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"k THE MEANING AND MEASURABILITY
1 -
OFQECONOMIC PROGRESS.

l}

Vﬁ ' Whatever exactly we understand by economic progress, whether

or not 1t 1s the same “as economic growth9 economic expansion or

economic development 1t 1s econom1c change possessing domlnant

characterlstlcs approved of by those of us who speak of it as

progress.= In the long run, such change involves, almost always,

increase in total output. In this sense, economic progress, like

economic valuation;!is one ¢f the fundamental concerns of political

&Nconomyo uThe studyiof political economy is for the most part,

indeed, aﬁ exploratlon and ‘an elaborat1on of these two topics,

r&he analysis of value, and of the forces determining market prices o
and hencevthe allocgtlon of the factors of production and hence | ‘
the comp031t10n of the national product, is essential to ‘an under- i
standing of ‘how econom1es work; and this understanding, in turn,

'

helps to efplain ho? the national product becomes what it is; helps,

e N

that is to{say, to'élarify the possibilities of progress, which

RPN PN

it is the oiher greét'task'of economics to comment upon and, in

X
} some sense, to exp1a1no

. 91 i

Thewgttentionéof economiste is seldom equally divided between -

b Bt

the etudy‘%f value énd the study of progress, Some of the great-

est names&1n economcs, such as von Thiinen, Walras and Menger, are

assoclated almost . from first to last with the analysis of value,.
On the other hand, economlc progress is conspicuous not only as
a major theme in the work of such writers as Smith, Mill, Marshall ‘ o 5

Wicksell and Schumpeter9 but alsc as. the ultimate practical concern =~

of almost all mercantllvmt and pest=mercantilist writers, It is
for this reason thatg even-in those cases in which, in Cairnes's:
well-known phrase9 economlcs is designed to "stand‘neutral...

between co%petlng soc1a1 schemes'; the problems which economists:
choose to ftudy areuseldom elected.withont.some regard to the ;je(

probable usefulness of the results . ir = judging “institutions. .. f'gw

v |

or formulmtlng pollcles,. JIn . numerous caszes, however, the .

. , , C

concern w1th thed nature .and. processess of ~economie. = . ; i

. B . . . . . o
change is QAPIICIt and direct, with attention con-
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7 S It mlght be argued admlttedly9 that 1n many*@ases"thls,”m

»

. .

;i world9 -and 1n all others as they come w1th1n the 1nf1uence of those

T LEAI I

'f'what 1s,ca11ed materlal prosperlty, (2) o -
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' centrated en thuso @hanges which areiheid ‘to be f@r the better,

Thus Adam Smlth from wnese work 50 mu@h of lattermday gconomlgs oo

H = N At Lo BT TR
can be derlved9 Vlewed the natlonaﬁ economy rather a8 an elghteenth
: 2w ¢ S

century 1mprov1ng landlord mlght have v1ewed h1s estateg‘énd SOught
N (. ‘* ;‘\ - ‘.. i L

to exp1a1n among. ather matters ' the causes of (the) xmprovement

o g

1n the productlve powers of labourooo‘the nature of “the caﬁxtal
3 (1) “The o,

R 5% . P
group of wrlters whose 1nf1uence in practlcal affalrs succeded
g a . . L68- TN W -

_Adam Smxth“s 1n the 1830“é and 1840“3 and whose -ideas - were most

LRA Telede = I A [ A A
tldllyg-most fully9 and in s@me waysmmost ably. expressed by J@hn
B o oo < . . 5 T s
Stuart.Mlllgaaencemved the subgectmmatter of polltlgal economy - in

i

*a somewhatrdlfferent ways but the contrast whlch they drew’bstween

cac REAEDTTH : PR By
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stockoaothe.manner 1n.wh1ch it is gradually accumnlated“\

5 RO SRS

R

the worklng of the economlc system in thexr txme and that stat1onary
2 it Fad vl € s

state towards whlch they plctured 1t as moving shows that for ‘them

¥

too progress was a fundamental characterlstlc of" the'contembarary
economy and of thelr own theoretlcal analysnso. . E‘W’_‘
A e g . . - I £ 3 LR B N3
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Whatever may be the oﬁher changes Whlch the economy of soclety is
destinated to undergoD there is one actually in progressgﬁconcernlng

whlqh there can. be_no dlspute, Invthe leadlng countrles of the

l,r",\ B~
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1ead°ng countrlesg there 1s at least one progre331ve muvement Whl@h

i

cbntlnues w1th llttle 1nterrupt10n from year to years and from

e .

i el

generatlon to generatlon9 a progress in ‘wealth; and advaneement of
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attltude t6 econoﬁle progress was largely a reflectnon @f"the ﬁhen

] R
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commqn conceptlan of pr@gress ltﬁﬁlf as a nr@vndenclal facti Vit - ¥
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_1s umversal9 it "is" durable; 1t elwdeg ali hmman ‘fntere
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. ) (1) An Enqulry 1nt0 the Niture and Causes’ of . the Wealth of
vNatlonsaéCannan 8 8ds ), Introduction, Vel, I, Pho .2=8c i
7 2) J.8 M111 Prlncxples of PQllthal E@onomy (Ashley s ed, )
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ference', (3) But 1n the case of the best wrlters this 1s 51mp1y
not true, and that wt was not generally true is proved by the way
in which the idea of;| progress maintained its importance in econom1é
dlscuss1on$and ana1y31s long after simple-minded falth in the
1nev1tab111ty of progress in general had d1sappeared, Marshall,
for example, at the end of the nineteenth century, could still
conceive oﬁ economlcs as the study of those forces tending to
reducewor.%llmlnatev§hevcauses of poverty, and his treatment ?f
economic problems isEShot thréugh and through with the idea of
change and adaptatlon9 of extenswong 1mpr0vement and enlargement
taking place throughftlmeo The mldmtwentleth century is more
expllcltly concerned[than was- the nineteenth with economic develog
ment9 and much more. doubtful about its spontanelty or. 1n some

cases, its) cont1nuance through the foreseeable future, but even

today few-statxstlcal pr@gectlans are made which do not contain :a
large elemint of 1nc0me growth; and, whlle no one expects the
economlc séstem half a: century hence to be the same as today9 few9
if any9 ec%nomlsts w?nte as if they ﬁhomghﬁ that future change
would not’ be aceompanled by enlargemente and 1mprovement

