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In the individual's youth, this decision is based on compliance 
with legal regulations and the institutionalized system of family 
norms (institutional patterning). The school system assumes even 
at this level a form compatible with the future work and consump­
tion roles of individuals.s When older, the individual will base this 
decision more or less directly on the rewards in terms of money and 
status derving from greater educational attainment. Indeed, one of 
the most dramatic manifestations of "Homo Economicus" under 
capitalism is that the amount of educational attainment can be 
adequately explained by considering schooling as a pure investment.9 

Thus the educational system is an instrument in the cybernetic 
patterning of individual development: the market in labor uses 
the educational system both as a means of inducing paths of in­
dividual development compatible with the motivations and capaci­
ties necessary in an alienated and bureaucratic work environment, 
and as a reference system in terms of which feasible bundles of 
unit-objects available to the individual can be concretely linked to 
a particular pattern of psychic development.1 

The neoclassical treatment of education begins with the assump­
tion of fixed preferences. On this basis, it recognizes the validity of 
the determination of the monetary returns to education according 
to efficiency criteria as embodied in market institutions. From 
the same basic assumption it analyzes the "proper" amount of edu­
cation for individuals, as well as for society as a whole, in terms of 
benefit-cost analysis. Moreover, it discusses the "quality" of school­
ing in terms of its contribution to individual income. The fallacy, 
of course, is the basing of all recommendations concerning education 

(
on the postulate of fixed preferences, in a situation where the educa­
tional system is a central instrument in the formation of prefer­
ences. 

8. Gintis, "Education, Technology, and the Characteristics of Worker 
Productivity"; Gintis, "Towards a Political Economy of Education." 

9. Theodore Schultz, The Economic Value of Education (New York: 
Columbia University Press, 1963), pp. x-xii. 

1. This process of cybernetic patterning in fact induces paths of indi­
vidual development inimical to individual welfare. The determination of 
work activities and technology through criteria only marginally related to hu­
man needs insures the divergence of "economically productive" personality 
traits, and "welfare-conducive" personality traits. Moreover, that the worker 

J
must operate efficiently in a system in which he is alienated from both work 
process and product requires that the social relations of education mirror the 
work place, in the sense that students must be motivated primarily by the 
external reward for adequate behavior, as opposed to the intrinsic value of the 
activity of learning, or the personal value of the goal- the possession of 
knowledge, This restriction limits the types of individual development pos­
sible through schooling. 
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X. CONSUMER SOVEREIGNTY 

One of the least questioned assumptions of neoclassical theory 
is that what is produced should mirror manifest individual prefer­
ences. This is the principle of "consumer sovereignty." Of course, 
it is increasingly recognized, as a matter of fact, that the economist's 
principle is not very descriptive of capitalist society.2 But it is not 
commonly recognized that this principle is not uniformly applicable, 
even in its own right. For it is based on the assumption of fixed 
preferences, while in fact individual preferences change through 
associative patterning through the very act of consuming, and de­
velop according to cybernetic patterning, in response to the pattern 
of available commodities.3 In particular, unit-objects in relational 
or instrumental modalities affect individual development, so that the 
partial abrogation of consumer sovereignty in favor of "producer 
sovereignty" is warranted in such a case as that where the creative 
activity of the worker, developed in his area of expertise beyond 
that of the average consumer, results in a product leading to the 
progressive development of the relevant functional capacities in 
the consumer.4 Indeed, we might go so far as to identify "creative 
production" with the development of products whose attributes 
lead to development of welfare-conducive capacities on the part of 
the consumer. 

For example, any adequate architecture must base its design in 
part on what individuals in fact find beautiful. But creative archi­
tecture must also ask what individuals should in fact find beautiful, 
and thereby develop this perceptive faculty in individuals. In es­
sence, such architecture cannot subsume its principles of design to 
the perceptual or aesthetic shortcomings of the community, and 
still contribute to the aesthetic growth of this community. This 
example extends to all areas in which commodities can conceivably 
be subject· to craft production. Now, profit maximization implies 
not only the determination of the attributes of work activities ac­
cording to efficiency criteria, but also the detennination of the attri­
butes of goods produced, and in particular their aesthetic and 
developmental qualities, in terms of their salability. This exercise 
of capitalist control operates to the detriment of worker and con­
sumer alike. For it eliminates the creative element in the produc-

2. Galbraith, The New Industrial State, pp. 208-20. 
3. Gintis, "Welfare Theory and the Economics of Education." 
4. Thorstein Veblen, The Instinct of Workmanship (New York: Augustus 

M. Kelley, 1964), pp. 1-37. 
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tive activity of workers, and by pandering to the existing tastes of 
the consumer - or worse, to tastes created through psychic manip­
ulation - it eliminates the potential contribution of commodities 
to the positive development of consumer preferences. 

XI. CONCLUSION 

Neoclassical theory accepts a certain model of political struc­
ture 5 and justifies the major economic institutions of capitalism 
as contributing maximally to welfare, except where certain imper­
fections and externalities require state intervention.6 Our analysis 
refutes this justification. When neoclassical welfare theory is ex­
tended to a reasonable model of welfare, the usual arguments no 
longer hold. 

