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INTRODUCTION .

Tﬁe present paper is one of a gseries of UNRISD studies cone-

cerned with the quantification of social variables., So far the level of

living and level of wglfare have been the variables on which the quantific-
ation effort was wainly oonoentrated%/ Quantification was attempted
through measufement of the level of living-and level of welfare in real

terms.

D

The origin of . that' approach goes back to the pioneering work of
Bennettg/ A wider rccognition of its mefits was however achieved much
later as a resulﬁ_of the work of the UN Committee of Experts on the

International Definition and Measurement of Standards and Levels of

Living;/and of the inter-agency working party which continued the work of
the Committeei/ It is from fhat point that the problem of measuring the
social_variables.was'faken-over 5y_thé UF Institute of Soéial Development.
A number of studiesi/%eré proposed on the subject and extensive discussion
followed both wit?iﬂ the Institute and outside itné/ - .

- The experience gained in the;pr@paration of these studies and in
tﬂe discussion with“theirﬁcritics strengthened our conviction that the

reai terms approach is the right one. We alsé reailsed more cleafly the
full significance-.of this-appréach for understanding socio-economic reality
and for influencing it. ©On the other hénd it has become evident that
certain elements of our approach require reconsidsration, it was also
felt that there is an urgent need for all the eXperience gained in this
field to be fully and systematically stated to make cloar all issucs under
discussion and to prepare the road for future work.

The presént papzr is an attempt to do this.

1/The sxplonation why the leovel of living and level of welfare should be
quantified first and thc respective definitions of the two concepts are
found in UNRISD Heport FNo. 3, Social and Hconomic Factors in Developmant
Geneva, February, 1966, N

2/Bennett,M. K. On Measurement .of Relative National Standards of Living,
Quarterly Journal of Iconomics, February, 1937. . : '

;/Report_on International Definition and Mcasurement of Standards and
Levels of Living, United Nations, New York, 1954.

&/Tnt@rnational Definition and Meazsurement of Levels of Living, A2 Interinm
Guide, United Nations, New York, 1961.
UNEISD Report No. 4, The Level of Living Index, Geneva, Sopt. 1966;
UNRISD Report No. 7, Cost Benefit Analysis of Social Projects,
Geneva, April, 1966; Indicators of social Development, a paper prepared
for the OECD Conference at Bergen, July, 1966. Level of Living in the
Netherlands, 1921-1965; Level of Living in the United Kingdom 1921-1965;
(vorking papers of UNRISD)., Level of Living in Czcchoslovakia by
J. Krejeci, Prague, Jinuary, 1967. The Japanesec Lovel of Living
(1925~1965) by T. Schara, Tokyo, August, 1967.

é/No attempt is made here to give a full ‘account of the work done on the
measurenment of levels of living outside UNRISD.




2. THE PRINCIPLES OF MEASUREMENT IN REAL TERMS - : .

2.1 The limitations of this exercise

7

!

-which is proposed below is not an attempt to Tind a numerical expression

Itvmust be made clear that the measurement of social variables N

for everything that may come under the term of "social conditions" nor for
human well-being broadly understood. The meaning of welfare used here is
of ﬁecessity rather narrow. We call it "measurablelwelfarg". It refers
only to such elementé in the social conditions Which (1) are observable and
significant on a "macro" scale (2) are amenable to quantification within
-the=existing knowledge and (3) when guantified can serve as an expression

of either improvement or deterioration in the conditions in which people

SO,

\\}ivé. It must be added that the number of elements to be quantified cannot

be too large for practical reasons.

What can be quuntified therefore are elements of "social con-

:ditions" that refer to the degree of satisfaction of generally recognised

and universally valid human needs. This is the interpretation
: .

given to '"measurable welfare" and oonsequently to the tasks of the present

paper.

The institutional setting of social conditions, the'iattern of
social groups and of relations bétween these are difficult to measure as
such within the existing knowledge. These conditions influence what we
define as measurable welfare and therefore they do not escape our attention

entirely, but there is more to them that can be measufed by our methods.

Some characteristics of society are quantifiable (the main
vexa&ple being its demographic features) but their changes do not constitute
by themsg}?g§“§p improvement or a deterioration in the satisfaction of needs
ofdfhe people. No attempt is made to.apply--our measurement to them,
aitﬁough iﬁdifeéfiy‘%ﬂé& may exert an influence on the elements -that are
o measured., - E ' ' 'v i ' ;; 5

3 . : T
There are some elements of moral character that certainly affect

: well-being, but are very difficult to measure:aﬁdntprdéal with on a '"macro®

level. These are such things'ééuhappy fam11y~1ife, national prestige,

consciousness of achievement, etc. They are left out of our measurement’

attempts.
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2.2 The distinction beiween flow and state (stock) of welfare or between
the level of living and the level of welfare.

”ik : When trying to find a numerical expression for "measurable

! welfare" it is necessary to-realise that two distinct forms for it are
@ possible. It may be measurcd either as a flow of welfare or as a state

(or stock) of welfare.. = .~

[ P——— i

This is so because human needs themselves have to be conceived
. . i . . . -

in these two Ways.

In the course of life the population has recurrent needs such
as a need for food, shelter, medical .assistance, educatioh'etc. Such
needs are satisfied with a flow of goods and services obtained by the
population st the rate of so much per unit of time.l/ As "satisfying needs"
meats '"receiving welfére” it may be said “that this flow of goods and
services brings a flow of.Welfare to the population. t is evident that
thé size of that flow (or the extent to which needs are satisfied) has to

i be measured also per unit bfvtimeu - It is that flow of welfare which we

il call level of living. And the level of living index becomes an instrument
k ——— e ’ - :
for measuring it. The sconomic counterpart of the level of living is the

national product per head. It expresses the monetary value of goods and

5} services which are supposed to generate the level of living. National

product is also & flow concept, i.¢. is measured per unit of time.

It is possible, however, to approach the problicem of satisfaction
of human needs (i.e. the probleh o@ welfare) in a different way. Instead.
of asking a question 'How much ﬁas the population received of what they

‘Tf(ﬁeed in a given period of time?" it is possible to asks "What is the
; state of the population at a given instant of time?"® | The answer to that

question will consist in stafeménts about the nutritional status, the

health status, the educational.gfatusg/etc. which are characteristics of

“

‘«;/Scme examples may make this clear: = The nged for nutrition is sitisfied
o by the intake of so much food per day or per year, the need for health by
so many doctor/hours of consultation per sick person or so many

patient/days in hospitals per year, the need for education by so many
pupil/lessons per year, etc. ' ( '

g/Nutritionul status measured by physiological tests: health status by'tﬁe
percentage of the population free from disease at a given date or by life
expaectancys; education status by the purcentage of literates and number
of school graduates at various levels. i




|
|
|
H

the‘populatiOH“observable 2t an instant of time. These statuses of the
population are also expfessioné of welfare but that welfare cannot be

considered a floﬁ, as it is not possible to measure it pér unit of time.
It must be considered as a state (or stock) of welfare to be'measured at 9

a glven instant of time.