5 .

f

.Yeﬁ in Splt@'@f the gr@at 1mportancn of the idea of economic

progress, ﬁnd in splte of the. cons1derable volume of attention '
N
which ecen)mlc prorrress9 as a praatlwal pm»blem9 has been attract-

ing in rec=nt years9 the coatent of the jidea is often left

nebulous and uncertﬁmnb Wha* are we. to understand by the words,
]

economic progresa? Th¢g question iz often left un-answered, except

by 1mp110at10n9 or 1n ap asides; an& such answers are seldom sat1sfactory.-

4 LS
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Econom1c hlstomans9 when comparing theseconom1c achieve- .
ment of. one perlod w1th that cf amotherg asually content themselves
- with sonme reference to an Lndex of real wages9 or ‘sometimes to the

' (3) A, de Tocquev11ﬂev De la démecratie en Amérique, (Par1a
1835—40)9|?reface to part I, =
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_the. behavior of one or two consplcuous 1ndlces of productlong such

- as.for coal :steel -or, electrlc power, This summary ‘method of -

s
- - £ f N

procedure 1s unobJectlonable so. long as the f1gures are not re=

presented as . prov1nw the ex1stence of economlc progre539 but only

‘as. helpxng to. 1nd1cate the nature and to some degree the extent of

'economlc change° But 1f we concern ourselves w1th somethlng we

expl1clt1y label economic progress, we are bound to ask what the
N S

difference is between economlc progress and economlc change° and

for that. -matter, we are bound to ask whether the terms economlc
A . V.' 3

_progress, economlc growth, econom1c development and economlc

expan91on should or . should not be used 1nterchangeab1yo

*

There is a- natural 1nc11nat1on, up to a peint very just=

1f1able, to understand economic progress in some measurable SEUSeo
The very 1dea of there belng more of" somethlngwmwhether of goodsp

lelsure or. economic welfare in general-wseems to imply measur

r

ab111ty, and it can moreover be cla1med that the- statlstlcal

approach does "record results that. can be tested, ‘accepted' and
accumulated and’ to that extent is an.improvement over verbal

descr1pt1ons.and.documentary annotation of the succes31on of

individual historical events' (4) But alas! the degree to which

the results can be Taccepted’ depends chiefly on the extent to .

Wh1ch agreement is reached regardlng the def1n1t10n and 51gn1f10ance

of . whatls be1ng measured The statlstlcal approach that 1s to

- say, depends for 1ts worth upon prlor and subsequent analys;s of

o

the . econom1c and perhaps also. ph110s0ph1ca1 1ssued 1nvolved

Flgures alone are. meanlngless, except in terms of other flgnreso

We may be able, .by.means . of measurement to show. when and by how
"much the magnltudes in whlch we' are ‘interested have: altered; but

g, .
¥, | ) e od A M|

(4) Income and Wealth of the Unlted Statés;-Trénds and
Structure, Income and Wealth Series II,"édited by S, Kuznets for
the International Association for Research in Income and Wealth
(New«York 1952)9 P> 15
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we can onlyfchoose, deflne and justify our interest in these
magnitudes on 1ndependent grounds° And the trouble is that while

we can achleve, a tolerable amount of agreement concerning . the
measurementgthrough time of Gertaln economic concepts (e.g. the
national in&ome) when carefully defined, the more strictly defined

and the more easily measurable the concept the less confidence we
can have that what we’ are measuring is economic progress° It is one
thing to say that economlc pr@gress is most easily and least quest1on
ably measured in terms of changes in the size of, sayD the national
income; it ﬁs another t@ say that economic progress means an increse
in the nat1qna1 1ncomgan

j . - :

An ﬁhere is aﬁother peint, If, ultimately, we are trying

to get at the _causes of economic growth, measurement can in no

M
#

elrcumstances be an alternatlve to explanation., It can be of no

help.in traclng changes in perscnal and institutional relatlonshlps,
although such changes may be a cause of changes in the magnitudes
which we measureo The gpeial 3ggreates dealt with by statistical

methods are9 we have been reminded,

i 2
only resulté en grOﬁ'and canLot reveal the underlying motivations
and asplratlons of the human agents and of the intitutional factors

at play., What is. woxqev they necessarily drown the strategic,

the revolut1onaryg the dynamic, in the mass actions of groups and

thus tend to obscure the elements that may most deserve emphasis, (5)

A

Yet; althoughéthe best measure of economic progress may be
imperfect &ay be misiegding aé ta the best definition of economic
progress, and may be- a poor guide to causation, it is certainly.
better to have analysns based on good and plentiful data.than.on. .

none at allg Such data can often demolish erroneous arguments and

4
]

w e c .

(5){89 Kuznets (ed.), op. cit. p. 14.
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' suvgest prom1s1ng new lines of thought9 if nothing elseo It is

worthh whlle, therefore to con31der economlc progress at flrst in

..... . . .
b . [P R i
” R

Y . -x«-!,v,v ) T . ; '
(’» . We start from the propos1t1on that a rise in‘ thenational

1ncome denotes economlc progress, It is assumed that ‘the national

1ncome flgures are corrected for pr1ce changes in some waym-a point

to whlch we shall return; What quallflcatlons must’ be made- to this

Proposltlon? LI B K L X ".1-:‘-' 3 t s . o e
T U . - K ) oo
EXA

S e Ia Not.all change is economlc changeo Man does not 11ve

[

4
by bread alonev«and although in one s1tuat10n everyone mlght agreev

 that the economic pos1t1on was preferable to that whlch had preceded
v'1t, any number of people might qua11fy their agreement by addlng
" that’so many other thlngs had altered for the worse:.that the net
efféect of all’ the changes was, in thelr oplnlongkadverseo w..Fox_:"
_example, everyone in a country might grow wealthier while, tyranny
1ncreased9 or’while.the.incidence . of mental dlsorders or of such

diseases as cancer or poliomyelitis grew much more burdensomeo

L r
K] - f

2, Some economic changes . are reflected 1nadequate1y,';f at

;allgﬂin.natlonal income statlst1csO_ Suppose, for example, that

i+ jncome rises but-that certain "fr’ee-;goodsU such .as fresh air  or

"~ access to the 'countryside, become .difficult for many people to.