Of course, one might object that its conclusions are valid, 
though its method of proof is incorrect. But I have argued that the 
extended version of welfare theory would not give the same con­
clusions.7 Thus the proper role for market mechanisms and an ac­
ceptable alternative to capitalist control of production become 
problematic. 

Given the formal validity of our extended welfare model, we 
are tempted to enlist its aid in treating these problems. Unfortu­
nately its usefulness is severely limited. It abstracts from the aggre- ,. 
gation of individual welfares (the role and power of the state and 
the applicability of the social welfare function concept).8 More­
over, the extended welfare model is unoperational. On the empirical 
level, we cannot hope to know, given the present state of social sci­
ences, the impact of alternative institutions on individual develop­
ment, and of the latter on individual welfare. On the normative llevel, the extended welfare model requires a social welfare function 
that evaluates alternative preference structures. Although this 

5. The most important assumption concerning the nature of the state is 
d that its own structure of preferences is independent from the particular form 
, of economic institutions. For other purposes, it is also asserted that the state 

preference function (the so-called social welfare function) reflects in specific 
ways the preferences of individuals. (Gintis" "Alienation and Power," pp. 28-
43.) 

6. Neoclassical theory justifies capitalist control of production only in­
directly, by arguing that whoever "controls" production should operate on the 
basis of profit maximization in a situation of perfect markets and adequate 
competition. Since capitalists do maximize profits (it is asserted), capitalist 
control represents an adequate solution. 

7. This argument is only sketchily treated in this paper. Much m~ 
work needs to .. be done in this area. For an extended theoretical discussion of 
some aspects of this problem, see Gintis, "welfare theory," note 3, p. 583. 

8. Herbert Gintis, "Consumer Behavior and the Concept of Sovereignty," 
American Economic Review (May 1972). 
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corresponds to the rather innocuous treatment of "merit wants" in 
neoclassical theory, its widespread application would be found intol­
erable on political grounds by many - the author included. A wel­
fare theory treating the relation between positive and normative 
judgments in an entirely different manner is needed. 

Many who otherwise agree with the analysis herein, will never­
theless continue to embrace neoclassical welfare theory - perhaps 
with minor emendations - for lack of a practical alternative. The 
more theoretically minded may wish to attempt an extension of this 

) 
theory by introducing further parameters, such as the learning 
process, or interdependence of modes of production and preference 
structures,so as to enlarge the endogenous components of the formal 
model. Some of the tools here outlined should prove helpful to them. 

But any sincere attempt both to be practical and to account 
correctly for these endogenous components will, I suspect, take the 
researcher outside the framework both of positive and normative 
economic analysis in their neoclassical form, and of capitalist and 
state socialist policy instruments in general. In conclusion, I shall 
provide a few examples of this dynamic. 

First, a normative treatment of the firm that takes preferences 
as endogenous might begin with (a) a choice set of available tech­
nologies, (b) a choice set of corresponding work role configurations, 
(c) a number of individuals (workers, technicians, managers, etc.) 
with preference structures compatible with at least one of these 
work role configurations, and ( d) a choice set of a vaila ble non­
human production inputs. The outputs of the production process 
then include (a) the quantity and quality of goods or services gen­
erated, (b) newly expanded choice sets of available technologies 
and work role configurations, (c) a new set of individual prefer­
ence structures, altered through participation in production, and 
(d) a distribution of factor rewards. 

The e{)onomic problem in this situation is the determination of 
a set of institutional structures mediating the relations among those 
involved in and affected by production, leading not only to this ex­
panded production possibilities frontier, but also to an optimal point 
(in terms of the interest groups involved) on it. These structures 
are inherently political (i.e., they concern the way in which the 
preferences of individuals or organized groups interact in the de­
termination of policy within the enterprise), and their analysis 
moves us from traditional economic theory to normative political 
science. The economic model builder can avoid this transgression 
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by positing an exogenously given enterprise objective-function, but 
this strips the analysis of any but formal significance.9 

Such an extended theory of the firm also provides a second 
example of a formally correct welfare analysis trespassing basic 
boundary definitions of neoclassical theory - this time in the area 
of positive science. A purely mathematical treatment of the ex­
tended model of the firm described above would conclude that, in 
assuming a profit-maximizing objective function, those who con­
trol production must include in their calculations the effects of 
alternative technologies and work role choices on the preference 
structures of those involved in production. Otherwise - to take an 
extreme case - the personality structures of workers in period two 
may be incompatible with any of the technologies and work role 
configurations available in this period! More generally, preference 
changes resulting from new forms of work organization may be 
incompatible with the abiding political structure of the enterprise­
the "bearer" of the profit-maximizing objective function. For in­
stance, the forms of work organization increasing the breadth of 
control of workers may increase their desire for control, hence threat­
ening bureaucratic order.1 

This model exhibits a logical divergence between technical effi­
ciency and long-run cost minimization,2 thus raising the factual ques­
tion as to whether concrete technologies and work roles are economi~ 
cally efficient or merely opposite to the political and social structure 
of the capitalist enterprise.3 In this way economic analysis becomes 
formally dialectical, by admitting the central historical contradic­
tion of Marxist theory: the social relations of the enterprise may 
act as an impediment to the progressive development and diffusion 