The state of welfarc understood this way is supposed to be Co

J\\measured by the level of welfare index.

The economic counterpart of the level of welfare is wealth,

which is also a stock concept.

v

The logical distinctions between the flow and the state (or
stock) of welfare is obvious, Some practical consequences follow. . The
flow and stock elements where quantified belong to different dimensions
{i.e. are expressed in different kinds of units), consequently they cannot
be added to make one index, hence the necessity of having two indices.

The Level of Living Index and the Level of Welfare Index as numerical

expressions for the "measurable welfare" of the population.

i/{' The flow and stock concepts have different places in policy and
planning decisions. In planning for the increase of welfare it is necessary to
plan for the increase of Flows (the level of living) and only after the
flows have been increased the stocks can be gradually built up. An
analogy exists here on the economic side. It is for the increase of the
national product that we have.to plan first. Out of the greater national

| product an increase in wealth may eventually come.

It must, however, be noted that there are also important
differences between the way the flow of welfare contributes to the stock.
of welfare and the way national product contributes to the increase of

wealth, When wealth is to be increased national product must be divided

-

a

into two parts: one which is accumnulated serves to inoréase wealth, the
other is consumed. That division of the:flow of welfare does not take »
place. A flow that satisfies nutritional needs is bound to build up the
nutritional status at the same time as it provides for current. needs.

The whole flow fulfills both functions.. On tﬁe other hand a relatively

high level of the flow is necessary to maihfain the level of the stock,

The necessity of some product accumulation to maintain wealth including

capital constant is evidently necessary; but in the absence of accumulation

T
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N wealth depréciates reiatively siowly. Not so with welfare. Not even a
stop, but s decline in the flow of satisfaction of needs for food would

; cause a dramatic fall in the nufritional status within weeks if not days.

‘é(The~same is tfue of health; "but not of education. Educational status

seen the only e¢lement of the state of welfare that is durable.

Although both the level of living and the level of welfare are

liable to measurement and they are both needed if we want the spoial

elements quentified, so far therNRISD'work was concentrated on the level
ct living%/ Congequently in what foliows'we shall concentrate our attention

. on the level of living, bearing in mind however that many methodological
' devices proposed for the level of living are also _applicable. to the level
‘

* of welfare.

2.3 The methed of indirect guuntification
EY - P

2.3.1 Components and indicators

What we try to measure is the level of living (the flow of
B S

welfare) and the 1evel of welfare (the state of welfarc)., We want to
neasure both variables in real terms. This ié & conseguence of the

i rejection of the measuremcnt of these variableslih termg of monetary values

g per'headg/ For this purpose. the level of living aﬂd the level of welfarc are

first divided into their componnnt purts according to the types of human

needs or types of human activity dirccted towards the satisfaction of these

needs.

-

S0 wWe may a1v1de the level of 11V1v1b into components suuh
as "nutrjtion” "houolng” ”bbalth” etc. Just as welfare itself, these
’components are umbﬂublu to qu@ntlfiodt¢on, but only indirectly. There are

no obv1ous measurablu varlablos that cen be considercd as yardsticks for

these components. It is th refore neoesswr to ap iy an indirect method

of measurement., ,A numbcer of variables will be se

&

ected to represent each
of the cémponents. They will be called -indicators. and. be dlrbctly meagur-
able. They will be measured in real t&rms, i.¢. cach indicator will be

expressed in its own units. To give an example: to measure the component
_ 1/UNRISI Report Yo, 4. No document on the level of welfare has bééﬁ;pre—
pared yet. , T V
é/oee suction 4 bleW for the explanation why it has to be rejected.
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"autrition" we shall use (among others) an indicator "ecalorie intake".

It will Ee measured in the number of calories consumed per day per head
of the populzation. The components should cover between them thé whole
fieid of what has been defined as a level of living or lsvel of'welfare(
Tée indicators should as far as possible cover all. the main aspects of

ji\féch component, The coverage of the whole field of level of living and.

lével of welfare should be as complete as possible: At the same-time
double coverage, i.e. using two indicators to measuré the same aspect of

the component, should be avoided.1

2.3.2 Critical points

. ' The indicators which are to serve as yardsticks for
JT/;easuring the satisfaction of nceds have to be given a scale to show the

EEE%E—Of the indicator values that is meaningful'fbr that measurement. It

may also be useful to have this range sub~divided according to the degree

in}which the needs of the community are satisfied. That scale can be
e e s T

provided in the form of "critical points" for each indicator.

: The critical points are supposed to represent character~
isﬁic levels of satisfaction of ﬁeeds expressed by each indicator. “They )
shOQld be as much as possible based on objective facts. These facts méy j
refer to knowledge derived from natural sciences, as e.g. the requirements
of;the human body for nﬁtritive elemonts.  But this is possible only
seldom. In most cuses the facts will have & social character, that is

will r?fer to the establishéd informéd opinion about what is the

"unbearable", "adequate' or "affluent" level of satisfaction of needs., It

one. After 2ll who is better qualified to express opinions about the

\{\fhould be stressed that this "social'origin of critical points is the proper

satisfaction of needs if not society itself? It must be admitted that a
uniformity of opinion is never reached in these matters. Consetuently,
it is necessary to realise that in determining critical points in practice

(as. in scotion 3 below) the"informed opinion" taken into consideration was

l/Cf. Report No. 3, pp. 18 sq for a discussion of quantifiéétion problems, .
and Report No. 4, part II, pp. 25~45 for an attempt to formulate a .
unita:yvlevel.of living index based on these principles.

<Q;<\ﬁ
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an opinion guided by.the Wurcpean type scale of values and that when doubts
ex1sted the arbitrary Judgment of the maker of index had to prevail.

These ars- methodologlcal def101enc1,s which are probably unavoidable. - .

' On the. other hand 1t should be clearly stated,; that critical
points should not be based on“magnltudes derlved from statistical data,
such as the world average 1eyel of an 1na1cator or a world median value for
it, ete. Statistical data refer to what ﬁas been achieved in ﬁractice,
and'that-dépends ‘on many inflﬁences determining the possibilities. The
critical point is supposed to;state’ﬁgggg; it is, therefore, not concerned
with possibilities gt all. éo make it depend on>possibilities would be to
misunderstand its role entireiy. That doés not mean that the level cf
needs satisfaction actually reached has no influence at all on the establish~-
ment of critical p01nt The_"lnformed cpinion" is influence'by what
happens in the world and may adjust its requirements accordingly. Bqt
this is very different from téking cfudé statistical data as sources fcr

critical points.