~obtain, -In such: a ‘case, .the net effect of change, even. of economlc

*5'change, may be deemed negative, and- notv as the statlstlcs by them

tgedlves would’ sudgest, pomtlveo L1kew1se, stat1stlcs of the

natlonal income or of. gross nat1ona1 product’ do not take account

of changes 1n the quantlty or dlsagreeablesness “6f work done, .

More generally, increases in the national income are.liablesto be

accompan1ed by increasés. in uncertalnty and what: mlght be:called .

4 i 1

‘the. rate of . dlslocatlon of social #nd economic life; . Aicommunity.

in which 'national income rises to.the accompaniment of uinprecedented

gpells out periodic and widespread unemployment .

Y
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not necessar11y an econom1ca11y better—off commun1ty, even though
the unemploygd should suffer little monetary loss &as a result of
their unemplement.v Rls1ng income may similarly be paid for the
elimination ?f trad1t10na1 and well-liked ways of . 11V1ng and work—-

1ng, or by the scattering of people from their homes into living.

quarters new and alien to them.

3. Whlle economlc change is tak1ng place, some people
age and others are born° It 1s un11ke1y that the preferences of
one generat1on will be those of the ‘next, and hence it is quite
possible thdt some people will hold that situation.A was preferable

to s1tuat10n B, while others will hold the reverse, and this despite

the fact,that the reah incomes of all have chahged in the same

mannet and to the sameiextent; - (6)

o ;

4, Egonomic cﬁange is likely to involve the improvement or’
the disappearance of Jld.goods,ﬂand.the introduction of new goods,
Income statietics cannot rereal, except very approximately, the
significance%of such ehanges. Thus rises‘in~persohal incomes may
be accompanifd byntheédisappearance of goods which few consumers
value. highly% or constant personal money incomes and constant
prices may go along w1th product improvement which raises subs-.
tantially the real value of money incomes; or new goods may be
introduced, their economic importance measured by the;r prices in
the markets 1n which they sell, but not capable of being calculated
by preference to those markets in which prices were settled in the
absence. of these goods. In the first of these cases income
statistics may conceal a' d1m1nut1on of econom1c welfare, in the
second case they may conceal an . .increase, and in the third they
will reveal. an 1ncrease, the size of whlch however, is essential=-

ly 1ndeterm1hate,

(6) The exact meanlng of the phrase 'real income' is
discussed below, |

I
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de51re economlc act-v1ty to serve’
N R r g -

-be erroneouso. Thls ba91c assumptlon is seldom challenged 1+t

el ;

_theory of econom1c welfare' but doubt 1s cast upon rt in othe Che

?departments df econom1c study . It 1s “a common placepfor examp1e9

g
that advert1s1ng is’ des1gned to alter: consumer preferences, “and”
there. is.no doubt that is. succeeds,”to some extent 1n d01ng ‘this,

' Secondly, there is the polnt that tbe amount of thelr 1ncome which

,,:z.:d HEA

.,i'

1nd1v1dua1s allocate to sav1nv is. not 1ndependent of the practlces

SE NPT ST SR FEaf R S N . LT e BOR
of thelr nelghboursog Ehese p01nts are usually kept separate from
Wi G5 Lo e -

_,Ione another, the first belng conflned to the theory of prlce; the

Yo ..

LR “m).,,a;. A ey I e
second to. the theory o£ sav1ngo But when they are put together '
it is.a. small stepnnlf 1ndeed it.is a further step at all;m io :

fes : ,'.;: s Sle wi»l

conclude that the . demand of 1nd1v1duals is not completely autcm

,nomous with. respect. e1ther to volume or dlrectlooo Althoughwtﬁlé

1isal questlon of degreep;lt means thatg 1n 0 far;asﬁthe¥above is

tnue‘ the economics System 1s not adaptlng me ans to;,endso ~To- some

extent,lt ig. not progressxngp but merely funct1on1ngo_§Wantsfaye:

satlsf1ed,wbut new»wants«are created,éand 1t 15 not enough tcfsl

.acknowledge that tastes: may change9,1f~1t is.a. questlon of, 1nduced

Eggggeo Change9 of~course, may come- to be desired forgltself ¥ .
-1n which. case. thev:communlty9 like Adam. Smlth”s wage earners, ;w i1l
f1nd 1t more,agreeable Jhat. soclety;grow rlcher than that it be 5
‘everiso. rlchoM.To aldythis it may be- obJected that 1f there ds, .+
anycsubstance in theseqcontentlons (whlch are Wldely;accepted*ln
Mthelr part1cu1ar“spheres of econom1chtheory) conce351ons to,them
’vwould have;been,made 1ongdagoo Butiit his is not the. ,case, for .the
d1ff1cu1t1es themselves .are. largelydnewo- The comparatlve ,un»;a
1mport ince.of: 1mperfect competltlon used - to m1n1m1se the s1gn1fc
: lance..of. .the flrst argument while ithe. malntemance of customary,h;
styles'_ofwllying.used.to mlnlm;se -the 1mpor$ance4oﬁythcﬁsecongﬁ

These critisims, howeverb‘cap,hargiﬁlgc supposed to dest;oyg

P
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although they undoubtedly weaken, the conventional bases of the

statistical measurement of economic progress,

6, National income statistics are chronically liable to an
upward bias for several rqasohs. The most important of these is
that as an economy becomes more commercialised and economic activi-
ties more specialised, the importance of goods and Servicés
gratuitously provided--usually within the family--declines, An
incfeasing proportion of an increasing supply of goods and services
is exchanged against money, and hence the gathan_Egney income
increases faster than the_gugp}y“qf goods and qgrvi?eg,w It is some
times suggested that a second important ééuéemof a;stortion is the
growth of transport costs, but this would seem to be incorrect, The
argument is that transport services produce an income for those
engaged in the industry; but than from the point of view of the com
munity as a whole, these services are a cost, and q;rise in national
income due to their extention is, partially at least, a lo;s of
economic welfare, The fallacy lies in supposing that transport
services are less desired.than production., What is wanted is
wanted where it is wanted, and if a five per cent increase in the
national.product requires a 20 per cent increase in transport
services, that is just too bad; the transport services are essential
to consumers' satisfaction, All economic activity which enters
into national incomé.stgtiatics is a cost from one point of view

and income from another,

7. Most important of all, a rise in the national income
may be accompanied--is almost certain to be accompanied--by changes
in the distribution of that income, These changes may be such that
in the view of any number of persons'the economic situation is
worse and not better than before. The national income may rise
while 'the poor' grow poorer, Alternatively, the national income
may rise while diﬁtribution becomes more equal, but some may
regard this as threatening the powers of the economy to expand any

further, and so may regard this change, too, as retrograde, It is
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easy to thlnk of cases 1nvolv1ng dlstrlbutlonal complications.

