
M.A.Sem-II                                                                            Dr.Alok Kumar 

Social Welfare Function of 
Economics (With Diagram) 

The compensation principle only wants to know whether the 

losers could be compensated; it does not tell us that the losers 

should actually be compensated. It is argued that whether 

compensation should be provided and in what manner—all these 

are moral issues. 

Another problem with the compensation criteria is that they only 

compare between a few alternatives to tell us what is the most 

desirable of these alternatives, but they do- not tell us the state 

that achieves the maximum possible welfare. Some economists 

thought, it was first suggested by Abram Bergson in 1938, that 

the problems with the compensation criteria could be solved by 

considering a social welfare function. 

The social welfare function (SWF) is a sort of social 

indifference map consisting of the social indifference curves 

(SICs). An SIC gives the various combinations of utilities of the 

two individuals that comprise the society, that result in the same 

level of social welfare (W). To show this diagrammatically, let 

us denote the utilities of the two consumers by UI and UII. 

The SWF then is: 

W = f(UI, UII). 

The SICs have been shown in Fig. 21.7. Each of them shows the 

different combinations of UI and UII that give a particular level 

of social welfare (W). SICs are negatively sloped because as I is 

made better off, II must be made worse off, to give us the same 

W. 



If, at the initial (UI, UII) combination, both the individuals, or 

any one of them, are made better off, the utility level of the other 

remaining the same, then that would result in a higher level of 

W and the society would move to a higher SIC. In Fig. 21.7, 

W2 represents a higher level of social welfare than W1. 

Let us note that the SICs need not be convex or concave to the 

origin. For there is no rule here that as UI increases UII would 

fall at a diminishing or at an increasing rate. Once we formulate 

the SWF and the SICs, we are well equipped to compare 

different policies and find out the policies that maximise social 

welfare subject to the available economic resources. 

 
But how are we to obtain, or who is to determine, the 

combinations of UI and UII that would give the society the same 

level of welfare, or, who is to determine the combinations that 

would not give the same—but a lower or higher—level of social 

welfare? In a dictatorship, the dictator performs this function. 

Here the SWF and SICs reflect the value judgements of the 

dictator. 

 