In Report No. 4l/two critical points were useds: the 1ower
point was called "suTV1val po¥nt” and referred to the level of the
indicator at which the population could barely survive; The upper critical
point was called "full satlsfactlon point' and reLerred to a level whlch

was cons 1dered pntlrelv satlsfactorv

) H » Therc is also a third critical point which seems to gain more .

and moreé recognifion lately. ¢ This is based on the concept variously called

"minimal level" (of human llvlng conditions ), "level of minimum well~be1no”

f 1_pr 8imply '"the poverty line™, 2 It is situated somewhere in between the

"survival™ and the "full satlsfactlon"'p01nts and is supposed to represent

a level whlch,ls the acceptable minimum at Whlch 1ife is tolerable. This

far end of it, in whlch 1t dlffefs from both prev1ously described critical

p01nts%/ It seems that the ''poverty line'" is a concept which can be useful

1/Page 12.

_/See° Report of the Group of Experts on Social Policy and the Distributien
of Income in the Nation (Note by the Secretary General - Addendum) U.N.
Document No. E/CN.5/420/4dd..1 of 14th Nov. 1967.

_/ThlS concept is used in the revised version of the Level of Living Index.
See "Level of Living Index" - New Version, UNRISD working paper.
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2.4 The distribution problem A _ -

T/ﬂ» The level of living indicators are supposed to measure the
c

onditions in which the bulk of the population lives, To measure the
level of satisfaction of;needs of the bulk of the population we must
have information not only on the avéraée level of satisfaction of
needs measured by that'pérfiéulér'ihdiCatd}‘(fof'shorf; "aot only
the average value of that in&idator”) but also 1nformat¢on about how -

the indicator is dlstrlbuted among the p0pu1at10n.

It is .obvious that the highest possible level of indicator

. is enjoyed‘by the greatest number of population when distribution is

absolutely equal: every deviétion from equality signifies that

*

fsomebody was made worse off because somebody else was made better off,

which 1s an undesirable change—/ The level of living index should

reflect that i.e. the distribution should be an integral element of

¥hen the distribution is absolutely equal the national
average of the indicator per head is a sufficient basis for the index.
Where, however, the distribution is not quite equal an elemént repres-
enting distribution for each indicator of the index will have to be

brought in., This procedure would reduce the value of the index aﬁd

"the more so the more unequal the digtribution is. Several ways of

. introducing the distribution element into the Index are possibleg/

l/There is & value judgment implicit in th&t statement. It has its
root in the conviction that "all men are equal'. As it is &
position very widely approved it can serve as basis for further
reasoning. It should be noted that this position cannot be
challanged without discarding the most fundamental principles of
human rights. If any arguments can be legitimately put forward in
favour of some inequelity they must be based on the fact of the
inequality of needs, and never.on unequal satisfaction of equal needs.

_/k'very simple method would be to eliminate from the computation. of -
the index a small group of populatlon at the top of the scale
(engoylng the highest level of satisfaction of needs) and to cal-~-
culate the average for the remainder. This method was tried in an
early unpublished version .of Report No, 4.
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The best is probably to corrcct the indicator by multiplying it by =2

Y

.coefficient derived from the familiar Lorenz type concentration curves

2.5 Thé'"higher needs" or "surplus' problem

It is reiatively c@sy to find indicators for basic needs of
the population which must be satisfied to make life bearable. The
basic elements of well-being are not too many and they are rather similar
under any conditions (geographical, cultural and political). The
position is different with higher nesds. They ars numerous, more and
more varied when the level of well~being increases and depend very much

on the specific conditions of each netional community.

It has; thersfore, been suggestedg/ that the satisfaction of
higher needs should not be measured by the indicators sxpressed in real
terms, but by the surplus. monetary income per hezad. By "surplus" was
meant the income that remained after the basic needs have been sat:‘gsfied°
IﬁJthe light of the experience gained in.the\computation of the levels
of+ 1living for a number of countries;/ this approach has proved unsatis-
factory. It brings an undesirable duality into the structure of the
index, which makos‘fhe analysis of its changes unneoessariiy complicated.
Then ths calculation of the "surplus'" income prasents difficul%ies not
only of a statisticallbut also of a conceptual character. - It seems

rather clear now that the concept should be zbandoned.

One of the approaches possibls is to establish a separate set
of indicators to measure the satisfaction of higher needs in real terms,
This has not proved satisfactory eifheri/ The principles of drawing a
1inelbetween the, indicators belonging to basic and higﬁer needs proved
very difficult to formulate and no entirelyAsatisfﬁctory solution was

found.

l;This is the method applied in Revport No. 4.(section 1.3.2){ . Another
inproved version of it is presented in UNRISD working paper Level of
Living Index - A nuw version,

g/Report No, 4, p.4 and p.41.

;/Report No. 4, part 3, and an unpublished paper, Level of Living Index
in Czechoslovakia.

Q/UNRISD working papers on the Level of Living Index in the Netherlands
and Level of Living Index in the United Kingdom.

i = s
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The best p?ocedure, therefbre9 seems to be a single set of
indicators for both basic and higher needs, higher needs being expressed
by higher real term values of indicators. That does not allow of course
for the great-variety of higher needs that may arise at top levels of
well-being and will make the index little sensitive to changes in needs
satisfdction towards the top of the'écale. This is, however, rélatively
less important, as the Whoie exercise in measuring social variables is
meant to contribﬁte to the improvement 6f the conditions of 1life, of the
great masses of‘ﬁopulation:that are'far from being affluent.

An example of this approach will be presented in the paper

that is being prepared as Level of Living Index -~ New Version.

2.6  Measurable Welfare and Ufility

Measurable welfare with which we have been concerned here is
not identical with ufility as understood in the theory of value in '
economics. Quité the oprosite: it may be looked upon as an alternative
to utility. o

In economic theo;y individual and social welfare is expressed
in individual and social utilities which are the dependent variables of
respective preferenbe funétions. If we could heasure individual and
social utilities the problém of measuring the level of living of a
pobulation would be solVéd° Unfortunately, there is no way of measuring
social utility or even obtaining an aggregate social preferehce function
by adding up individualipreferenoe funétions° Consequently, measu;ement
of the level of living in terms of utility is not practicable.

In establishing the final aims of the plans a "social welfare
function" (as conceived in: welfare economics) should play an important
role as it contains a valuation system by which planning could be guided.
But so far this concept has mot been useful to planners. It is because
it has never been formulated in 2 way that would be adequate for élanning
purposes. It was first the problém "whose preferences represents the
welfare function?" If the answer is "It is the sum total of individual
preference functions'" the situation ié‘hOpéless. We cannot perform the
sdmming'up operation and comnsequently we would never know anything
definite about the function. If the answer is "State's preferences",
the approach is at least promising, but immediately two problems arise:

(1) : what independent variables should enter into the function and
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‘ (2) :  how the function is to be‘”revealed" (in the sense the
individual preference functions are revsaled by markst actions)¢ If
the independent variables represcnt all the goods that the national
economy deals with, their number is practically infinite and the

i function is unmanageable. Llso a satisfactory method of revealing

. the function has not been elabo:ated»yét;

)r/q _ The "measurable welfare'" differs from utility in two

‘ important respects.