Dome yeafg ago Professor Ashton pOInted out that the confllct of
oplnlon as to. whether or ‘not the sﬁandard of 11v1ng 1n England rose -
1n the flrstqihree decades- of the nlneteenth century depended large
ly on whether. the changes were v1ewed from the p01nt of v1ew of the
hand=loom weavers and s1m11ar1y placed groups or from that of the
maJorlty of craftsmen or art1sanso A s1m11ar case9 ffequently c1ted
in theoretlcal d1scuss1on9 is the repeal of the corn laws in’ 18460

“a

T_It can be argued that this 1ncreased “the nat10na].1ncome9 but also

B shlfted ;its. d1str1but10n 1n favour of" 1ndustr1a1 employees and to

_ the dlsadvantage of landowners, Much 1ngenu1ty has been spent
;try1ng to- de01de 1n what_c1rcumstances a. change whlch 1s not

- proportlonately9 equally to the advantage of everyone 1s to be clas-

Vg

s1f1ed as advantageous. No agreement has been reached One prOPOS-

1t10n is, that if the changed dlstrlbutlon which accompanles the

1ncrease in nat10na1 1ncome is thoughﬁnot to be for the worse9 then
the overall. change is. an: ‘economic 1mprovementc Ifg on. the other f

‘hand the changed dlstr1but10n whlch accompanles the 1ncrease 1n

natlonal 1ncome 1s thought to be for the worse, then it is argued

o o [

e&%her that the new situation 1s unequlvocally better than the old

lonly if thoee who have. galned by the, change could’ compeneate those

Whoqhave lost stlll themselves ramalnlng better off than beforemm :

'ofﬁthat’the~new s1tu/}1on/1s/unequlvocally/hegt t thé oid dnly ]
~Athose who ?a e gaingd by’ the’ chéngé. can/”/d do/ mﬁéi;ate those/
who/have Lost9 sty{d themselyes/fem 1n1ng/better off than/geforeo

R S
It is 1mportant to notice that these 11nes of thought depend on

_'acceptance ‘of “the idea: that evaluatlon of the nat10na1 1ncome apart

from 1ts distribution is mean1ngfu1--not all economlsts ‘would agree

to this.” .0n the .side-of pollcy therc is further debate about -the..
'Vdes1rab111ty of 1ncomehredlstr1but10neas an alternatlve to changes

which produce an enlarged national income,

* . . . T - . e . L
- ; ; v , :

_ None of thls seems to get us very faro, It. ie.seldom%easy

. 4
to decide by how, much people have been advantaged or dlsadvantaged

.
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economicall} by economic changes, Even if this could be decided,
the aetual arrangement of financial compensation would alter the -
gituation anew, and mlght have demag1ng effects on future national

income, Agreement that there is a clear conceptual distinction

between the size of the national income and its d1str1but1on, more-

over, would‘not alter the fact that in practice changes in one of
these cannot be affee%ed without causing changes in the other; and .
this holds good whether or mot the changes are carried out by a
government seeklng to restore some element of the status quo., More-—
over, it maﬂes a great deal .of practical dlfference what timespan
we are prepared to con31der. For example, the removal of a tar1ff
may at flrst reduce the economic well-belng of workers in the
hltherto protected industry and there may at first be no economlc

advantage out of which they could, even in theory, be compensate&,

_ but after some time the benefit to the economy as a whole may be

substantial, &nd-many-of the ‘workers may -find their ‘own compensation
in better-paid jobs now available. Others, however, may‘be dead."
The recogn1t10n which has been given in recent theoretical discus—
sion to the fact that the pattern of income distribution is 1tse1f
an. economlc;good is 1mportdnt but there are still no hard and

fast criteria for dec1d1ng the - case in whlch a 1arger national '
income is worse distributed, and while it is convenient to hope -

it is dlfflcult to be11éve that this troublesome case is not also’

a fairly common oneaf

B »
An%hnqualifiéd acceptance of the proposition that a rise
in the'natfonel mone§ income corrected for pricévchangee is a
guarantee of econom1c progress is .thus impossible, . The diffi-
culties are numerous, and they are not merely academic, . Many of.
them have often been ‘formulated with reference to. part1cular cases.
Sismondi, for example,‘cr1tlclsed Brltxsh economlc development

in the early years of the n1neteenth century on grounds which are

¥
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1n effect ‘numbers 2 and ? aboveo HlS observatlonsg although biased

< 5 g

and rhetorlcal9 are those of an eyemwltness in a perlod of extra=

;‘3...! R JJ; - ) __,

ord1nar11y rap1d and farwreachlng change and’ are worth quot1ngo'

In thls astonlshlng country9 which seems‘to'be'submitted

' to a great exper1ment “for the instruction ‘of the rest of the world,

%

+

.o %

I have seen productlon increasing whllst engoyments were diminish=
1ngooooThe hlgh Eng11sh arlstocracy ‘has indeed arrived- to"a degree
of wealth and "laxury whlch surpases ~all that can be seenrln other

natlons, nevertheless ‘it does not itself enjoy the opulence which:

' 1t seems to _havé’ acqulred at the expense of other classes, security

1s wantlngo,aolf I go into houses whose .splendour’ 1s perfectly-regal,

I hear the ‘heads of thé families affirim, that if the™corn monopoly

qls suppressed their fortunes will be: annlhllatedoo,oBelow;thls,

t1t1ed and not titled arlstocracy I see commerce -occupy a: = .

