Soc Choice Welfare
DOI 10.1007/s00355-005-0007-9

ORIGINAL PAPER

Kotaro Suzumura

An interview with Paul Samuelson: welfare
economics, “old” and “new”, and social
choice theory

© Springer-Verlag 2005

Introduction

Social Choice and Welfare has a tradition of interviewing pioneering contributors to
welfare economics and social choice theory to keep their recollections on the
formative stages of their seminal work, their current views on the past and present
‘states of the art, and their perspectives on the agendas to be pursued in this branch of
normative economics officially on record. Professor Paul Samuelson has been on
the list of potential scholars to be interviewed for a long time in view of his
enormously influential contributions to economics in general, and theoretical wel-
fare economics in particular. Indeed, the purpose of these interviews would not be
served unless and until we could interview a scholar “who before 1938 knew all the
relevant literature on welfare economics and just could not make coherent sense of
it,” and is willing “to set the record straight as only a living witness and participant
can (Samuelson (1981, p. 223)).” In November—December 2000, this long overdue
interview with Professor Samuelson finally took place in his office at MIT. It started
from the list of preliminary questions I had submitted to him beforehand. Needless
to say, he had much more to offer, which coloured and enriched this interview. To
facilitate the readers’ better appreciation of the rich information provided by
Professor Samuelson, I added a few footnotes and provided an extensive list of
references so as to link Professor Samuelson’s recollections with what the readers
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could usefully learn by reading the existing literature. It is in similar vein that I
inserted some relevant passages from Professor Samuelson’s and others’ past
writings into my questions to him so as to place this interview in better perspective.
It is hoped that this added material does not distract the readers’ attention from the
real and novel gems contained in this interview.

2 Interview

KS (Kotaro Suzumura): Thank you very much for giving me this opportunity to
interview you on behalf of the Society for Social Choice and Welfare. In Chapter
VIII of your Foundations of Economic Analysis, you have given a brief, yet fairly
comprehensive overview of the whole area of welfare economics at the time of
your writing. At the risk of a slight overlap with what you have already explained
there, let me begin by asking you about Arthur Pigou and his “old” welfare
economiics, and the subsequent advent of the “new” welfare economics.

2.1 On Pigou’s “old” welfare economics

KS: Several people including your former teacher, Joseph Schumpeter, in his
History of Economic Analysis, as well as yourself in Chapter VIII of the
Foundations traced back the origin of welfare economics far beyond Arthur Pigou’s
Economics of Welfare. However, John Hicks was technically right, wasn’t he,
when he asserted that “[if welfare economics] existed before Pigou, it must . .. have
been called something else (Hicks (1975, p. 307))”. What is your current view on
the status of Pigou in welfare economics in general, and his “old” welfare
economics, so-called, in particular?

PS (Paul Samuelson): Yes, but first, let me say this. Since you referred to
Chapter VIII of the Foundations, you should be alerted to the fact that [ prepared an
enlarged edition of the Foundations in 1983. I did not change the text of the original
edition, but I added the Introduction to the Enlarged Edition on the development
since the original edition. Mostly, I do not consciously feel changed in my views on
welfare economics after the 1938 clarification of the subject by Abram Bergson,
but a reader who read Chapter VIII should perhaps also read the corresponding part
of the Introduction to the Enlarged Edition, pp. xxi-xxiv, because [ remark
specifically there on the change in my thinking on welfare economics due to John
Harsanyi’s 1955 article published in the Journal of Political Economy.

Let me now answer your question. I understand why Hicks made that sentence,
but I think it is not a very useful or accurate sentence. We take nothing away from
Pigou when we remember that he was a culmination of a long fradition called
“moral philosophy.” It was this long tradition that Pigou first crystallized into the
Wealth and Welfare in 1912, and then into the Economics of Welfare in 1920.

I had a great admiration for Pigou. I thought that, in many ways, he was not only
a faithful follower of Alfred Marshall, but he was also a more fertile developer of the
Marshallian tradition than Marshall himself. He was too faithful to Marshall in his
language, and he never disagreed with Marshall. A great philosopher, Alfred North
Whitehead, came to Harvard in 1924 after retiring from the University of London.
This is long after Russell and Whitehead’s Principia Mathematica. Whitehead said to
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me: “Don’t you think that Pigou was an overrated economist? Wasn’t Foxwell a
better man?”’ Herbert Foxwell had been the candidate who was expected to succeed
Marshall’s chair when Marshall retired. But Marshall manipulated and contrived
that the 30-year-old Pigou receive the chair. Since I am an honest man, I said to
Whitehead: “No, I think Pigou was a much more important economist than Foxwell."