Tirsts the number of variables selscted for its measurement is limited.

It corresponds to the number of néeds of the population as seen at the

national level.  The number of such variables may vary within wide

limits but will never reach unmanagsable size.

. welfare received from various componeants is expressed in measurable

indicators which are scaled according to some established norms. That

j;?akes it measurable andbcomparable557] v

, Because of +these characteristics the concept bf "measurable
“welfare" can be useful in performing tasks at which the concept of
f;utility proved inapplicable,

First the flow of measurable welfare (which is the same as

i

Ethe level of living) when measured by the Level of Living index provides

' 5 numerical expression for the degree of satisfaction of needs of the
'populationn As such if can also secrve as a means of comparing the
conditions in which people live with the conditions in the past and with
those prévailing in other countries. A similar use could be made of
welfare measured by means of the Level of Welfaré index. The sacond
task of measurable welfarc refers to;development planning. As develop-
Tmenf is supposed to improve conditions in which peoplc live the level
>df living index is an obvious device for assessing the results of
development, If this is so it is most proper that final aims of
‘development plans should be formulated in terms of variables of a type
similar to level of living indicators (i.e. in terms of measurable

.

welfare).

Second: the degree of satisfaction of particular needs i.e. the flow of

34
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"Measurable welfare" aleo can fulfil one more task for-which
‘it\was not originaliy designed, It nas mentioned above that.one of ﬁﬁe
serious limitations of the traditional welfare functiong even when it is
interpreted as a state preference function, is the impossibility of

revealing it.
Applying '"measurable welfare!" concepts to planning means to

Bet final targets. of develoﬁment plang in terms of "level of living
‘indioator type of variablesﬁa. Once this is done the set of final plan
targets becomes an expression of the decisions taken by the state in
respect of final aims of development and it is therefore an expression
of state preferences. A The‘final targets of tne plan represent then the
independent variables of the state pleferonce functlon and the valuation
coefficients at the margin can be read from last increments envis aged for
particular variables and the sllocation of resources which are supposed
_to make these increments possible. Consequently relevant fragments of

Ahihe state preference function canvbe'revealed from the plan%

' It is the poss1b111ty of revealing the state preference
function which may become a thlrd task to which ”measurable welfare" can
be applied. The 1mportance of being able to reveal state preference
function seems to be very considerable#both for the theory (espscially the

:theory'of economic systems) and for the practice of development planningg/

The examination of thase prospeots is, however7 outside the scope of the

presenf study, ' R

l;Strietly speaking from the plan and its supporting documents,; it is not
possible here to enter into the detailed description of the procedure
to be applied. In fact, miuch work remains to be done in elaborating
that procedure. .

g/The pos51b111ty of 1(vea11ng state preference funotlons is also
important for the solution of the problem of weights for the Level. of.
Living Index. See section 3.5.2 below.




3. THE PROBLEM OF THR UNITARY INDEX ' '

3.1 Introductory remarks n ' _ . ' ' i

What we have discussed so far were the merits of mgasuring wel-
farec (its flow or statc) by mcoans of sets of indicators representing ‘
Yarious aspects of welfare and numerically expressed either in real terms
(their own specific units) or in indicator indices into which the real 1
vnits were transformed. Now comes the problem as to whether it would be !
: l

useful and advisable to aggregate these variables into a unitery level of

living or level of welfare index,
Let us sce the arguments against it and.in favour of it.

3.2 Arguments against ‘ ‘ .

- The first argument azgainst it is thot it is not necessary. A

number of selected socizl indicztors measure welfare (flow or state) in the ‘
form of o set of numbers representing the respective sizes of indicators.
This is & kind of an imﬁée of welfare. It is the best we can afford to ]
provide given our knowledge and ability. Nothing is added to what we l
know if by some mathematical manipulation we transform it into a unitery

. 1, : . .
1ndex:/ Therefore we should refrain from doing it.

The second argument stresses the @if5322132;22,223_222533391'
If the aggregation of the indicators into a unitary index could be perQ
formed in & way that would not be controversial, there would be no
objection agzinst doing it. But in fact it is highly controversial
because of the difficulty of sstablishing a gunerally acceptable system of
weights. As the method is controversial so is the result. The unitery

index would be umacceptable to those who do not approve the method.

. Both of thesc arguments carry some weight: it is thsrefore
quite understandable if somebody chosses to refrain from aggregation and .
r prefers the inconvenience of using o set of f .gurcs .s an expression for ’

the level of living instead of o single figure.

3.3 Arguments in favour

The first argument in favour of a unitary index is that there

2

I

f'.,LNwﬂ” is o great need for it. 3o much so that we cannot do without it.
[

A rise in the level of living is & criterion by which the

l;This was the gist of =an unpublished UNRISD,papers On _the Objective
.o Ipformationvprovided by the -LL :Index by M. inagaki.v; ‘ -

5
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k/,various components of the index. It is maintained that no such system of

| weights can reasonably be-established. There is a striking paradox latent

J\?hiCh imply weighting the social aims agzinst cach other. Those are facts
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achievements of development ouvght to be ;ssessed. It should also con=-
stitute the aim of planned development. It is extremely aﬁkward not to
be able to give it a numerical expression%/ What sense does.it make to
speak about a leveltwhich‘is:nbt measurable? If-we are interested in
knoﬁing-whgt is the level of living of = nation, the natural thing to do
is to £r& to express that level in a single figure. = If this cannot be
done comparisons of luvels of living through tim% or between countries
cannot tell us whether the level of living has risen or where it is
hiéher. In fact, the porsistent use of the monetary value of consunmption
per head fof,measuring the level of living is the proof of a need for a
uniféry index, The monctdry @ethod of measuring the level of living which 1
is cloérly inadequate and in e?exy way objectionableg/‘would have never

been tolerated if it wers not filling'a'yawning gap in our analytical tools.

_ - A unitary level of living index fulfils ths need for a synthetic
measure of the achievements of development., It does not contain any more
information than the individual indicators but it presents that information

in a form that is more convenient, more clearly understandable and more mo

amenable to at least some forms of analysis.

There is nothing new in it: calculating averages and computing
indices has always the same purpose: to present the information available

in a more convenient form, But the merits of having our knowledge stated

in a mcnageable form should not be underestimated.

The second argument in favour of the unitary index is that
although its construction is difficult, is it, hoﬁevcr, feasible. The

main difficulty is of course the systeﬁ of . weights to be applied t6 the

in this statement which scems to have escaped the attention of its pro-
pounders., It lays in the fact that thé ﬁeighting of social aims (pretended |
to be impossible) happens in practice all the time. In determining i
developnment strategiéés.in eétablishing plan tafgets, in solving problems

arising out of the implementation of policies and plans, dccisions are made

or real life.

l;Cf. The preface by the UN Sccretary CGeneral to the Report of the Inter-
national Definition and Measursment of Standards and Levels of Living, UN
Now York, 1954, -
g/See Section 4.3 below.