dlstlngulsed rank “ite” enterprlses embrace the whole-world...:;But

have rlches secured to’ the Engllsh merchant the kind. of happ1ness

:

whlch they ougut to ensure h1m° No “in. no countryaare failures so

h frequentooo°A11 complaln that bus1ness is scarce ! dlfflcult not

ﬂ remuneratlveoo.oﬂas, then, this natural opulenceooonevertheless

tended to the advantage of the poor? Not so, The’ people -of England

. arée destltute of comfort now, and of security for the futureaoaaThe

-

operat1ve9 tobemploy a word which the" “system has created “does. F

’not "know what it is to“have a statlong ‘he only" ga1ns¢wages9 and as

these wages cannot suffice for all season39 he is almost lfevery -

ey

.;yeir;reduced;to‘askaalms from the poormrateso (7)

Marx " strictires’ on the velopment of thé capitalist system

are “in part s1m11arly "based: the substance of ‘hi charges is~that

. capltallst‘development entails the. reductlon of human relations.to.

the cash nexus and the- polar1sat10n ‘0of incomes unt11 economic ibreak

DS j - - . . :
i A :‘5' n N T ke . PR T iag T L an e
. ; X PO L e P coeeado L

: (7) J, C L de Sismondi, Nouweaux pr1nclpes d"economle_
politique (Parlsg 1819), Preface.
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down becomes unavoidable,

-

- e If it is so difficult to decide about economic progress, the

1

" obvious course is to discover whether there is to discover -whether-

there—is- something less complex than economic progress which can be
more easily defined and as usefully studied. Several authors have
claimed that what is wanted is a magnitude variously described as
aggregate real income, total real output or, quite simply, total
production, If total production, which is the national output of
goods and services valued at constant prices, that is, either gross
national product or net national income, (8) increased, them, it is

argued, there is demonstrable physical growth of the economic system,

(8) National income may be defined as the net value of all
economic goods produced by the nation during a given period of time.
This definition raises two conspicuous difficulties; what do we
mean by net value and what do we mean by economic goods? The second
question can be given a brief if approximate answer: non—-economic
goods are those which are produced outside commercial enterprises
and which are not for sale, e.g. the services of wives and relatives.
The problem of net value is more difficult. Production involves
the use and consumption of already existing goods, Since the market
value of any good includes the value of other goods used in its
production, it is not permissible to include in national income
the full value of A as well as the value of B consumed in the process
of producing A. In order, therefore, to arrive at the net value of
any single enterprise's output it is necessary to deduct from the
gross value the value consumed in manufacture, i.e. the cost of
éommodities and services of other enterprises used up in the product
ive process, The sum of the net values of the outputs of all the
enterprises in the economic system constitutes net national income,
and the sum of the full values of the outputs of the various enter-
prises is gross national product, The difference between net
national income and gross nation product, in other words, is the
value of products consumed in the nation's productive activity.
Complex problems arise in defining this intermediate consumption,
especially as regards the gradual consumption of durable products,
and much discussion about national income centres round the questions,
What fraction of durable capital is consumed during the relevant:
period? and, How is the value of a durable capital good best com-
puted? an excellent introduction to all these problems can be found
in S, Kuznets, National Income and its Composition 1919-1938 (New
York, 1941), ch. I.



and all the awkward problems which arise in connectlon w1th human
sat1sfact1on (3 5 and 7 above) are 31demstepped The economy has
an 1ncreased potent1a1 for prov1d1ng economle sat13fact10n9 we do
not have toudecldegto what extent it. is utlllsed (Perhaps 1t 18;
thls kind -of. 1dea whlch those authors have in mlnd who wrlte about

‘economic growth! or veconomlc expan31on@ ) ‘The obJectlon to the

araument that thls approach avoids some. problems w1thout ralslng

o ~any new ones is’ s1mp1eaehow do we. know . that what the ,economy pr0w

duces .more of; is, not; Just rubb1sh? Output has. to be,valuedg and

o

the system of.; market prlces prevalllng in.some perlod of time . haS—

to beAadoptedov Thls system of- market prlces reflects pr1mar11y e

1 the - tastes of cOnsumers§;the dlstrlbutlon of purcha31ng power and:

IS e
£

L:the relat1ve scar01tles of .the dlfferent services and commodltxes

rec e S

"at that txmeOu When output 1ncreasesg_1t is as- good as certaln that

Sk i

f prlce will*alter, Such’ alterét1on+maygz
du

effect a maJor changefln the system 6f felatlve’brlces, and¥hence

'all these determlnants

RS S . E *Sti* e

:cause a‘maJor change in the bases for ealculat1oneofsthe rate ofs

Egr z,; 50 o i £ ) T .w_v.:}u« m,’.:

thus to return to-. economlc proaressof

5

1t the ch01ce of’ anyisystem of prlcesiremalns arbltrarygzand the'

Y -1 T bLE K3 g T et cr

resultlng calcﬁfeflons equally sook Only on one assumptlong and

that’a very"unreallstlc one, would thls obJectlon“lose 1ts fatab.

A:;
ectiono;.uw
S, L
; .of’anything
A o ; x o 5 - y .~’ “‘"“k %
FrA« system possess1ng such characternstxcs,w uld never have;'

More of anyth1ng

Eiowv &

elsei

and at all tlmes produce.more green vegetablee or”prov1de.aan o
. B e

1 '}‘ I

to suggest “that there‘ is somethlng9 called redl 1ncomeg whlch can
Y A ; T
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be said to become larger or smaller in some perfectly objective

sense', (Q)E This is not a new discovery. ‘'Wealth', said Sismondi,
'is a modification of the state of man; it is only by referring it
to man thatfwe can foxm'a clear idea of it.' (10)

"

r’ It is therefore an illusion to suppose that the welfare

problems 1nvolved in a consideration of economic progress can use-
Tully be avoided. We shall therefore speak from here onwards only
of economic progress or economic development, and shall not try to
beg questlons which are in reality unavoidable by talking about
economic growth or economlc expansion, On the other hand, we have
to acknowledge that the statistical approach to economic progress
must be the same as for "economic growth', in the sense that in both
cases we must adopt some system of market prices (or of marginal
or average eosts of productlon) at which to value output. The
difference.is that if we talk about economic progress we admit the
existence of the welfare implications and problems inevitably

involved 1n adoptlng any system., But the immediate question is,

Lyh1ch system of pr1ces ought we to adopt?

