
WELFARE ECONOMICS

Welfare economics is a branch of economics that uses microeconomic techniques to evaluate well-being (welfare) at the
aggregate (economy-wide) level.

Nowadays, welfare economics has become one of the most important branches of economics. Income
redistribution, also known as the redistribution of wealth, may be achieved through taxation, public services,
land reform, monetary policies, confiscation, or charity. Pareto Optimality 3. Equity[ edit ] There are many
combinations of consumer utility, production mixes, and factor input combinations consistent with efficiency.
Studying of the proper resource allocation, which can maximize the social welfare, is one more target goal of
the welfare economics. Thus he failed to say a certain level of maximum social welfare. Moreover, it studies
the distribution of the resources and how it affects the well-being of the whole society. Scitovisky Criterion 5.
Since then, many economists use Pareto efficiency as their ideal efficiency goal. The maximization f social
welfare is one of the ultimate aims of modern democratic governments. Moreover, it is purely based on
reasoning and critical views. There are three concepts of social welfare within the subject. A crude social
welfare function can be constructed by measuring the subjective dollar value of goods and services distributed
to participants in the economy see also consumer surplus. Another crucial criticism is the argument of
Professor Amartya Sen. Image: guim. The social welfare function is typically translated into social
indifference curves so that they can be used in the same graphic space as the other functions that they interact
with. Alternatively, one economic state might be judged superior to a previous one even though some
consumers were made worse off if the gainers could compensate the losers and still be better off than before.
This can make it controversial. In order to measure social welfare, economists use two fundamental
approaches â€” The New Welfare Economics approach and the neoclassical one. Because of welfare
economics' close ties to social choice theory , Arrow's impossibility theorem is sometimes listed as a third
fundamental theorem. What is sufficient for one person is miserably deficient for another. Social Welfare
Function of Bergson and Samuelsson 4. Though, some common ethical criteria of economic welfare, that
permit to identify and separate needs and wants, can be established. This note includes the following five
welfare economic theories. According to the Max-Min criterion, welfare is maximized when the utility of
those society members that have the least is the greatest. Welfare economics looks at how resources are
allocated, and how those allocations affect social welfare. It is been regarded as one of the necessary
conditions for social welfare. Even then, through the process of value judgment, social scientists are finding
ways to maximize social welfare based on the rational allocation of total resources among the society.
Introduction Cooperation and trust are important in every sphere of society. The reason for saying this is that,
the idea puts a condition that none of the individual should not get worse off is actually a case of value
judgment. This is the basic goal of welfare economics in the modern world. He is today the Thomas W.
Abbildung in dieser Leseprobe nicht enthalten Here, in the diagram, there are two type of commodities
represented. Main article: Fundamental theorems of welfare economics The field of welfare economics is
associated with two fundamental theorems. So how do we decide which Pareto optimum is most desirable?
According to Pareto, social welfare may increase even at least one person get better off and others utility
remains unchanged or not deceased. Here also social welfare increased. To determine whether an activity is
moving the economy towards Pareto efficiency, two compensation tests have been developed. This is because;
the idea of value judgment is very significant here. It is impossible to establish a single economic welfare
criterion for all segments of population. A utilitarian social indifference curve is linear and downward sloping
to the right. Further an evaluation of each theory has also provided along with the discussion. So I welcome all
the suggestions for the improvement of this work. The first states that given certain assumptions, competitive
markets price equilibria with transfers, e. The production and consumption equilibrium leads to the Pareto
optimum results.