[} |




To say that a weighting (i.e. a valuation) system for social K]

- aims is impossible comes to the same as saying that a price system is e

|
j
|
|
impossible when we see all. around transactionsvbeing made at prices. _ !
The proof of the possibility of a ﬁeighting system of social aims i
1ays in the fact that such systems exist. ' !
:I It-iSuofécourse a long way from stating that prices of goods 3
and weights of social aims are real phenomena and from observing them ]
to the ability of explalnlné how these valuation systems are established, ]
how they function and how this knowle .ge can be made useful for further R

analy31sb But there is no point in pretendlng that it cannot be done. ’ N

3 4. The aggregation procedure

. The first step in the process of aggregation of the 1nd1v1dua1
indicators. into general level of living or level of welfare index
consists in transforming the individual indicators expressed in their
own particular uﬁats into indicator indices.-

There are severul ways of doing this;.all based on the concept
‘of "critical points" which was explained above. The distribution

Lﬁi;ement wust come in at that stage too%/

Once we have the indicator indices the problem of integrating
them.into an overall level of living index becomes a problem' of

establishing weights to be used for that process.

gy

| : . , : ;

_/There is no point here in dlsc@ss1ng the details of these procedures.
The reader is referred to UNLISD Report No. 4¢ The Level of Living
Index, section 1.5 and to the recent UNZISD working paper The Level
of Living Index - New version. Sectlon 1.3

e

o
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3.5 . The problem . of weights

3.5.1 General principles

It must be realised that by fixing critical points as

explained above implicit weighting has already been introduced. The

relative rates ot which the indicator units are transiormed into index

points constitute weights between indicators.
After the critical points have been fixed we huve to introduce
weights at two more stages: for aggregating indicator indices into.

! Y component indices, and for as.Tegating component indices into the over-
l :

all level of living index. : ‘ v
_ The problem of weights should have been a simple one if some
sort of objective criteria could be found as a basis for establishing
the relative impact of particular indicators and components in creeting

\

welfare for the people. Unfortunately such criteria do not exist%

;755 principle it should be possible to apply objective criteria in the
"determination of critical points (which constitutes the first stage
~ for the introduction of weights in the aggregation of the index).
In Report Wo. 4 it was suggested that they should be fixed according
to the objective human requirements. The experts in particular
&i}elds were supposed to be able to determine these requirements.
This seems an acceptable solution, dbut it aas proved difficult in
practical application. The experts were very often reluctant to
commit themselves and quote any definite figure that would serve as a

critical point. ind sometimes for very good reasons. For some
indicators (e.z. daily calorie requirements) the survival and full
) satisfaction points can be established - it would seem - with no greati

difficulty. For some others, however, (e.g. school enrolments, or

for that matter some of the health indicators) the problem is not so
simple; there is no guestion of survival and who can tell what is

- full satisfaction?
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/r}t must be emphatically stressed thaet data on past patterns of needs R
sotiefaction, i.e. the relative levels of components wond indicators, or o

1/ )

their relative increments, cannot serve as bases for.a system of weights%

This is so because we cannot assume that what. existed 4n the post was

¢ optimal, i.c. was the outcome of the maximization of welfare in perfect

“conditions. - This can never be expsctsd to happen in reality.  The real
situ_tion is the result of conflicting zctions of individuals znd
organizecd groups using tho existing possibilities tO‘proﬁoté their
interests, It reflcects to a great extent the Trelative mbnopol& power of
these groups. ~On the other side the poésibilities had been influenced
by the. course of past events which may not be significant for the present

+-

or for the future.

The welghts of 1nd10ators and components have to reflsct th01r
Vrelutlve contrlbutlons to welfare. The concapt of welfure 1mplles the
ex1stence of some consistent valuation system. Consequently the weights
of level of liVing'components must be derived from some preference function

which is recognised as relevant for this purpose.

As is the case with all preference functlons this function is
influenced to some extent by the knowledge of "technicall propertles of
elements which are the independent variablss (e.g. the relative signif-
icance of calories and proteins for the satlsfactlon of nutrltlonal
needs, etc.), but the shope the preference function tzkes is an Xprcss1on

of value judgments of the subject to whom the preference function "belongs".

The "prefercnce origin' of the weights to be used in computing
the level of living index is often a source of uneasiness, When 'this
poiht was being raised in past discussions on the level of living-index the
response was sometimes a sort of bewilderments could an index be based on ﬁ

elements so shaky?! . a

This approach hes been tried for fixing some of the critical points in
Report No., 4 and in other UNRISD work. Namely the 'O point" was fixed

at the level of a nution that was in worst conditions and the "100
point" at the level of the most affluent country or as an average of a
few countries belonging to the top group. This procedure cannot be
considered correct. In fact all the principles about weighting should
apply to critical point fixing in the same way as they apply to aggre-
cation of indicator indices into component 1ndlchs and of component

\| indices into the overall 1ndex.
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This reaction is completely misplaced. From the point of view

of cconomic theory it is most appropriate that on index which is supposed

to measure an aspect of welfare should use preference clements as weights.

In fact any other course would be incorrect.

In- plain language it means that it is not possibls to moasure

welfare by any sorf of absolute standard. The'first_thing to do if we

want to wmecasure it is te sstablish & staadard from some scale of values and

_then té procesd to measurc it in ceclution to that standard. No other way

of doing it seems possible.
When it has been agreed that weights for the level of living
index should be derived from some preference system, the obvious gquaestion
arises: - what are the systems of preferences that should be used for that
purpose and how can we come .to know them?
There seems to be three practical possibilities of deriving

weights from preferences. In addition a fourth one might be mentioncd but

only to be rejected as impracticable.

3.5.2 System of weights derived from explicit social aims

. The first of the possible ways of establishing weighte is by

5agreament anong polioyfmakers'on national or iﬁtefnational levels. . This
may seen nét-a vory realistic proposition, but it is closcr to being put
into practice than it may sccm. . When poverty leveis'are discﬁssed inter-
nationally and some cgrsemcnt is reached on them, weights between components
of the level of 1ivihg re in fact implicitly ostablished by that very
action. When plans arc drafted outlining degirable development for the
future cnd stating the prioritics between socizl aims, this again dgtermines
weightes for the social taréets%/ Of course a necessary condition for that
to be true is that the socisl targets are stated explicitly in quantifiable

l;It is not possible to enter here into all the details of the piooedure for
deriving  weights from these data. In fact the procedurc has not et been

properly elaborated or tested. Consequently, only a very rough outline -
of the problems in questioh»can be given. For deriving weights from
poverty lincs an assumption has to be made, -that the levels of poverty
lines are equivalent for all indicators and therefore the distances between
the "O points'" and -"M points" are also equivalent. Once this is
accepted the relative significance of the respebtive units of the
indicators can be established. The relative significance of the

" increments of planning targets can be derived from the analysis of planning
decisions at the margin. A unit of resources should bring the same yield
at the margin in 21l fields in which resources arc used. Therefore; the
marginal increments of social targets obtained by o unit of resources can
be considered as equally significant (having ee¢ual weights) in view of the
planners. It must be noted that there is & distinction between weights
referring to a stcady flow of welfare cxpressed by the level of living
indicators and those referring to incrcments in that flow as expressed by
plan targets. That distinction is analogous to that between the average
and marginuel utility.
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torms and are not missing or stated in very vaguse terms, as 1t happens in
some of the plans. Once the social aims are included explicitly in the
plans and the intended allocation of resources is clearly stated, the cal-

culation of weights becomes possible. The position at present is not

yet satisfactory. ;The poverty liness are not yet agreed on and the social.

aims are not given their proper place and expression in plans.