, J P
Perﬁaps most economlsts would agree that, were a free
choice possible, they would prefer to estimate changes in the
aggregate social igoome by using the aggregate index-npumber
formula 7] P2Q2 ;;2P2Ql, where the P's refer to Prices and the.
Q's to total quantities of goeds, the subscripts denoting respect

ively the earlier and the later period under comsideration, (11)‘

(9) I, M D, L1tt1e, A Critnque of Welfare Economlcs (Oxford,
1950), p. 76, ° " -

(10) g.Cc,L.S. de S1amond1, Political Economy and the Philosophy
of Government (London, 1847), p. 127. o

(11) This is by no means the invariable practice, British
official valuations of ihe gross national product use 1948 prices,

3
1
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This means that the criterion for income growth is that the money
value of the real national income in Period 2 is greater than the
real income of Period I valued at Period 2 prices, What is the
significance of choosing Period 2 prices for evaluating the national
income in both periods? Period 2 prices reflect the scarcity
relatlonshlps and the income distribution then prevalliggiJand

in uslng the crlterlon 22 P2Q2>2§P Ql we are therefore measuring
‘change in terms of these prices and that distribution, But scarcity
relationships (relative prices) and income distribution alter in
'the course of and because of economic progress, As far as the price
';iructure goes, no base period is 'correct’, Different base

periods yield very different results, especially during years of
rapid industrialisation, because declines in prices and increases

in physical output tend to be positively correlated in the course
of }pd;;£;ial_deyglqggggﬁo Thus the use of a base periocd at the

end of several years of industrialisation almost always yields a
lower 'rate of growth' than would the use of a base period nearer
the beginning of the years under consideration, Hence there is

no such thing as "the’ rate of growth; there are only rates of
growth calculable in terms of a number of sqarcity relationships
!and income distributions., The implication of the particular
!criterion 2P2Q272P2Q1 is that no redistribution of the Ql"s in
"Period I could be devised such as to make everyone as well off as

~in Period 2, (12) This criterion does not guarantee thatéfpzqéépqu

f” (12) This may not be clear at first glance, The obvious

" implication of%}P QéﬂZP Q, is that a redistribution of the Q,'s might
have been effected So as to make everyone less well off than'in
position 2; for if =3 PPV gpqu for everyone, thenZP_Q 72;P Q o

But if a redistribution making everyone worse off wou%d have been
possible, a redistribufion making everyone better off would have been
1mposs1b1e, Therefore, as compared with any possible distribution

in position I,"if5P_Q 72'1’ Q mere redistribution could not have

I?alsed everyone to the leve achleved in position 2. The reader who
remains puzzled may refer for a fuller explanation to Hicks, ‘The
Valuation of the Social Income®’ in Economica (1940),
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.would hold good for every individual, Certainly g pzqz)/zpqu
would hold good for every individual if in the second situation the
output of no good was less than before, a most unlikely condition;
it would also hold good if every consumer of every commodity which
was no longer produced found the new substitutes for the old com-
modities perfectly acceptable, There is, therefore, always the
possibility that £ P2Q2>/2P2Q1 would be accompanied byzp2q2)/£p2q1
for every individual; but the one does not entail the other, And
since the criterion‘21P2Q22,§fP2Ql is based on the distribution of
welfare obtaining after change has taken place, we still have to
consider whether distribution is better or worse than it was before
the change and whether redistribution could be attempted, Thus
ZIP2Q2>/2P2Q1 cén never be taken as a proof of economic progress,

Does it, then, make much difference whether we use $P2Q2>/
£P2Q1 or some other similar index—number criterion for making a
provisional measurement of economic progress? The answer is that
in most cases it does not, because in the final analysis, whatever
we do, and apart altogether from possible deficiencies in the
.statistics, we cannot measure econemic progress, Whatever indéx-
lnumber criterion we use, allowance sfill has to be made for
distributional changes, for the introduction of new goods and the
disappearance of old ones, for the fact that some people die while
others are born, and for the fact that the disutility of work may
‘have altered, On the other hand, an increase in the social income
in the sense that 2’P2Q22p§§P2Q1 affords prima facie evidence for
supposing that economic progress has taken place, particularly if
we think that income distribution has changed in a favourable sense,
An increase in terms.of some similar criterion affords similar, .
though, we may think, less good, prima facie evidence, In subsequent
chapters we shall accept all such prima facie evidence, not neglect-
ing the fact, however, that the rate of progress which it indicates

may be illusory, As Little says, 'suppose that an index number of



18 S » S

consumptlon seems to 1ndlcate that consumptlon roseoo.,lf the index
number showed a terrlflc rlseg the person who malntalned that ’

L -
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consumpt;on had fallen would look 3111y°oobut he could never‘ be

SE

proned wrong o (13) No one is obllged to belleve that economlc
pro(éress 1s not _conflstent even w1th2P2Q27/ﬁ P2Q | S Tt | »
These are.not all the dlfflcultles whlch must be faced in. _ ' .
readhing-an:understandlng of the natune.and.usefulnéssqof the .idea
of -economic progress, There are two.other variables in the economic
aituation.which«require to be.-taken. into .account, ..These are. the
size of the population and the quantity of capital,
;ﬂaChanges-inhthefoze.of fhe‘popniation raise" the kind of
pfobleﬁ Which‘hedoniatie'utilitarianisn never solVed“.nhich'for - N
that matter, it never even faced, The greatest. happlnes of the
greatest number is, strlctly speaklng, a meaningless formulao
If it is: economlc progress for an economy to support the samé o
number of people at a hlgher income level per head ‘1s it also v
anduequally economlc progress for 1t to support a larger pimber of‘
peop%e at the same level per head? . In each case the national income
may . ‘show .a rlse of exaetly the same amount., There 13 also the
problem that if populatlon 1ncreasesg thenoeven if 1ncome expands'
proportlonately, as long as d1str1but10n remaing unaltered one
result of such a change mlght be a large increase in the number
of very poor personé° ‘In this case many people would arwue that
econom1c progress had ‘not taken placeo (14) The attltude which
‘we adopt to these questlons depends on our notions of what is .
de31rab1e and what 1s ‘not, Our Judgments in such ‘cases.- are Judg~ :
'}ments of value; aithought not. ent1re1y, not everyone would descrlbe - :

them all as ethlcalﬁ dgmentso Mercantlllst wrlters frequently took
the ‘view that populat1on ‘was a good«in itself, e e s ey