9. The careful reader will note that the inclusion of endogenous prefer­
ences and technologies in the theory of the firm forces a model extension 
theoretically equivalent to that imposed on normative general equilibrium 
theory by the admission of externalities and social goods. The theoretical in­
adequacy of the latter's traditional solution (see preceding note 5) and Gintis, 
"Consumer Behavior and the Concept of Sovereignty" has been largely ob­
scured by the prima facie acceptability of a formally democratic political frame­
work in the governmental process as the "bearer" of the social welfare func­
tion. No such practical obfuscation is possible in the theory of the firm, as the 
present political structure of the firm (bureaucratic order and hierarchical con­
trol) is totalitarian in the pure political sense. 

1. Herbert Gintis, "Power and Alienation," in James Weaver, ed., Read­
ings in Political Economy (Allyn and Bacon, forthcoming, 1972). 

2. Indeed, sociological theory lays stress on pattern maintenance (in this 
case reproduction of the firm) as well as goal orientation (here, profits and 
growth) among the decision criteria guiding the historical development of any 
integral social subsystem (Talcott Parsons and Neil Smelser, Economy and 
Society; Glencoe: Free Press, 1957, Ch. 3). 

3. Marglin, "What Do Bosses Do?" 
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of potential forces of production.4 The efficiency theory of the firm 
effectively rules out such a possibility, but an extended welfare 
paradigm might place the assessment of a similar condition in ad­
vanced industrial societies in the foreground, with an accompanying 
reorientation in the theory of industrial organization. 

But our extended welfare paradigm urges the use of dialectical 
tools in a more immediate sense. For structural-functional analysis 
cannot account for major aspects of social development. For in­
stance, functional theory might conclude that the social relations 
of education reflect in essential respects the structure of production 
(see Section IX). But the educational system does not always ade­
quately perform its allotted function. The failures of the educa­
tional system in particular historical periods - as well as the "dys­
functional" consciousness resulting therefrom - cannot be placed 
into coherent perspective through structural-functional analysis. A 

) scientific approach requires a dialectical treatment of the genera­
tion of contradictions in education within a functionally self-repro­
ducing social system.5 A similar treatment is required in the case 
of all social subsystems functionally supportive of the economy.6 

These are only a few - and among the more obvious - ways 
that an expanded welfare theory takes us outside traditional eco­
nomic analysis. It is terribly inelegant (compared to the Walrasian 
system), but correspondingly more relevant in posing the vital ques­
tions of the day. It is impractical as a policy instrument. But this 

. in fact is a point strongly in its favor. For an extended welfare 

lparadigm takes the state itself as functionally interdependent with 
the economy, and in the first instance a subject for positive analysis, 
not moral or strategic advice. The outcome of such a positive analy~ 
sis would likely indicate that the state behaves in such a manner 
not as to reflect general welfare, or even the direct interests of any 
particular group, but rather as to reproduce and aid the smooth de­
velopment of the social system, as determined by the operation of 
its core economic institutions.7 

Thus an extended welfare paradigm is threatening in a very 
personal sense to the well-socialized economist. For it veritably 

4. Karl Marx, Critique of Political Economy (Chicago: Kerr, 1904). 
5. Samuel Bowles, "Contradictions in Higher Education in the United 

States," in Richard C. Edwards, Michael Reich, and Thomas Weisskopf, eds., 
The Capitalist System (Englewood Cliffs, N.J.: Prentice-Hall, 1971), pp. 491-
503; Gintis, "New Working Class and Revolutionary Youth" and "Contre­
culture et Militantisme Politique"; Gorll, Strategy for Labor, Ch. 5. 

6. Gintis, "Power and Alienation," in Weaver, op. cit. 
7. Ibid. Nicos Poulanzes, Pouvoir Politique et Classes Sociales (Paris: 

Maspero, 1968). 
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forces him/her to take the stance of social outlaw in any situation 
where the advancement of social welfare comes into conflict with 
the reproduction of the social system.8 It is in this sense that the 
extended welfare paradigm can be termed "radical." For the struc­
tural-functional extension of the general equilibrium system to 
include the state logically closes the model- there is no one the wel­
fare economist can give advice to! Welfare theory may become his­
torically relevant only in providing concrete personal, political, and 
I~ocial strategies in the interstices of society - i.e., where nonfunc­
fional consciousness has arisen through the appearances of contra­
dictions in the social fabric. 

The inelegance, impracticality, and threatening nature of an 
extended economic paradigm, as well as its demand for a far broader 
range of expertise on the part of the economist, will deter many 
from the task of its construction. I suspect, however, that many 
more will take this step, and indeed find it personally liberating and 
intellectually fulfilling. 

HARVARD UNIVERSITY 

8. I would hold that this is the case where questions of integral com­
munity, social equality, worker control, unalienated production, liberating 
education, and the development of a welfare-conducive physical environment 
are concerned. 
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