The recognition of the role of social e¢lements in planning is,
hpwever, gaining ground, If is very inportant that this process should
be accelerated. When social targets are given their proper place of
final aims in the plans and when they will be expressed quantitatively in
real terms, the basis for a weighting system of the level of living com—
ponents will be created. The ultimate stagé in this process would be
reached when not only social targets but also prioritiss attached to them
(or their relative weights) will be explicitly stated in the plans. But

that should not be expected very soon.

If the exerciéé“bf“stating”sociai"aims and assigning priorities
to them is performed at the international level the weights derived from
them can be used directly for international comparisons. Such ought to
be the case with poverty lines internationally agreed upon, and world

development social targets which so far have never been explibitly

established, but which are being discussed in more and more concrete terms.

The statement of targets in national plans can have of course
only national validity. When many plans cre examined, however, some
generalization may prove possible referring at }east to some groups of
countries 8.1d some stages of development. A system of weights could be

bagsed on this sort of generalised observation.

3.5.3 System of weights derived from implicit social ains .

The sscond way of cstablishing weights has to be used until the
explicit statement of social minimum requirements and of social final
targets in development plans becomes general practice. So long as éocial
aims are not fully and explicitly stated it‘is necessary to extract them

(or "reveal") from the statement of intent or actual actions of the

4.authorities responsible for development. This is the way of "revealing"

* preferences which are analogous to the "revel.tion" of consumers'

N
preferences by their market behaviour, It is made easier by the existence

LY
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‘more complex type.
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strong drgument in favour of'using equal weights botween

therefore a

indicators and componcnts. That will meke the index a simple average of

indicators and components, wﬁich.has.by itself an obvious significance.
There are also some merits, however, in introducing weights of a somewhat

An exampls. of these will be a "sliding scale system

of weights"% It is meant to cxpress the principle of diminishing

marginal utility and is applicable between components for their aggregation

into the overall index. Wéights are made dependent on the valus of the
o . I .. , 100
component indiccs according to & $imple formula, e.g. weight = —f- s where

I = the value of the indicator index.
’bNo attempt can be made here to list all the possibilities in
establishing conventional systems of weights.

3.5.5 Individual preferences cannot determine weights

The fourth way-is'ﬁeﬁtionad here -only to be dismissed as
impracticable. The weights could be bascd on some of collective utility

function if that in turn could be derived from the individual preference

functions of the population. -This has been a vexry much discussed problem

of welfare economics. Unfortunctely, it is quite certain by now that the

aggregation of individual preference functions is not a practical pro-

position, There is no need to repeat.the well-known arguments which prove

itg/

l;Cf. Report No. 4, p. 20 and Level of Living Index ~ New Version, section
1.4.4. ' .
g/Cf. J. Tinbergen: Economic Policy, Principles and Design, pp. 14 - 15

4




‘and which can serve as a basis for weilghts becomes a very difficult ones

_T ol -

~ of development plans which arc statements of intent (non-existing in the

case of consumers' prefercnces). When the plans, however, are formulated |

in the way they most often cre at prescnt (i.s. not oriented towards

social aims) the task of extricating preferences which are behind them

1/
Still it is worth undertaking. In fact it is 2 necessary exercise if we

want to have a legitimate base for weightingg/

3.5;4 Conventional systcm of weights

T*' The third way has to be used when the first and second are not

practicable. This is exadtly how things ars at prescnt. The weights

have to be determined by the maker of the index. He must of course

iffnsult experts and get acquainted with the attitude of policy-makers.

But in applying all this information to the establishment .of a weights
system he would have to rely on his own judgment. The weights

determined in that way will have to be considered arbitrary and the index

"based on them will be a conventional construction, its validity being

based on fhe égreement of those using it. It is certainly not a perfect
solution, but the only one practicable at present. It is also wholly
legitimate asrlong as the conventional character of the index is clear to
¢verybody concerngd.. It must be remembered that the arbitrary and con-
ventional elument is contained in many of the agreed methods of measure-—
ment of cconomic¢ and social variablss and probably in a2ll well

established indices.

A conventional system of weights should be as simple as
possible, for it is essential that its structure and the role of cot=-

ventional elements in it should be clear to anybody using it. . There is

l;A cross -country analysis of development plans was undertaken at UNRISD
with the aim of revealing policy-makers' prefercnces implied in them and
finding = basis for weights to be applicd in level of living indices."
The difficultics proved to be very great. The project is not yet com-
pleted. : ) v

g/As mentioned in a footnote to section 3.5.2 the methodology of revealing -
prefersnces, latent in development plans requires much further study.
Apart from the approach mentioned in that footnote, proecedurcs such as
the method of pairs comparisen could be tried although it is difficult
to tell at that stage whether they can be useful.
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THE CRITIQUE OF MEASURING WELFARE IN MONETARY TERMS.

R

4.1 The need fér"a‘critfoal"appraisal

This critical section is an indispensable part of the present

study. The main reason for ﬁaking'an e¢ffort to quantify social variables

'is found in the fact that the economic variables expressed in monetaiy

terms which are in common use do not and cannot represent properly the
conditions in which pecople live. Thisg section explains why this islso.

It states, therefore, the case for the nscessity of what was attempted in

-

sections 2 and 3 zbove.

4,2 Flow of welfare vs., flow of goods qnd,services

The level of livingl/is the degree of needs satisfaction as it
can be obscrved through time, it can also be described as a flow of
%elfare-which the population enjoys in = unit 6f time, It must be dis-
tinguished from the flow of goods and services which assures the satis-
faction of needs or brings welfare. It is only the value of the flow of
goods and serv1ces that can be expressed in ternms of money. As the flow
of welfare and the flow of goods and services are obviously two aistinct
variablesg/they have to be muasured independently of cach other. In
spite of the obvious itruth qf the above statement there has been a
persistent temptation tc assume thaf:the flow of welfare can be megsured
by the monetary value of the flow of goods and'sefvices‘that are supposed
to generate it, Consequently it has become & common practice to idéntify
the level of living with the monetary vélue of coﬁsumption per head. The

procedure’ of measuring a magnitude difficult to measure by means of

- another one whlch is connccted with it and is easily measurable may be

admissible in some cases 28 a rough approxima tloné/ It must, however, be

emphatically stated that it is inadmissible in this particular case and

' 7Cf Section 2.2 above.

