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Abstract: Economists generally consider efficiency to be the equivalent of either maximizing 
the results of existing resources or minimizing resource consumption in order to achieve a set 
objective. Although apparently simple, the efficiency concept raises difficulties, either applied 
at an individual or at a social level. The present paper is a theoretical one, aimed at 
conceptual reevaluation, and it comprises three sections.  In the first section we have 
presented the economic efficiency concept having as a point of departure the Pareto optimal 
and its main reviews. The second section is focused on the difficulties raised by the efficiency 
concept viewed mainly from the Austrian School’s perspective. In the third section we aim to 
investigate the methodological perspectives of economics as a science, on the one hand and of 
state intervention, on the other. The most important conclusion of the present paper is that 
efficiency can not substitute to ethics but, on the contrary, ethics represents the ultimate 
criterion for efficiency judgments.   
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Introduction 

Directly descended from Cartesian rationalism, the key argument in favour of state intervention in 
economy is that homo economicus rationalis is a Prometeus capable to turn the surrounding chaos into 
perfect order. In this context, the decisive public factor acts from a desire to be able to predict and 
efficiently allocate resources, to rectify macroeconomic desequilibria and to transform society 
according to a perfect plan. Thus, balance becomes the quintessential issue in contemporary economy 
to the same extent that value used to be two hundred years ago.  
 
The affirmation and conviction that the economy is a mechanism and that it functions in a similar 
manner to mechanical systems according to some simplified schemes (models) derives from the 
mechanistic perception of the world. According to this perfect knowledge ideal, economic science has 
set its purpose to understand and also to intervene in the economic mechanism by analyzing the 
categories of factors able to be manipulated in order to achieve balance. The role of the economist is to 
discover the sense of economic phenomena and to reproduce it by relying on mathematical 
formalization. This represents the dominant trend in the economic theory based in Ricardian 
classicism, that is in methodological rationalism and individualism. Two groups can be identified 
within it: the welfare economics representatives on the one hand who, by identifying a series of 
failures of the market justify state intervention in economy with the purpose of achieving competitive 
balance and the representatives of the new classical macroeconomics, more precisely of the Public 
Choice School, on the other who, by identifying the weaknesses of the state, defend free market and 
theorize the balance they consider to be close to reality.  
 
Regardless of whether they choose to attain balance by means of state intervention or in its 
spontaneous form on the market, the dominant trend representatives excel in mathematical formalism. 
It offers them, on the one hand, objectivity and scientific precision through empirical confirmation 
and, on the other hand, the ability to predict and offer suggestions in terms of various measures of 
economic policy by subsuming to laws and theories. It is this final aspect which provides economists 
with scientific notoriety and legitimacy [3].  
 
Although a minority in terms of number of representatives as compared to the dominant trend, the 
Austrian School offers us the second perspective or paradigm of thought. This approach, which we 
may call subjectivist is different from the first one through its lack of mathematical formalism and 
through its search for the truth in the context of human action seen as a dynamic process. Its origin 
resides in Ancient Stoic philosophy as well as in the empiricism of some modern philosophers such as 
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D. Hume, in contextualist, culturalist or relativist trends in sociology and here we may mention Max 
Weber in American institutionalism, in Hayek’s catallactics and in Mises’s praxeology. Within this 
paradigm, the ideal of knowledge is no longer the enunciation of a unique theory and the discovery of 
absolute truth but authenticity and a better understanding of  individual, life-related, concrete 
situations and forms. The purpose of economics as a science is no longer to determine balance 
(general or partial) but to analyze man’s creative action and  to focus on the entrepreneurial 
coordination process. 
 
Actually, within the dominant economy, the reality is possibly cognitive, everything that could be 
thought is clearly thought with the support of mathematical language which is considered to be the 
true language of economics; the image thus obtained is complete and objective. Economics is focused 
on achieving objective knowledge by means of modeling, formalization, systematization and 
regularization; human behaviour is perceived as a transparent mechanism with predictable reactions to 
familiar stimuli. At the same time, economists can deduct rigurous structures and consequently 
formulate ideals of reality transformation and reconstruction according to precise theoretical models. 
Prediction is an assumed aim of economic theory. Since within different schools there are different 
degrees of interventionism or compromise in terms of freedom, from this perspective, the dominant 
trend representatives are, to a great extent, the representatives of social engineering and economic 
determinism. 
 