[ think Pigou was a very fertile economist. A sign of'this was his assigning Frank
Ramsey the task of solving the 1927 problem of second-best optimal excise taxes.
He of course worked to a very old age, but I am much older than he was in his old
age. I knew the Economics of Welfare well, including a fundamental mistake in it,
which was not corrected until about the third or fourth edition. The mistake, which
was common to Marshall and Pigou, was that Pigou believed that increasing cost
industries should be taxed and the tax revenue collected should be used as a transfer
subsidy to constant cost industries. He might have added: *... and to decreasing cost
industries.” However, decreasing cost industries were never handled properly by
Marshall. Indeed, they are incompatible with laissez-faire competition and Marshall
knew it.- Thus, most of the thoughts which were worked out by my teachers’
generation and by my own generation were in Marshall. He actually knew about it in
1890. John Neville Keynes, the logician and the father of John Maynard Keynes,
was a friend of Marshall and a kind of an assistant, who warned Marshall: “Your
consumers’ surplus is wrong, and you will be picked on.” But, instead of Marshall’s
going to work and going beyond his at best approximation under certain conditions,
he never did do it properly.

I think Marshall was a great economist, but he was a potentially much greater
economist than he actually was. It was not that he was lazy, but his health was not
good, and he worked in miniature. Early on, in 1874, when Marshall deduced that
alternative multiple equilibria of supply and demand could occur, he noted that this
rebutted any notion that laissez fare markeis could be relied on to achieve maximal
interpersonal well being.

Pigou’s mistake was pointed out by Allyn Young, then at Cornell, who was the
teacher both of Edward Chamberlin and Frank Knight, in his Book Review of the
Wealth and Welfare published in Quarterly Journal of Economics. He pointed out
that, in modern language, it is Pareto optimal for rents to rise in an increasing cost
industry, and that should be built into the price that is paid under laissez-faire,
because that is the socially optimal way of organizing the allocation of resources.
Pigou and Marshall got confused on this, because they brought in the externality
argument. Now externality is very important—the whole theory of public goods, 1
guess, is a case of externalities proper. But, in the absence of any externalities, if
you have the law of diminishing returns, let variable labor be applied to fixed land,
and when there is expansion of the demand for good vineyard wine, that raises the
rent. If the marginal cost is rising, that should be built into the laissez-faire price.

Somewhat redundantly, Frank Knight made essentially the same point in his
important article, “Some Fallacies in the Interpretation of Social Cost,” published in
Quarterly Journal of Economics. Dennis Robertson, a good Cambridge economist,
also made essentially the same point independently in 1924. Isn’t it interesting that

1Those who are interested in Herbert Foxwell’s life, work and his relationship with Alfred
Marshall are referred to Foxwell (1939); Groenewegen (1995, pp. 622-627 & pp. 670-679) and
Keynes (1936).
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Pigou never had corrected it until maybe the 1932 edition? I looked for Allyn
Young’s name in the 1932 edition. It is there, but not in this connection, but in
connection with the discussion of depreciation, which is irrelevant for our present
purpose. Isn’t it interesting that this important and world famous scholar did not say:
“I made a mistake. I corrected it, but I owe thanks to Allyn Young, and perhaps to
Frank Knight and to Dennis Robertson.”

Pigou was a much better expositor of Marshall’s welfare economics, which was
implicit in Marshall, than Marshall himself ever was. Pigou had a mathematical
structure in his mind, but following Marshall’s instructions, he kept it concealed.
Also, Pigou did not attempt to go deeply into solvmg the troublesome problems of
fundamentals.

KS: Could you please give us an example?

