The Political Economy of Economic “Efficiency”

Some important definitions of “efficiency”:

1.  Pareto Superiority ranks or orders social states according to the following conditions:

Outcome A is Pareto-superior to outcome B if and only if at least one person believes that he or she is better off under A and nobody believes that he or she is worse off.

2.  Pareto Optimality uses the following standard:

Outcome A is Pareto-optimal is it is impossible to move to any other social state without making at least one person worse off in this new social state than he or she was in under A.

3.  The relationship between the standards is the following:

A Pareto optimal state has no states Pareto superior to it. When resources are distributed in a Pareto optimal fashion, there is no way of making anyone better off without making someone else worse off. Pareto optimal states are the eventual outcome of a sequence of Pareto superior moves (although one can reach a Pareto optimal state though a sequence of non-Pareto superior moves as well).

4.  The Kaldor-Hicks standard of efficiency is the following:

Outcome A is defined as economically efficient if those who gain potentially could compensate those who lose and still have something left over.