2/The two variables are in about the same relation as that existing between
costs of production and the value of the product, or (to take a simple
example) as between petrol consumed and distance covered by a car.

'é/To use the example mentioned in the previous footnote: it is possible to

make a rough estimzte of the distance covered by a car by measuring the
consunption of petrol. But this procedure will be inadmissible if our
problem is to know what is’ the consumption of petrol per mile under
various road conditions.




for very good reasons.

4.3 The two concepts are not congruent with ecach other

We mey start the argudent by pointing out to the differences

in the contents of these two variables.

There are elcments affecting conditions in which people live
which have no counterpart in the national product as conceived in
national accounting and cannot be measured by the monetary value of it.
Leisure and prevention of over-work are the most important elements
falling in that class. For good recasons they were and are the main
objectives of the labour movement but they do not find any expression in
netional income and expénditﬁre aécounts. The'sa&é‘is trueréf some

l;?lements that may come under the heading of security.

Sometimes an increase of product and income actually leads to
a deterioration of social conditions, e.g. congested housing and deter-
ioration of health following industrialisation and urbanisation.

Alcoholism and drug~teking belong there too.

T/’ There are aspects of human life which are in some way reflected
in'the monetary values of national product items but in a very distorted
way. Housing and health are the most striking examples of this case.

The value of housing services as registered in national accounts does not
give us-any reliaﬁle information about what housing conditions really arec.
The rise or decline in that value does not necessarily reflect improvement
or deterioration of actual conditions. The same is true of health: a
major epidemic inefficiently handled may strongly affect people's well-
being but it will not show as a decline of value in the section on health

services.in national accounts,

It is surprising indeed that the measurement of the leéel of
living (i.e. of the flow of welfare) through the monetary value of con-

i\fumption per hecad is still defended as an admissible method.

It requirgs several very questionable aésumptionsz first that
all level of living elements are reflected by corresponding elements in
the national product; secondly that all increases in nationai'product
olements imply increases in level of living e¢lements; third that every

‘value unit of national product brings about an equal increase in the level

|
!
:
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of living. Thié last assumption impli.s the distribution of the national

product through a market under perfect competition. None of these .
assumptions is legitimate. All taken together they mean that the
incrementsbin the national product are always proportional to the
increment of welfare, and conéequently that cconomic growth automatically
brings optimal social revsults. In that reasoning wll social problems
connceted with development have been assumed away. '

4.4 The flow of welfarec and the flow of goods znd services must be set
againgt each other in order to reveal deficiencies of development

There is an imporfant problem of socio~economic devel epment
that requires an adequate presentation and deserves serious study%/ It
consists in the fact that resources created in the process of cconomic
growth do not gensrate as much welfare as they are capable of doing. In
developed affluent societies all the tremendous national product available
does not prevent the level of living of a great proportion of the
population remaining unsatisfactory. In developing obuntries the
apparent advances in preductive capacity and substanfidl foreign aid are
often not bringing about thc improvement of conditions in which people
actually live. As it is gcnerally agrecd that the purpose of all
development is the improvemsnt in the welfarc of the people, such factors
are symbtomslthat something has gone wrong with development. This
phenomenon has been variously calied "imperfect development! or "welfare
deficicent development"g/ ?erhaps it might better be called "frustrated"
or "spurious" dsvelopment. This deficiency in de%elopment may manifest
itsclf in & more or less aéute form. It is even possible that it may be
absent altogether. But it certainly is a problem which should be given -

proper attention when'development is examined.

The same problem may also be stated in o different form. So
long as we sce the results of development in terms of the monetafy‘value
of goods and services provided we take a purely economic view of it. Ve
17It nust be stressed that Phis is a problem of real Iife which existe in

practice and is neither created nor disposed of by whatever method of

investigating it and measuring it is chosen.
2/See UNRISD Report No. 3, pp. 25.

e e -
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look at the resources provided but not on how they affect people's lives.

Ag the aim of all cconomic zctivity is to improve the conditions in which

people live, this means we stop half-way in assessing the consequences of

developuent. To obtain & compleste picture of development it is not

sufficient to be awarc of the amount of resources brought about by

economic growth. It is also necessary to examine the impact of economic
growth on the life of the people, By broadening the concept of deve10p—
ment in this way we meke an important step towards bringing the social
elements into development.  Indeed most of the social contents of
deveiap@enfmcaﬁ Be-interpiéted in terms of thé réidtibn“which exists
betweenﬂthe ¢conomic rosources made available by edonomic growth and the
conditions of human life actually achieved. Or, in other words, bétweén
the '"valuc of consumption per hcad in monetury terms" and the "level of
1iviﬁg in real torms". The study of that relation is concerned with the
importan% prbblem of what the social conssquences 6f development afe. It
is from this study we can draew conclusions about the quality of development,

i.e. on whether it is genuine or spurious (welfare deficient).

Still another way of stating the same problem is to say that

l/ of

economic growth, i.e. the relation between the growth of social variables

an important characteristic of development is the welfare effect

and the growth of ecconomic ones. An insufficient welfars effect is a
definition of welfare deficient development. Once it is understood that
the examination of the welfare effect has a crucial significance for the
assessment of the social achievements of development, the necessity of
measuring the level of living independently of the monetary value of
consumers' goods and services becomes obvious. These two are separate
variables that have to be confronted with each cother. In terms of their
relative changes we can sxanmine the social contents of the development
Proccss. When they are confused it is not only impossible to investigate
the problem of the social conseguences of development but even to state it
clearly. | ; '
17$E§§_§§_ﬁ concept developed in UNRISD Report No, 3 pége 23

o
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4.5 The cxistence of correlwtlon does not make the two variables inter-
changeable

It has bcen urgued SOMbtlﬂeS thaet separate measurement of the

3

level Of111V1n” and of the consumcd p@rt of the naticnal product is not

neccssary bccause a hlgh correlation can often be discovered to exist
between these two vwrlublbs. - This argument does not carry any weight
at all, The correlatlonkls certain to exist betwecn theml/as it is-

~ ) - .
Certain\to exist between costs znd revenues of a firm or between petrol
consumed ahd distance covored by = car. -What we are interested in is to
oxamine the diécfgpancies between the two variablos. Our problem would
of course cease to exist if it could be proved that the two variables are

always proportional to cach other. But this -is evidently not the case,

. as a high correlétion.between two variables does not imply an accurate

prediction of the value of one variable when the other is given. e

4.6 Perfect competition mythOIOﬂy prevents repudiation of the monetary
measures

A question might be asked why the practice of meésuring the
lovel of living (the flow of welfaré) with the monctary value of con-
sumption per head has not'been definifely abandoned znd still can find

its defenders.