PS: For example, he says as a recurring theme that if there are very poor people
in a market society who do not have the basic necessities of life, then it is manifestly,
obviously desirable to make transfers from the more affluent people to the poor
people. He has not, however, provided the kind of argument that Francis Edgeworth
would have given. Like most classical economists, Edgeworth, a neo-classical
economist, was an environmentalist who did not believe in the Darwinian supe-
riority of certain people over others. John Stuart Mill, who had the highest IQ ever
recorded, said in his autobiography: “If you had James Mill for your father-trainer,
you would also have a high 1Q.” Thus, everybody has the same potentiality, and it is
only the environment that makes them different. Likewise, Edgeworth would have
shamelessly believed he could measure utility by the Benthamite procedure of
measuring “minimum sensible” jolts of just-recognizable increments of pleasure.
This is the theory of sensation like the Weber—Fechner Law. So, you draw the utility
curve for each person, which is concave embodying the law of diminishing marginal
utility. Thus, the extra dollar you get when you have 100,000 dollars of income is
less important than the extra dollar you get when you have 10,000 dollars of income.
I think that there is a layman’s tendency to believe something like that. Most of the
sharp solutions in classical welfare economics, or moral philosophy, are for special
“Santa Claus™ cases of symmetry among individuals. Take, for example, Kant’s
categorical imperative, or the golden rule in the New Testament: “Do unto others as
you would have them do unto you.” If you do not believe that human beings are the
same, you may have to follow George Bernard Shaw and say that it is not right.
Instead, you should say: “Don’t do unto your neighbours what you would have them
do unto you. Their tastes may be different from yours.” The moment you do not
have the same commensurable utility there is an end to the century-old welfare
economics or moral philosophy. Thomas Nixon Carver as an over-age graduate
student wrote around 1900 that; “You should equalize the marginal utility of the
dollar between rich man and poor man by fransfers through progressive taxation.”
Of course, he said: “I am abstracting from incentive distortions that would take
place.” Some background like this is, I think, implicit in Pigou. But he keeps it under
the carpet rather than arguing it out.

2.2 On Robbins’s criticism of the “old” welfare economics

KS: You have identified in your 1981 Bergson Festschrift article that there exist
two distinct schools of the “new” welfare economics. One school is based on the



Welfare economics, “old” and “new”, and social choice theory

compensation principles developed by Nicholas Kaldor, John Hicks, Tibor
Scitovsky, Paul Samuelson and others® and the other school is based on the seminal
concept of the social welfare function due to Abram Bergson and Paul Samuelson.
The evolution of both schools was preceded by a harsh methodological criticism
by Lionel Robbins against the epistemological basis of Pigou’s “old” welfare
economics. Would you please give us your personal recollection of the formative
days of the “new” welfare economics?

PS: 1 think Lionel Robbins’s essay in 1932 was not only important for my
thinking, but was important for the whole profession. I cannot autobiographically
relate the influence of Gunnar Myrdal’s book, The Political Element in the
Development of Economic Theory, which was originally published in Swedish in
1930. 1t was not available to us, but I think there were some quasi-nihilistic views
in Myrdal about the conventional welfare economics, which were similar to those
in Robbins. These views were not-just on Pigou’s “old” welfare economics, but on
moral philosophy which predated Pigou’s 1912 work. Henry Sidgwick would be an
important example, and, of course, Jeremy Bentham and John Stuart Mill. But to
the lay person, it seems natural that the same loaf of bread is less significant when
you already have a hundred loafs of bread than when you have ten loaves of bread.
You see it in the Old Testament when King David or somebody has been discussed.
One of the prophets gives a parable. There was a King who invited a poor shepherd
to dinner. They killed a lamb and made the meat for the dinner. The poor shepherd
had only one lamb, and the King had a superfluously large number of lambs. In the
course of the dinner, the King said: “By the way, what we are eating is your lamb.”
The fact that the story could just be told in that way means that every reader could
understand that it was a terrible thing to do. That is what I mean by the “old”
welfare economics. It can be utilitarian; it can even be hedonistic; it can be ad-
ditively utilitarian; but importantly interpersonal commensurability is somehow
taken for granted. Robbins was not the first to be critical of this tradition, but he
was very important as he wrote beautifully, and the book was short. This is the
reason why, | believe, the good element of Robbins’s book had a very significant
influence.

KS: What precisely do you mean by the “good element of Robbins’s book™?

PS: It is that you cannot deduce and test norms by means of science, by
measurement of the elasticity of demand, by any other means of the objective
observations and model buildings in empirical science. You must put in a nor-
mative axiom to get out a normative theorem. This position of Robbins really goes
back at least to the philosopher, David Hume. I am separating in Robbins’s book a
bad element from this good element. A different “bad element” was first edition
Robbins’s “Austrian-like” belief in a priori “truths”.

KS: Abram Bergson and yourself were in basic agreement with this good
element of Robbins’s book, weren’t you?

2[Paul Samuelson’s footnote] Long before these writers, J. S. Mill had recognized that the
winners from fiee trade had (transferable) gains larger than the losings of the losers. Implicit in
what today we call “Pareto optimality” is a parallel theme, and two decades before Pareto
Edgeworth’s 1881 “contract curve™” construction shows that he understood when deadweight loss
did or did not negate the ability to “make compensation.” Already prior to 1930, my teacher Jacob
Viner had anticipated the Kaldor—Scitovsky notions.



