

famine.

A common practice in the quantitative handling of income
that is time-distributed is to convert income flows into a stock
evaluated at a point of time‘by using a discount rate. For example,
we could calculate the "present value" at birth of these three life

patterns of income by the use of the standard formula

n
BV = 7
il (l+r)t

which simply discounts the incomes received at the various points
of time by an interest rate, r. If we were to applv this formula
to our three cases we would find that A is unabiguously superior
to B, while the status of C depends upon the specific pattern of
his feast and famine periods. A procedure of this sort permits
one to place incomes on a common basis but, in doing so, we have
driven a further wedge between the welfare we seek to measure and
the magnitude we are, in fact, measuring. If all persons had the
same time preferences and if these preferences themselves remained
constant over the life-span, we could employ a single discount

rate, r, but these are assumptions that are hardly warranted.

The matter is practically important because, in fact,
one of the major objectives of social policy is to alter the life-
pattern of income. 01d age pension systems are designed, in part,
to force individuals.to shift the use of income from earlier ages
to later ones. We could take the view that if a person does not

provide for his o0ld age he is maximizing his own welfare according
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to his own discount rate and it is no concern of government that
he may act in what others consider to be an imprudent fashion.

One of the most rapidly growing activities of modern governments

—

consist of "paternalistic'" policies which are designed to prevent

people from being imprudent, ranging from the requirement that

seat belts be used in automobiles to the requirement that large
portions of income be allocated to meet the contingencies of ill
health and old age. Nor are governments the only institutions
which have adopted such paternalistic functions. Labour unions
and private employers have also made it a condition of employment
that the time-pattern of income be altered to provide for such

contingencies.

The paternalistic functions of government (requiring a
person to do something for his own good rather than the good of
others) ought to be scrutinized with special attention. Some
social philosophers argue that they are beyond the legitimate
province of government in principle but the old age pension case
illustrates how difficult it is to take a hard line on this
question. Consider, for example, an individual whose life-

- pattern of income was the inverse of panel C in figure II-1, a
person who enjoyed high income in his middle years and very low

(or say, zero) income in old age. If he did not provide personally
for the needs of his old age, are we prepared to say that he is
"the author of his own misfortunes" and must now suffer the
consequences of his imprudence? I do not think that any civilized
society is willing to adopt such a policy. But if the society
supports the elderly indigent it encourages people not to provide

for themselves, and the "free rider problem" becomes more severe



DG -

the higher the level of support provided from the public purse.

In conscquence, the society is driven to utilize the cocrcive
powers of government (and other social institutions) to compel
people to alter the time-pattern of their use of income. The

main point I wish to make here is that even in the area of govern-
mental activities that are most questionable, the paternalistic
areas, it is not in accord with common sense or common sensibility
to argue that the use of governmental intervention is illicit. But
neither is it sensible to arque that péternalistic intervention

is legitimate whenever and wherever it can be shown that such
intervention improves individual welfare (the seat-~belt case is
perhaps a good example). I do not think that it is possible to
determine firm rules which define the limits of government in

such areas; again I would argue that this is a problem that must

be managed (again, note, not "solved") by politics and the guality
of the decisions made depend intimately upon the quality of the
political system, and especially upon its ability to change policies

that are shown to be faulty or objectionable.

Discounting for "social distance" arises from the fact
that many social policies are designed to use the coercive powers
of the state to compel some persons to benefit others. (In fact,
a large part of old-age pensions are of this sort since the transfer
_9f income they involve is a transfer between persons and not
merely an alteration of the individual's time-pattern of consumption.)
The literature on this question is vast, and embraces many disciplines,
since it involves the issue of charity, or altruism. I will try to
delinate the essentials of the problem by casting it in the frame-

work of welfare or utility functions which enable one to identify
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the extremes of policy and to throw light on the cloudy land

which lies between them.