. The aﬂéwer seems tb lay in the dé@p~root@d attachment to -
reasoning in terms of mar%ets_and perfect competition. If all Humaﬁ"‘f"
needs'were satisfied through?market'transactions (which is not the case)
and if the market form was porfect competition (which is not true either)
then all marginal utilities would be proportlon 2l to prices and it could
be claimed that the increments in 1nd1v1dual utility, and conssquently in
wclfare, would oorre°pond to the increments in the money value of products—/

7It should ‘zlso be noted that when these two variables are observed
through time they both bescome functions of time, and the correlation
" between them becomes spurious and devoid of any significance. To find’
a trues correlation it would be necessary to eliminate the time element.
in unpublished note by Mr. Subramanian (UNRISD) deals with that problem.
_/Thc situation reached would have been optimal from the point of view of
the satisfaction of needs, although it should be noted that it would
have depended on the initigl distribution of resources which might not
necessarily be satisfactory.




"This is the position when the "invisible hand" of the market

mechanism assures the best possible satisfaction of the needs of the
population, If this is tak@nvto be true there is no place for any
social problems to arise ot all. The market mechgnism.assures both
production at its optimal use, But that only means that all the social
problems have besn "assumed away', z2nd that they cannot be examined

1/

within thcse terms of references o

The essence of the error in this approach can be pinned dgwn
in the following way. A highly simplified modcl has been constructed for
the sake of explaining some aspects of the workiug of the economic system.
This is the perfect competition market model. It implies simplifications
referring to the characteristics of the system which are secondary to the
p;oblems the quel ig meant to clarify. This is all perfectly légitimate.
But then the nature of the model is forgotten and it comes to be used as
if it were a trus picture of ‘reality. The result is that the elements
that were assumed away are treated as non-existent. If our interest is
oxactly in those elements 2 number of fazllacious conclusions are bound to
follow. Such is the case of social elements in development. They
cannot-be examined if perfeét competition is assumed where marginal
utilities are proportional to priccs and an increase in the monetary value

of national product reflects an increase in welfars.

17In terms of economic theory it might be said thot the study of social
problems within development is a study of imperfections in development.
If we assume perfection the case is dismissed. '
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SCOPE FOR, FURTHER RESEARCH

. ‘Measufémént of social variables in real terms opens up

wide fgéié.fof'fhé investigation into the social significance of dejelépu
ment.‘ The investigation.of development acquires social contents where we
are not s;tisfiéd.with expléining how the national product came to be
ﬁrodugédzand in;whaé does it consist, but start asking questions about
ho; ;nd héw ﬁ;cﬁ &oes it ogntribute to the satisfaction of needs -of /the
bulk of the population. In other words where we start explering the area

betweeh the value of consumers' goods and services expregsed in mongtgry

" terms and ﬂhé'satisfa&tion of human needs expressed in the level of 1iying

‘index points.
- Quite a number of courses are opened for that -kwead of investi-~

gafion._ Once fhe level of living index is computedl/and the consumptien

per hea&vin monetary terms known, it is possible te study the welfare

effeect, i.e. the relation between economic growth and growth.of'welfare.~/

. . ® -
Various formulas for the welfare eoffect could_be“tried,;/goth gector~wise

and on a national scalé. A concept of "welfare generafion function"vcould
be elaborazted in which a component of welfare (¢.g. health) oquid be the
dependent variable and economic féctors'wbuld;be independent.variables,ﬂ/
Then the productivity effeet of welfare could be asscssed. To do this a

production functicn will have to be constructed whiéh; apart from the usual

The level of living index (based on UNRISD methods ) has been so. far compute:
for the period around 1960 for 20 countries (UNRISD's Report No. 4, Part 3)
A through time computation (mainly for 1925-1965) has been prepared for
Czechoslovakia (The Level of Living Index in Czechoslovakia by J..Krejci),
Japan {The Japanese Level of Living by T. Sohara) the Nethorlands and the
United Kingdom (unpublished UNRISD documents). A study of the Level of
Living~in Poland is in preparatien. )

Some atpempts at determining the welfare effeot were made in the Level of

Living Index studies for the Netherlands and United Kingdom.

Such as: Level eof 1iving/consumption per head in monetary terms ratio,

the same incremental ratio, the same relative incremental ratio, etec..” -

This '"welfare generation function" would be parallel to the well-known

production function with the difference that the place of product will be

taken by a component of welfare and .the. place of- -factors by various ‘

" consumer goods and services plus labour,. The. parameters in both functions
are technical -coefficients. The "welfare gencration function" has been
sometimes called. "production function for a welfare component" (e.g. héalthy
edug¢ation, etc.) As it is, however, an expression of the welfare effect
it seems desirable to describe it by a term different frem the common
"produetion function" which is an expression of the productivity effeot,
The "welfare gensration function" should never be confused with what is
known as "welfare function' where total welfaf&'ismmade dependent en a
number of goode and services and where parameters are'util}ty coefficients,
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economic factors would contain 5001a1 factors (as 1ndependent variables

and not as a residual). —/ The .actualvulue for the paramcters of these

functions can be estimated from empirical data. The knowledge galned in

‘the study of welfare and productivity effects may be presented in a ' %
tableg/of interdependence between the esonomie and soeial elements. The' _ )
variations of the numerical values of these variables may be studied inm

relation to stages of development and other characteristies’ of par#isular __ -

countries,

Iﬁdependently of these inveetigations further work vn. the

'improvement of the level of living and level of'welfere indices should he

earried on. It should be mainly direeted towards establishing generally
acceptable syetems of weights for thess indiges through "revelation' of
policy-makers! prefercnces implicit in the development plans.é/ A merious

effort should also be made to make the list of indicators used in both

. indiees fuller and mere representative. This in turn ealls for an improvemen

-in the amount and quality of statistical data whieh are neecssary for the

computation of the indices.

.'All this should serve to make a policy aiming at the impfovement
of seeial sonditions more effestive, i.e. to increase the welfare effects of
economic growth. The mere knowledge of the existing interrelations gives
development planning more solid foundations. But what‘is more, the conse-
quences of this approach to social problems in development ought to be-

reflected in the way development planning is conceived and conducted.

'_ National product per head or its rate of growth sﬁould no longer serve as

- final aims for development., That pluce should be taken by a set of 8001a1

aims which appropriately weighted would constltute a criterion for the
alloeatlon of resources. When development planning is based on such

principles it would deserve the name of secial plenning.

_/ A paper A suggestlon for an emplrlcal productlon function representing
the productivity effect . of social factors has been prepared hy the UNRISD™
(not published yet). . )
_/ Examples of such tables, “but w1tb blanks in places of numerieal values,
‘has been presented in UNRISD Report No. 3, pp. 41 sq.

3/ Tentative work on that problem has been undertaken in UNRISD.

Q/ A study of”a model of development planning based on these principles is
actually in preparation at UNRISD.
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