K. Suzumura

PS: Yes. But, you see, most economists resisted Robbins, because they thought
there was nothing left by way of policy prescription, although Robbins never quite
said that. He said: “As a scientist, I cannot tell you this. But, as a voter, I can tell
you which way I would go.” This view can be traced back to David Hume, who
was a great reductionist. [ was ripe for that, because when I was an undergraduate
student at the University of Chicago and studying sociology, I had to read William
Summner’s Folkways. Sumner was a very conservative economist at Yale, but he
was a great sociologist. He studied all cultures and showed how what was right in
one culture was wrong in another and you could not prove by the methods of
science which of them was correct.

KS: Could you please tell us about the “bad element of Robbins’s book™ in
more detail?

PS: The bad element of Robbins’s book was that it was more Austrian than
Ludwig Mises and Friedrich Hayek. Like Carl Menger and especially Ludwig
Mises, Robbins believed in a priori thinking; you could solve all problems of the
world in economics by introspection; economics is a deductive science; the de-
ductive laws are much more powerful than any empirical laws and they are
independent of almost anything empirical. I was taught something like that Austrian
view at the University of Chicago. I was a very young student, but I was a good
student. Aaron Director was my first teacher. He is the only man in the world who
could truthfully speak of “my radical brother-in-law, Milton Friedman”, because
Milton’s wife, Rose Director Friedman, is Aaron’s young sister. Aaron believed that
Hayek could reason out the business cycle in his 1931 book, Prices and Production,
without any command of any important facts about the business cycle. The first
edition of Robbins’ essay is full of that view. It was modified a little bit later, but we
should always attach importance to the first edition of anything, because in the
history of ideas that is pragmatically the simplification which carries the greatest
weight.

KS: In your 1981 Bergson Festschrift article, you described the initial thrust of
Robbins’s criticism as follows: “When Robbins sang out that the emperor had no
clothes—that you could not prove or test by any empirical observations of objective
science the normative validity of comparisons between different persons’ utilities—
suddenly all his generation of economists felt themselves to be naked in a cold
world. Most of them had come into economics seeking the good. To learn in midlife
that theirs was only the craft of a plumber, dentist, or cost accountant was a sad
shock.”

Could you please cite a few examples of economists who went through this
period of turmoil?

PS: Take, for example, Abba Lerner, who was not that mathematical, but a very
clear thinker and really very new in economics. He was 30 years old, I think, when
he went bankrupt in the hat business. He wanted to know why he went bankrupt, so
he went to the London School of Economics, which was a kind of a nightschool at
that time mostly. He was a student of John Hicks, and he wanted to learn about
Marxism, because he thought he could learn the necessary lesson there, Hicks has
told this in some autobiographical writing. Lemer was unconservative in political
philosophy, definitely not a libertarian, but, of course, he was not a Marxist. He
became very anti-Marxist as soon as he understood Marx. I predicted that he would
end up in the arms of Hayek, which proved in a degree true. But, still, he had social
sympathies. I don’t think John Hicks had any particular social sympathies. He came
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from the above average class structure in Britain, but not from the elite aristocratic
structure as, say, [an Little did. But, he really talked, like Frank Knight, much more
in terms of his own personal economics.

Another example is Simon Kuznets. Interestingly enough, when the Nobel
prize was first granted, at MIT we developed an informal custom of having each
Nobel prize winner come to lunch and speak personally about his early history, but
we were unable to continue the custom. Of course, the first two prize winners were
Europeans, who weren’t available. After me came Simon Kuznets, who studied
economics first in Russia before the revolution, because he was interested in the
Jewish problem and he thought economics must have a fundamental answer to it.
He thought Marxism might give the needed fundamental answer, which is why he
went to a commercial university instead of a classical university. But later he
changed his opinion. Kuznets, like his contemporary expatriate Wassily Leontief,
when I first knew them, seemed burned out by early experiences and eschewed
politics and policy diagnoses. Only in later life did they become more liberal in the
American sense. Jacob Marschak, a snmlar Menshevik, by contrast was uniformly
interested in altruistic “good causes.’

Likewise, in those days, many scholars started their study of economics in
search of the good. For them, Robbins’s criticism brought about a sad shock.

2.3 On the advent of the “new’ welfare economics

KS: The first step in the attempt to reconstruct welfare economics on the basis
of ordinal and interpersonally non-comparable utilities in active response to
Robbins’s criticism was to develop the concept of “Pareto optimality” and establish
the so-called “fundamental theorems of welfare economics”. Could you please
explain how these crucial steps were taken in the first place?