Consider an individual whose own welfare may involve
the welfare of others, again utilizing income as an index of

welfare. His personal welfare function is, then,

WA = WA(IA,IB,...,IN)

where A refers to himself and B ... N to other persons. We may
take the view that A maximizes his own welfare, and that the
welfares of others are subject to discount according to the
affinity or degree of "social distance" that exists between
himself and others. Again, the standard discount formula may be

employed. A's total welfare is, then

- N IB IN
HE =2 [Mad ——— el S g
A (1+s) A-B (1+s) "A-N
where IA is the income he retains for his own use, IB T IN

are other persons' incomes, s is the rate at which the welfare of

others is discounted, and 4@ is a measure of the social distance

between A and the other persons. Presumably; the magnitude of the
social distance lying between A and others is small for those close
to his heart and health and increases as the circle widens beyond

his family and friends. The same argument can apply to persons

yet unknown, which enables one to consider the issues of conservation
and capital creation in this framework. It is possible for‘d to be
negative, in which case A would absolutely value another's welfare
higher than his own. This formula presents more difficulties than

the time-discount one because there is no natural unit in which d
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can be measurced and there is no ohscervable rate of discount, s,
which corresponds to the market rate of interest in the first

formula.

The extreme positions are, first, that the only legitimate
variables s and d which may be employed in social policy are those
which are perceived by A in his own welfare function, B in his own,
and so on. That is to say, the only legitimate form of altruism
© is voluntary, and the state ought to act only as an agency (like
private charitable institutions) carrying out the private altruistic
wishes of its individual members, but not compelling anyone to be
more charitable, or charitable in different directions, than he
wishes to be. This approach is the basis of the modern economic
analysis of altruism and has caught the attention of some economists
because it harmonizes with the traditional principle of “consumer

sovereignty," allowing individuals freedom to determine how they
will spend their income, including spending it on the welfare of
others. Its main difficulty is that it accepts the existing income
distribution as proper. If that distribution were different, the
allocation for altruistic purposes would be different. Since the
whole object of altruism is to alter the income distribution, it

is difficult to argue that the degree and direction of that

alteration ought to be determined by the prior distribution.

The other extreme is the argument put forward by Henry

Sidgwick in his influential book The Methods of Ethics (1874).

Sidgwick argued that if a person is to behave in accordance with
ethical principles and not merely with regard to his own welfare,

he must consider the welfare of all persons as equally important
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as his own. (Love thy neighbour as thyself is the way the New

Testament puts it.) This means that all d's in the above formula
are zero and there is, therefore, no discounting permissable for
social distance. This is an unworkable rule. It would require
one to canvass the needs of all other persons, including all yet

unborn, before sitting down to eat one's dinner.

Consequently, the difficulty we are in is that a policy
of redistributing welfare requires some social distance discounting,
B Sk cannof restrict itself to the discounting which is revealed
as private preferences in voluntary charity. Some determination
of "proper" s's and d's in the above formula is necessary. Again,
this is clearly a problem which has no technical solution and
must be managed by the methods of politics. (By now the reader
must b« thinking that I throw to politics all problems that are so
difficuit that social scientists and philosophers despair of finding
answers for them. That seems bizarre, but it is not far from my

view of the basic task of politics.)

Finally, there is a further problem which I have only
touched upon, but which must be noted more explicitly since some
recent discussion has laid great emphasis upon it. What is the
inclusion rule for considerations of welfare? Most people would
include only human beings, and most would extend the rule to
cover humans yet unborn (with discounting). But should it also
include non-human organisms such as whales, whooping cranes,
‘cagles, etc.? The issue is not whether man should be more wise
in managing the use of other species for his oun benéfit, but

whether the welfare of, for example, whales as such, should be
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considered. Should we ascribe to them welfare functions which
must carry weight in the determination of social policy, (o gl 4
put it differently, should the state act as an agency not only
for human welfare, including the inarticulate future generations
of men, but also for the inarticulate present population of non-
human animals and their future progeny? This has been, in effect,
argued by some modern "environmentalists" and perhaps most
strongly by an Australian philosopher Peter Singer in his book

Animal Liberation. Moreover, it is embodied in legislation, such

as the United States Endangered Species Act of 1973, which pro-
hibits human interference with any species on the endagered species
list and, of course, there are many other cases of governmental
action of a positive nature allocating public funds to preservation

of certain speicies.

