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Economic Growth and Welfare

WILFRED BECKERMAN

DuriNG the last few years there has been a growing concern with the
environment in the advanced countries of the world. This concern has
provided ammunition for those who have questioned the desirability of
further ecomomic growth in these countries and even the feasibility or
desirability of economic growth in the less developed countries. Doubts as
to the wisdom of economic growth have been expressed from time to time
over the ages. John Stuart Mill, writing in 1848, stated that * It is only in
the backward countries of the world that increased production is still an
important object; in those most advanced. what is economically needed is
a better distribution ”.* In this paper we shall consider some of the alleged
costs of economic growth and development.

The Economics of the Problem of Growth

The problem of growth is a problem of how resources should be allocated
over time. For in order to grow an economy must invest, either in physical
capital, human capital or in research and development. If resources are
used for investment they cannot be used for current consumption. To the
economist, therefore, the costs of growth consist of the current consumption
foregone. The optimum rate of growth is the one at which the additional
sacrifice of current consumption is just worthwhile, given the addition to
future output that will be obtained by the extra investment and society’s
preference as between present and future consumption. Until recently it
was fashionable to maintain that the free market economy failed to devote
adeguate resources to investment, so that the free market growth rate
would be below the socially optimum growth rate. This view was, of
course, subject to much dispute, but it was at least a recognisable economic
argument, for it was generally based on the proposition that the costs of
investment to private enterprise included many elements—notably a risk
allowance—which were not true social costs. In other words, the social
costs of investment and hence of growth were below private costs, so that,
in the absence of special government measures, investment would only be
pushed to the point where the private costs were covered., which would be
below the socially optimum point. NMowadays the mood has swung to the
opposite extreme and it is maintained that, in the absence of special
government measures, growth rates will be too high on account of the
fact that growth involves many social costs which are not adequately
allowed for in the calculations of private firms.

1 Mill, John Stuart, Principles of Polirical Economy, edited by Sir W, J. Ashley
(London : Longmans ‘Green and Co., 1909), Book IV, Chapter VI, p. 749,
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Does Economic Growth Imply a
Growth in Welfare?

Economists behave as if an increase in total production is a
good thing. Yet this need not be true a priori. For example, if
one makes the common assumption that the objective of economics
and economic systems is to maximize the consumption welfare of
the present population, there are at least three possible conditions
under which an increase in total production might not imply an
increase in welfare. First, the welfare associated with income might
be only relative. That is, welfare might be a function only of one’s
relative position in the income distribution. If so, an income increase
of the same proportion for everyone might leave everyone's welfare
unchanged and a nonproportional increase might raise, lower, or
leave unchanged the total welfare. Second, an increase in income
might lead to changes in life style that would alter welfare for
the worse. This is the possibility that social critics stress so often—that
wealth may lead to a variety of social and personal ills. Parents
often behave as if they believe this is the case, by rationing the
amount of money they make available to their children. Third,
an increase in the goods and services measured by GNP might
be accompanied by a set of unmeasured disutilities that are hard
to avoid, for example, air pollution. These are the external disecono-
mies emphasized by E. J. Mishan [1967] in his criticism of economic
growth.

Whether the above three conditions obtain is subject to empirical
test, in principle at least. Such a test requires that the proxies
used for welfare be convincing, of course. The relevant evidence
[ have seen—cross-national surveys of how happy people say they
are, suicide rates in various countries, rates of violent crimes in

Does Economic
Growth Imply a
Growth In
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Julian L. Simon
Journal of
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Abstract

The recent economic crisis was a test case for many
advanced countries to determine the capacity of their
socio-economic model to cope with the challenges of
globalisation and financial crash. From this
perspective, the aim of this article is to explore
whether the expansion of the welfare state should be
seen as a barrier to economic growth and
competitiveness, as ‘neoliberal’ economists often
argue, or whether increasing public social provision
might contribute to enhancing real income. After a
comparative discussion of the evolution of different
welfare models in developed countries, we advance
our argument that public social spending is not a
drain on competitiveness or an obstacle to economic
efficiency. On the contrary, we explore the possibility
that increasing welfare expenditure can stimulate
economic growth along with lowering inequality,
while the so-called ‘efficiency thesis’ (according to
which globalisation needs to be accompanied by the
retrenchment of welfare states in order to promote
external competitiveness) produces worse economic
performance and higher inequality. As a test of this
hypothesis, we analyse empirical data on 34
Organisation for Economic Co-operation and
Development countries from 1990 to 2013. We use
econometric analysis to indicate that the so-called
‘compensation thesis’ (a process whereby
globalisation is regulated through expansion of
welfare states) may contribute to real income
dynamics, while greater income inequality may
Inhibit per capita gross domestic product growth.

Economic growth,
welfare models and
Inequality in the
context of
globalization
Pasquale

Tridico, Walter
Paternesi Meloni
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