PS: When 1 was a student at the University of Chicago, where I was a direct
student of Jacob Viner in the classroom, and an indirect student of Frank Knight, I
could not learn why price should equal marginal cost. Even when I got to Harvard in
1935, I went around asking everybody: “What is the proof that this is so?” Of
course, I did not know the 1892-1893 work of Vilfredo Pareto in which he essen-
ttally shows that a perfectly competitive equation system gives you the necessary
and sufficient condition, not for ethical optimality—he was always a little slippery
on that problem—but for what came to be called Pareto optimality so that there is no
avoidable deadweight loss. I think I had most to learn from Abba Lerner, although I,
of course, worked it out for myself. If I had had perfect teachers, they would have
known the Pareto work; they would have known Enrico Barone and what you might
call the fundamental theorems of welfare economics that the conditions for Pareto
optimality would be exactly realized by competitive arbitrage. Before Bergson,
Lerner—Hicks—Hotelling—Kaldor—Scitovsky insufficiently understood that the full
set of Pareto optimality conditions constituted an incomplete set of conditions for
ethical maximization. You must ask the right questions and make the right distinc-
tions. All of my teachers believed there was something to Adam Smith’s invisible
hand—that each person pursuing their self interest would, by some miraculous
action of the invisible hand, be led to contrive in some vague sense the best interest
of all. However, none of them could explain properly what the truth and falsity was
in that position. I would say that if I had been a bright student in 1894 and read
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Pareto’s Italian journal article, I would have understood what I now understand to be
the germ of truth in the invisible hand argument. All it refers to is the avoidance of
deadweight loss. Here is where my association with Abram Bergson becomes
relevant.

KS: How did you come to know Bergson to begin with, and how did you
collaborate with him in developing the “new” welfare economics and the concept
of social welfare functions?

PS: Bergson was my contemporary in the Harvard Graduate School. He was
two years ahead of me, We were both puzzled by Pareto’s writings. Bergson would
read to me a passage from Pareto and ask: “What do you think is being said there?”
What really puzzled us was that he seems to use a singular form for what is
generally an infinitely broad class. Indeed, there isn’t a Pareto optimal point; there
is a whole continuum of uncountable infinity of Pareto optimal points which is
what makes it a necessary condition and not a complete sufficient condition.

I was not an independent co—-author of Abram Bergson’s 1938 paper published
under his birth name, Abram Burk, which caused some confusion in the literature. I
was a helpful midwife in helping to pull the baby out. I felt once the baby was pulled
out, I had reached perfect clarification of the so-called “new” welfare economics.

KS: Who, in your opinion, were the most instrumental scholars in the evolution
of the “new” welfare economics?

PS: The process of publishing the “new” welfare economics was not a well-
organized, logical, and systematic thing at all. The names of the people who, at the
minimum, would be involved include the following: Abba Lerner who, I think, is
most important, John Hicks, Nicholas Kaldor, Tibor Scitovsky, Harold Hotelling,
Ragnar Frisch, . . . . Lerner never claimed that he was discovering a new principle,
but Kaldor, Hicks and others did. We should expand our list by counting in Ian
Little. There was also a pupil of Hicks at Manchester, Alexander Henderson, who
perceived the following question: “Suppose that there are three necessary con-
ditions for Pareto optimality. Is it true that satisfying two out of these three
conditions and not satisfying the third is always better than satisfying one of them
and not satisfying the other two?” Now, if you count three apples, they are greater
than two apples, and two apples are greater than one apple. It is also true that, in
some sense, all of the three necessary conditions being satisfied is better than only
two necessary conditions being satisfied. Yet it is not true in general that the more
necessary conditions you satisfy, the better you always are. '

KS: That is one of your concluding observations in Chapter VIII of the
Foundations.

PS: Could have been, and Tan Little had that also.

KS: To identify the conditions for Pareto optimality is one thing, and to go
beyond Pareto optimality by introducing the possibility of hypothetical compen-
sation payments between gainers and losers, thereby expanding the reach of the
Pareto principle to the situations involving interpersonal conflicts, is a different
matter altogether. On reflection, what is your current verdict on the “new” welfare
economics of the compensationist school?

PS: I think on the whole the “new” welfare economics of Kaldor, Hicks, Lerner
and Scitovsky was overrated. In the first place, you know already you can find it in
John Stuart Mill who discusses something like free trade. He in effect says that free
trade may help some people, and hurt some other people, but the gainers would be
able to compensate the losers. Thus, the “new” welfare economics of the com-