I can see a great deal of merit in legislation aimed
at making man's use of the natural environment more wise and
more efficient over the long run, but I do not think it is sensible,
from the practical'standpoint if not a more philosophical one, to
widen the inclusion rule to embrace non-human species. It is
difficult enough to widen it sufficiently to include all humans;
to attempt to include animals would require resources of intellect
and administration that are far beyond our capacity to command,
even if the ethics of the argument were sound, which is at least

aeubtiad.
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The problem of justice is probably the largest issue in
social philosophy, if we measure the magnitude of an issue by the
volume of literature and other discussion devoted to it, or by the
amount of governmental action motivated by it, or by the intensity
of feelings which are attached to it. Justice is the central
concern not only of law and jurisprudence and a large part of the
social sciences but also of philosophy, theology, and the arts,
literature especially. In some social philosophies, most notably
in Marxism, it is the primary social good, taking precedence over
all others as a criterion for the evaluation of a social order.
But even social philosophies which do not grant it such a paramount
role have emphasized it increasingly in modern times. Classical
liberalism of the last century, for example,laid its main emphasis
upon freedom, but the social philosophy that is indicated by the
modern term "liberalism" gives more weight to justice than to
freedom, and social philosophers who focus upon freedom have had
to coin a new term, "libertarianism" in order to differentiate

their point of view.

Justice is an e=xceedingly complex concept and anyone
who writes about it, even at much greater length than is possible

, in this paper, quickly becomes conscious of this. Awareness of
this complexity is vital. Civilized society is always threatened
by the "great simplifyers" and by none more seriously than those

who believe that justice is a plain and homogeneous idea. The

main object of this section is to show some of the complexity of
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the concept of justice as a social good; we can obtain better
understanding of the way in which the justice criterion has

been the foundation of many of the activities of government by
emphasizing its variegated nature than by simplification. I
will, however, simplify to the extent of confining the discussion

to issues of an economic nature.

If we use the term "property" in a broad way to refer
to any source of income or direct consumption utility, we may
consider the issue of justice as having to do with the justification
of property ownership. There are three main questions that are
involved here: (a) What kinds of procedures that lead to the

acquisition of property can be considered just? (b) What procedures

by which persons transform one kind of property into another are

just? (c) Is the distribution of property that results from just

procedures of acquisition and transformation automatically just,
or are there criteria that may validly be employed to evaluate
the justness of that distribution as such? Let us consider each

of these briefly.

In John Locke's great Treatise on Civil Government (1698)

which had an enormous and enduring impact on western political
philosophy, the argument is made that a man justly owns what he
has "removed from the state of nature" by his labour. Even if we
apply this principle to the acquisition of land in a hitherto
unpopulated territory, there are difficulties. Doés one acquire
land by walking over it? If one puts a fence around an area,

is the area thereby one's property or does ownership apply only to

that part of it on which the fence rests? And so on. Further
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difficulties arise, as Locke himself noted, when there is no longer
any unoccupied land, and they multiply very considerably when one
considers property that is acquired by a process involving division
of labour. What portion of a finished automobile is the just

property of an assembly line worker at the Ford plant in Oakville?

Further: Does one acquire a just property right by
inheritance? 1If not, then the previous owner of the property did
not have unrestricted right to it because he could not dispose of
it as he wished, by bequest. Is‘a sum of money won in a lottery
justly acquired? Money found by chance on the street which is
untraceable? If stealing is unjust, is it also unjust to steal
from a thief? And so on. These are difficult questions to answer,
but we have laws, reflecting social policy, concerning all of them.
We have homestead laws, wage-contract laws, inheritance laws (and
taxes), gambling laws, laws governing the ownership of findings

and laws governing stolen property.

Property is "transformed" from one form to another by
trading in markets. The prices there ruling determines how much
of one type of property can be obtained for property of another
type. What determines whether the system of prices is just? Is
it just if there is perfect competition and all prices are
parametric so far as the individual trader is concerned, no oneA
being able to affect any price by his own actions? A great deal
of modern economic theory appears to assume this and some economists,
such as Lord Robbins and Joan Robinson, have made explicit statements
to this effect. Or, is a just system of prices that which has the

effect of keeping the social structure, the economic status of
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different parts of the population, unchanged? St. Thomas Aquinas
thought so, in putting forward his doctrine of the "just price."
Is a transaction just if it involves a deferred payment and,
during the period of deferral, a change takes place in the value
of the unit of account? Many people think that inflation is
unjust in this sense, and the Canadian government acted explicitly
with respect to its own creditors when it recently raised
substantially the amounts payable to holders of Government of
Canada annuity contracts. Some transactions involve pooling,
such as in insurance contracts. 1Is it just to discriminate in
such pooling by, for example, offerring professors lower life
insurance rates than coal miners? Is it proper to differentiate
between men and women in the determination of annuity rates on
the statistical ground that women outlive men? The passage of
the Equal Rights Amendment in the United States would presumably

make this common practice unconstitutional. Again, and so on ...