. . iy . Do i
e b A P |

13 I M, D* thtleB op. 01t09 Po 218, e oo ;
- 14) See J.iViner; Internat10na1 Trade. and’. Economic Develop
ment (Oxford, 1953), pp. 99-100,
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This seems to have been principal

ly, although not entirély, d political judgement, Today, in Western
Burope, it is customary to assess economic progress in terms of
progress per individual. One again, it is not necessary to agree
about the answers to these questions, In all the examples with which
we shall be dealing, fortunately, both income per head and total
population wefe increasing. Nor is there an instance in Part II

of a substantial increase in the number of the wretchedly poor

being a conspicuous feature of years of rapidly rising national
income, The possibility, however, that in some cases such difficul-
ties may occur has to be borne in mind when considering economic

progress in general,

(’ As to the quantity of capital, that is important because
the rate of capital formationis pot only related to the rate of
economic progress but also is not uniquely related to that rate.
In other words, if capital is accumulated at a steady rate it does
not follow that the national income will grow at a steady rate,
Suppose, for example, that the rate of gross capital formation
falls, National income may grow as fast as before because of a
favourable change in the terms of trade, or because the new
capital coming forward is much more productive than the old, But
there are dangers in concentriiting attention too exclusively on

Ljhe national income and ¢n standards of living, It is probably
true, for example, that in Britain between 1920 and 1940 the
national income was successfully (albeit in part fortuitously)
protected from the long run forces tending to weaken the economy;
but that in some ways, despite theimmediate advantages, this only

/made subsequent difficulties worse, On the other hand, if

" favourable behaviour of the national income should not be regarded
with too ready satisfaction, neither need a diminished rate of
capital formation be thought of as an ultimate threat to prosperity.
For the capital ratio, that is to say, the ratio of the value of

the stock of capital to the value of the year's output, may fall
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as_.a result of the deveIOpment of 1ess capltal 1nten51ve methods of
bprodu01ng goods or serv1ces9 or as a result of ‘a r1se 1n the “import

ance to the. economy of. goods and serv1ces whlch can be produced with

'-:‘comparat1ve1y 11tt1e capltal9 or as a result of more 1nten31ve ‘use

E

-being. made .of the-stock.of capltalou Changes in. the cap1ta1 ratlo
~are.an_almost certaln aooompanlment of progress9 although the

calculatlon of such. changes remalns a matter of great theoretlcal'

and@praotloel_dlffloultyo,_
Avveryiné rate ofgbapital.formotion is”inPOrtant for * the
present dlscusmon9 howeVerQ-chlefly 1n that 1t manes "§tandard of
'11v1ng statistics untrustworthy as a«ulde ‘to eGOnomlc progresso : A
high rate of cap1ta1 formatxon9 even of ‘net cap1ta1 formatlon, may
be associated with.a stationary oreven with a. fa111ng standard of
'11v1ngo Something . of this sort took place in Sov1et RuSSIa 1n
the 1nter~war years.. If net cap1ta1 formatlon is taklng plaoe in
{tan economy w1th a. constant standard of 11v1ng9 it is of course
FW1th1n the: power. of the . economy to ralse the standard of . 11v1ng
“of -its members whenever it is deolded to reallse economlo progress
.1n this form. But that economic progress is not rea11sed in this
form within any period does not mean that there 1s no economlc”
progressos Conversely9 a. rlse in. the standard of 11V1ng due toﬁé"'e"’usw\\
fall in the propertion. of resources, currently devoted to netﬂ';_
capital formation might constltute economlc progress in a worthw
wh11exsense9 but would not do so 1f the dlmlnlshed rate of cap1ta1

.formation. reflected merely a postponement of the, creatlon f
(requdred Q&plﬁg}‘ (15) And 1t seems to be the oase that those

o (15) A rlse 1n the standard of living due to a’ fall in
.poPulatlon.wonld ‘be 'a case sui. generlsc The 1mprovement in living
would eonstitute progress, but unless . the changed‘olroumstances

< ‘were. to £ac111tate .an increase ‘in.the productlve powers of the
economy, natlonal output might remain stationary; and economic
-progress’ withs a constant nat10na1 output certalnly sounds a little

Loddo T U NN .
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periods of ecbnomic history which are traditionally marked out as
periods of rapid progress are distinguiéed from the rest not by the,
rate of increase in the standard of livimng but by the rate of net
capital format1on, while those perieds which are not trad1t10na11y
singled out as periods of rapid progress (for example, the years
from 1873 toé1896 in Great Britain) sometimes contain an. extra-—
tprdinarily rgpidzrise in the standard of living, Indeed, the
substance of ‘complaint in periods of ‘secular depression’ seems

to be eithér that profits.are low or that there is a reduction in
the rate of net capital formation, And this last--if justified—-
seems areasonable ~omp1a1nt for, bearing in mind the qualification
already mentloned with' regard to the rise of lightly capitalised
industries, Lt is an increase in the volume or an improvement in
the quality of real capital which, leading to an absolute increase
of production or to andeconomising in the means of production,

is perhaps tﬁe coﬁmonest basis of ecopomie progress however unde:stood.

J

Mosthof the difficulties which we have so far'considered
in connection with assessing economic progress in terms of the
national income”originate in the fact that economic change gives
.rise,to.conflict between .the interests of different individuals .
or: different groups.of individuals. Hence economic progress from
the point oflview of sdmé peeple is not economic progress from the
point of view of othersol Hence there can nevel be economic progress
in an absolute sense, unless all individuals agree that what has
happened is economlc progress; which is unlikely. And this is often
the reason why d1vergent recommendaticns as to economic policy can-
result from perfectly sound economic analysis., But divergent views
do not stem only from dlvercence in .the value-analysis of changes
in the.natlo;ai income, :More radical differences of opinion are . .

possible, As Wicksell said,. there is a confusion of advice arising

from ‘divergent views and a more. or less acute sense of what ought
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to be the goal of the economic evolution'of societyb-(16)