Some recent writers on fundamental political philosophy
(e.g., Robert Nozick, James Buchanan) have argued that justice
consists in the working of just procedures without regard to the
end results they produce. Most people would reject this I think;
at any rate I would. If the procedures by which property is
acquired and transformed are just, but they result in gross
inequalities of income or incomes for some that were below the

basic needs of existence, would we regard that distribution as

just and not legitimately alterable by state action? On the other
hand, most people would not regard the distribution of property

(or income) as speaking plainly for itself as to its justice without
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reference to why it is what it is. If all the poor were lazy it
would clearly call for a different ethical judgement, and a
different social policy, than if all the poor were physically

disabled.

So much for my efforts to show what a tangled jungle
the idea of justice is; let me now try to be more constructive

by making some useful trails of passage.

Let me begin this effort by quoting the eighteenth century
philosopher, David Hume, who perceived with his customery clarity
the most essential feature of the problem of justice, and especially
its connection with economics:

If men were supplied with everything in the same
abundance (as air and water), or if everyone had the
same affection and tender regard for everyone as for
himself, justice and injustice would be equally unknown
among mankind.

Here then is a proposition which, I think, may be
regarded as certain, that it is only from the selfishness
and confined generosity of man, along with the scanty
provision nature has made for his wants, that justice
derives 1LS Origif ..:«4

Note that Hume does not say that a society of unconstrained plenty,
or one in which every person's welfare entered into the utility
function of every other person without discount, would be a just
society. He says, more correctly, that under either of these
conditions, both justice and injustice would be "unknown," that is,

the concepts would be meaningless. This is a point of crucial

S The following discussion is adopted from my essay on "Ideas of

Economic Justice" Daedalus, summer, 1963, and from a paper given
at the 1976 meetings of the Eastern Economic Association in
Bloomsburg, P.A.

David Hume, Treatise of Human Nature. Bk III, Pt. II, Sec. II,
Reprinted in C.W. Hendel (ed.) David Hume's Political Essays,
Library of Liberal Arts, pp. 28-38.
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importance; it forces to our attention that the problem of justice
is derived from the problem of conflict. A theory of justice must

serve to mediate conflicts, not to eliminate them.

This enables us, at a stroke, to dismiss as irrelevant
a large body of social theory which aims to present blueprints for
a just society; viz. all utopian theories. From Plato, through
Sir Thomas More to B. F. Skinner, men have imagined societies
of cosmic transcendental order, or ones so structured that, as
Hume put it, "everyone had the same affection and tender regard
for everyone as for himself." It is also significant that in
these scenarios there is no scarcity, no economy at all, not
even an economy of the consuming household, let alone an economy

ot produstion.

If we turn our backs upon wild imaginings of ideal
societies which go "Beyond Freedom and Dignity" (the title of
Skinner's book), beyond "alienation" (the current fad of Marxian
sociologists), beyond scarcity, beyond conflict, beyond everything
that creates social problems, then, and only then, do we face the
question of justice. The history of the subject is instructive,
mainly because it shows man's yearning for simple rules to guide
him in his relations with other men. "Do unto others as you would
have them do unto you;" "treat others as ends and not as means;"
"act only in such ways that your action could be a universal rule"
- these are a few of the common formulas which have won wide assent.
But, of course, they are faulty; as George Bernard Shaw pointed
out, one should not do unto others as you would have them do unto

you, because they may have different tastes (a good economist's
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point of view); men are means as well as ends, especially in |
economic activity; there are probably no actions, except ones |
of little consequence, which can be universalized; ... and so

it goes, I think, for every simple formula that has been, or

can be, devised. In order to make progress on this subject

it is essential, in my view, to eschew simplicity. Simplicity

may be a valid epistemological criterion; it may even be a good

aesthetic criterion; but it is hopelessly in error as an ethical

criterion. The idea of justice is a compound of many ideas,

and not an orderly compound either. It is like a ragged rope

of many strands of different qualities and different lengths.

What I shall try to do here is to follow some of the strands

that have economic importance, but I shall not, for I cannot,

try to disentangle the structure of the whole.

The most common idea of justice that one seems to
encounter in discussions among ethicists is one founded on an

economic conception. It is the idea of justice as fair exchange.