Broadly speaklng9 alternat1ves to the social income approach
w1th its masked confl1cts of 1nterest9 are usually in some;sense'“*
_ nat1onallst1c or 1deallst1c in charactero -For example, much French
and German econom1c thought concentrated attention not on 1nd1v1duals9
whose 1nterests clashed, and who m1ght be deemed unable property to
aprenhed thelr own ihterest even if” ‘the- economic system left them
free to make the® attempt " but upon nations, because the natlon was
" the legal expre531on of the common good of man, But why merely the
nation? Why not makind? Becausé natlons exist and struggle, the‘
drean of perpetual peace remalns a dream,’ (17) In such a view, the
measure of soc1a1 good is the power of the State9 1nvolv1ng ideas
of stab111ty and Justlce,’and this is not ‘necessarily identifiable
_with prlvate proflt or some kind of sum of individual. preferences.
In th1sscheme “of things, economic progress -may become synonymous ..
with a movement ‘towards national economic independence and securltysz
towards, for example, the. development of the home market with.a view
to %the creating in some 1nstances a_new9 and securlng,‘ln all,:
more . certa1n and steady demand for- the surplus produce0 (18) of the
various enterpr1ses of the nation, Accordlng to this V1ew9'1t is’
not :the mexre, fact of an 1ncrease 1n 1ncome or in the rate of cap1ta1
formatlon whlch is 1mportant but the nature of thls 1norea:3e9
there is a dlfference9 it is argued, between "the toy 1ndustry and
the merchant marlne, or between oxldﬂoths and agrlculture (19)

There are many possxble varletles of thls kind of approach The

PR

(16) Quoted in G° Myrdal The Polltlcal Element 1n the
Development ‘of “Economié Theory (Londong 1953) .7 po xvov[‘ :
§17§ E,0, Golob, The Méline Tariff (New York, 1944)9p0132

18): :Alexander. Hamllton, Report on Manufacturés (1791) ;Para, % -
_ P Gauwés, Cours d° Economie Pol1t1que (Paris;” 1893)9
po 485, It'is’true. that this ma y be presented as a, purely économic,
though a longnrun rather than a short-run, argumenta But often it
has pol1tlcal or sociological overtonesa . 3

w
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agricultural, the autarkic, the socialistic, the communistic , the
'balanced economy' ideal,all have their supporters, some cf whom

do, and some of whom do not claim that their type of progress will
also bring, as well as its own peculiar blessings, that continued
proliferation of goods and services which is the chief, and some-
times seems the sole, concern of modern capitalist economies, A

more generally acceptable criterion of progress, bearing some similar
ity to these others, is reduction in the amplitude of fluctuations

about a given mean level of economic activity,

Examination of such ideas as these would lead unnecessarily
far afield, But such alternative approaches to the idea of economic
progress bring out what is, after all, the essential point: a
definition of economic progress which would, without question, serve
as the basis of a programme for the future or an assessment of the
past is impossible, There are too many opinions, too many conflict
ing interests. True, a generally acceptable formula can be devised:

{Economic progress is increase of the power to achieve the economic
‘aims of the community concerned, But this at once requires two
|éomments. First, acceptability is obviously achieved at the
expense of content-—-because eccnomic aims can be so various that
economic progress can, according to this definition, mean widely
different things in different cases; if, in the course of time, a
society were to change its ecopomic aims (passing, say, from an
ideal of rising real income, to an ideal of stability), then what
was progress from the first point of view might appear retrogres—
sion from the second, This class of objection holds good even
on the narrowest interpretation of the word 'economic', In the
second place, the definition leaves unanswered all sorts of
Lguestions as to the extent of the meaning of the word 'economic',
It is true that as long as we adopt one meaning and stick to it
we cannot do much better, and that finality in this debate is
hardly to be looked for., But whatever the choice made, difficulties

.f}emain. And the definition does nothing to remind us of the very
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1mportant fuct that almost always there are two types of economlc
dlsadvantage o be con81deredo 1nsuff101ency of woods and serV1ces,

disutility arlslng from nroductlon (e go dlsagreeableness of work,

ggus1ne55 and personal uncerta1ntyv destruction of free goods9 etc ).

- > I

"“Yet when all is said and done there is clearly-.a great deal
of good sense in the view that the increase of goodsfanﬁ?services
is a large element ifh ecoromic progress, It is true  that as an
economy develops, as wéll as satisfying more fully some 'old’ wants
vand creating some new "genuine® wants (generated, perhaﬁs, out of.
the costs of economlc prowress 1tse1f e,g. the needvar‘more soap
‘because of urban smoke)9 1t raises up also “gratufﬁonéf ones (e.gs
teleV1slon) But even these 'gratuitousd or (from the p01nt of
view of the consumer) 1nduced9 wants must have a foundatlon in

L:Bﬁiﬁlﬁl_ﬁﬂggﬁj and much value Judgment is 1nvolved hereo More=

over, it requ1res a pecullar v1ewp01nt to declare9 hav1nc regard
to all the members of socletyg that the economic changes whlch have
_taken place in thls country in the past .one hundred years have not

been econom1c progresso_ .That we may not know how best to use our

enlarged 1ncomes 1s another issue; dlscuss1on of whleh mist be

E N N

tempered by the knowledge that transmutlng economlc aet1v1ty from

D

one form into another is not always as easy as it 1s often ‘made

to sounde

ER S - PR

But even if we agree to accept an increaee~in‘the'nationaB
money income (corrected for price changes by any normal:index=
number formula):-as” a- preliminary measure of economic progress, and
to ‘confine ourselves:-to- trying to account for economié*progress-in
thie'sense,ﬁwefmuétf}emember that this-is only the beginning -of .the
problem, ' It .does not-follow that in trying to;understand,economie
progress we can be ‘indifferent.to the forms of investnentb'tO'the.
enkoufagement"or dis%ouragement of state or private.enterprise, to
the foundation and “development of institutions, ‘to- the: growth: of a
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money economyg ‘to the secur1ng of markets by m111tary conguest or

commercial t;eatya Nor does it follow that we must accept as our

aim for the future the greatest possible rate of measurable economic
progress, We must rememberp too, that even within our chosen frame-
work there are dlvergent objectives and divergent interests, It is
almost certalnly not the case, for example, that we can always
redlstrlbuteﬁwealth once cneatedg or the power to create more wealth,
without . Jeopardlslng the capacity of the economic system to grow
further, or even to malntaln the level of development which it has
reached, . Thus an 1ncreasxng1y equal, or an increasingly unequal
dlstrlbutlonéof 1ncomex ; of wealth, or of the power to create wealth
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may be a condition, 1n'one economic sitnation or another, for the

H

cont1nuat10n:of economic’ pregress,
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