This has a long history, and is an explicit theory of justice in
Thomistic philosophy, Aristotle, and the 0ld Testament. We have
already encountered it in the above discussion of the justice of
"transformation." It is the idea that justice is done if there

is a proper exchange between the parties, a quid pro quo, a giving

for getting. What "proper" means we shall shortly examine. There
is also the associated idea, which is more generally metaphysical,
that balance must be preserved and that proper exchange is necessary

to this equilibrium.
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We find this concept of "commutative" justice applied
even to retribution, which one would think had nothing or little
to do with economics. The 0ld Testament speaks of an eye for an
eye and a tooth for a tooth. The defense of capital punishment,
for example, on the grounds of retribution rather than on the
pragmatic ground of deterrence, (which has little to do with
justice) 1s founded on the idea of exchange. The exchange of a
life for a life is thought by some to accomplish some "good" end,
even though no positive utility is created at all. This basis
of punishment (even such an absolute punishment as death) is the
justice of proper exchange, and one speaks, without metaphor
really, of punishment as "balancing the books," "settling accounts,"

or "paying one's debt."

The Goddess Justice is pictured holding a scales, but
she is also blindfolded, signifying impartiality. This quality
is also involved in the economists' conception of the competitive
market. The picture is one of buyers and sellers exchanging
"at arm's length," anonymously even. The seller presents his wares,
as in a modern supermarket, and all who wish may buy. But not all
exchanges are like this, and when they are not, we encounter
difficult problems. Suppose that a white man prefers not to deal
with Negroes and is willing to pay to satisfy his racial bigotry,
just as he pays to satisfy his hunger or desire for display or
any other felt want. Should he be allowed to buy discrimination,
like bread, in the market place? Most of us would answer no, and
it is clear that justice involves more than exchange under conditiéns

of freedom. It may indeed involve coercion in the interests of
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equality and impartiality, but justice is far from a simple
matter, both ethically and pragmatically, as the integration
movement in the United States haé demonstrated. Such difficulties
as now exist, however, are as nothing compared to what will be

the case if the principle of commutative justice is carried to

the point where discrimination on behalf of blacks is regarded

as the just quid pro quo of the long standing discrimination

against them by whites.

Closely connected with the idea of commutative justice
is the idea of desert, which, in turn, is related to yet another
idea, that of merit, which will be touched on later. Classical
economiés gave rise to much consideration of the justice of
income distribution based on the ethical complex of exchange and
desert. The issue was clearly put by Ricardo's theory of land
rent. Land is a factor of production and its scarcity means that
it will yield income to its owner, but what does the owner
contribute to the production process? The land itself gives its
services freely. There is no disutility of work involved, as
there is with labour as a factor of production. What does the
landlord give in exchange? Why does he deserve an income? Does
he not obtain income solely because of the legal fact of possession,
which is probably due to an inheritance utlimately traceable to
the superior force of his ancestors? These are difficult questions
to answer, and led in the nineteenth century to one of the main-
streams of radical advocacy, including the various proposals for
land nationalization and the single-tax principles of Henry George.

It was not much easier to explain the exchange-desert of the
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capitalist than to explain that of the landlord and when Nassau

Senior suggested that the capitalist's contribution was that of
"abstaining" from the immediate consumption of his wealth, no

one was really satisfied.

Later in the nineteenth century the economic theory of
income distribution became much more elegant, and it was shown
that rent, interest, and wages, are not categorically different
types of income. Rent is the income equivalent of the "marginal
productivity" of land, and interest the marginal productivity of
capital, just as wages are the marginal productivity of labour.
This seemed to remove the Ricardian distinction between the
various production factors; and some economic theorists, most
notably John Bates Clark in the United States, asserted that if
income were distributed in accordance with marginal productivities,
an ethically just distribution would result. This normative
judgement mistook the shadow for the substance. The issue was
not whether the land or the capital contributed to the production
process but whether the landlord and the capitalist did. The
distinction that had moved the post-Ricardian radicals was that

between income from work and income from possession. But this

distinction, too, runs rather quickly to a dead end when one looks
carefully at the rewards of "work." 1Is the high income of a
neurosurgeon due to work or to the possession of talent, intelligence, '
skill and training? Is a movie queen rewarded for her work or for
her possessions? Is even a day labourer in Canada rewarded solely
for work, or partly for his possession of valuable membership in

a rich nation which excludes, by power, hordes of other nationals

who would gladly come to compete with him in the Canadian marketplace
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if allowed? It seems to be clear that economic theory can con-
tribute little to an exchange-desert basis of distributive
justice, beyond warning ethicists not to travel this road,

exclusively.

In the field of public policy, the exchange-desert
criterion of distributive justice and the distinction between
the income of work ahd the income of possessions have exerted
some influence which is discernible in the fiscal systems of a
number of countries. But a far greater influence has been felt
from another criterion, that of equality. Much of the fiscal
system of the modern state is built upon the view that it is
desirable to reduce the degree of income ineguality in society.
New fiscal proposals are more freguently judged on this ethical
criterion than any other. Egalitarianism is not usually referred
to any other ethical principle; it is regarded as a principle
fundamental in itself. Yet it is quite plain that few of us wish
to follow the principle to its end - to literal equality of

income.

Economic theory provides, in fact, a rather strong
argument for such complete equality. If we assume that the object
of the economic system is to maximize the aggregate happiness of
the whole society, and if we further assume that all individuals
are equally good at, or not discoverably different at, getting
pleasures or happiness out of income, then the "law of diminishing
marginal utility" leads by strict mathematics to:the conclusion
that income should be distributed equally. Economists have always

shrunk from this conclusion, but without really advancing any

good arguments to explain why the theorem is "wrong."
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The important point here, I think, is that while
egalitarianism is a basic principle of economic ethics, the
appeal that it makes to our consciences is really a negative
one and a very unprecise one. We do not really believe that
strict income equality would be just, but that gross income
inequality is unjust, and should be tempered by public policy.
The reception given by economists to the "Pareto Law" of income
distribution bears this out. Vilfredo Pareto studied income
distributions statistically for different countries and different
periods and arrived at the conclusion that the degree of
inequality was remarkably constant. He concluded that this
feature of economic life must be embedded in something natural
rather than institutional, and advanced the suggestion that
income distributions merely reflected the gross inequality in
the distribution of human abilities. It was easy to conclude
that the inequality of income could not and should not, in
justice, be tempered. The fact that economists were as unwilling
to accept this conclusion as they were to accept the logical
conclusion of the marginal utility theorem is a testimony to their
good sense. There are times when conscience calls upon us to be

vaguely rather than precisely wrong.

There is another principle of income distribution, though
it is not clear whether it is a principle of justice, which usually
runs counter to the egalitarian ideal and may partly explain the
ambivalence towards egalitarianism. This is the idea of reward
for merit. A merit principle need not necessarily lead away from
equality; the injunction of Christ to the wealthy ruler seeking

to earn eternal life, was "Give all that thou hast and distribute
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unto the poor." The idea that charity earns merit for the donor
is a strong theme in Christian thought, which is only now passing
away with the institutionalization of charity into the "welfare

state."

From the economic standpoint, however, the dominant theme
is the other way round: that social merit deserves rewards which
will give the meritorious person a high status in society. The
theory of aristocracy is involved here: the idea that a society
needs men of distinction who may be looked upon as models to be
admired and emulated. The North American society, which does
not possess a hereditary aristocracy and has always been some-
thing less than fully respectful towards the aristocracy of business,
is always in search of new models. When a new candidate is found,
the argument is inevitably made that he should be handsomely
rewarded with money. This reflects the fact that in North America,
the only distinction that is readily recognizable is material

affluence.

Closely connected with the equality criterion of economic
justice, and in some ways the opposite of the merit principle, is
the principle of need. The assertion here is that no one should
be left without the minimum requisites of existence, regardless
of what the cause of his difficulty may be - whether he is the
"author of his own misfortune" or not. The most interesting
feature of the needs criterion of economic justice is the change
it has undergone, with the enormous growth of state-sponsored
welfare activities, in recent years. The change has not only

transferred charity from the realm of benevolence into that of




justice, but has attempted to provide it with a firm justiciai
basis in the principle of exchange. This development might be
called the "Beveridge transform" since it derives from Sir William
Beveridge's famous report on the British social security system

in 1942, What Beveridge was concerned to do was to eliminate all
things, such as means tests, which carried the implication that

a person's needs would be served by the benevolent sentiments of
the society, operating through the agency of the state, and to
place social security and welfare on the firm ground of legal
right. This is the real significance of the so-called "insurance
principle." The suggestion that people really pay by their
contributions for their retirement pensions or health services

of unemployment benefits, is a sham, for many of these contingencies
are not subject to actuarial calculation and in the case of most
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