On the contrary, the Austrian paradigm theories have no claims regarding universality and simply 
aspire to authenticity and the ability to understand reality-based contexts. Thus, sense is no longer a 
given state of affairs or entity, it is a process, a continuous activity in which spontaneity, creativity and 
errors become possible. Therefore, knowledge is incomplete due to the fact that the information is 
dispersed and the immediate reality is perpetually changing. The ideal remains centered on systematic 
knowledge, relying on the belief that nothing is predetermined in life and restraining from drawing 
unique models or ideals; life forms incessantly evolve in an unpredictable manner and, for these 
reasons, man can not be considered a machine (be it a computing machine) but rather an opaque box 
due to his conscience and will, which are revealed to knowledge in time, by means of his concrete 
actions. For these reasons, qualitative and theoretically deductive pattern predictions become possible.  
It is this new methodological approach to human life which enables the Austrian School 
representatives to be regarded as radical liberals.  
 

1. Pareto Optimal and Welfare Economics 
As we have shown above, the neoclassical economic theory as well as the dominant trend economists 
pave the way to social engineering, that is they aim to consolidate the economic mechanism and 
correct any imperfections according to the governing principle of „supreme happiness for the 
majority”. Policymakers are perceived as unbiased observers able to decide the extent to which the 
achivement of utility by one person is above the loss by another as well as the extent to which the 
same omniscient and omnipotent specialist can decide whether an economic or political structure-
system is better than another.  
 
Utilitarianism, as a form of rational behaviour assumes that human action is exclusively focused on 
maximizing profit (personal happiness).  This type of approach originates in Jeremy Bentham’s (An 
introduction to the Principles of Morals and Legislation, 1789) and John Stuart Mill’s (Utilitarism, 
1861) utilitarian works. The latter spoke of happiness as of supreme good and perceived the individual 
freedom to search for it as a prerequisite for market economy. However, Mill’s perception is 
essentially different from the current version of utilitariansm.  
 
The origin of social welfare lies in the two versions of the utility theories (cardinal and ordinal) and 
especially within the discovery of the marginal utility calculus. Human action focused on maximizing 
profit or utility was considered to be taking place sequentially, on marginal bases, which allows the 
marginal utility calculus. Man will seek to satisfy his needs in the order of his preferences, according 
to the rule of aggregate utility maximization. If his state is not optimum, he may consume one extra 
unit of the desired goods up to the point when weighted marginal utilities are equal to the prices of 
goods.  
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How could we define the social optimal? Is it possible to achieve it? Vilfredo Pareto [10] said that 
ophelimity or its index for an individual and ophelimity or its index for another are heterogenous sizes 
and it would be ilegitimate to either compare or summarize them [2]. Using this idea as a point of 
departure, through a demonstration which has remained famous, Pareto established that in a given 
economy with two individuals endowed with an initial stock of goods, their reasoning will 
automatically lead them to a balanced exchange of positions which are necessarily optimal for each of 
them. Pareto describes the maximum in terms of ophelimity for a social group as a situation in which it 
is impossible to have the situation of one person improved without having the others’ ophelimity 
modified (increased or decreased). Any displacement from that particular state of balance triggers 
improvement in terms of ophelimity for some and its decrease for others. On the contrary, in a 
situation below the optimal level, such transformations are possible. Pareto demonstrates that, in an 
economy where individuals are endowed with an initial stock of goods, the reasoning of their choices 
will necessarily lead them towards positions of balance of changes which are equal in number with the 
optimal states [7].  
 
Elegant and merely simple for an economy made up of two individuals, Pareto optimal has determined 
subsequent developments which proved that the Walrasian competitive equilibrium is possible, which 
leads to the disturbing conclusion that Adam Smith’s principle of the invisible hand may actually 
function. If we define relative price as a rate according to which agents are willing to exchange one 
commodity for another (i.e. the common tangent slope as determined by the indifference curves), the 
general balance state, i.e. the balance on all markets, is given by the maximization of everybody’s 
satisfaction despite the context of constraint of available resources. Therefore, the general competitive 
balance and Pareto optimal are equivalent: equality of weighted utility for all individuals, equality 
between spending and income, equality for all quantities of goods - before and after the exchange, the 
absence of pure profit etc [13]. 
  
Welfare economics has as a departure point the idea that if something good can happen to a person, 
without necessarily something bad happening to another person, it represents a substantial Pareto 
improvement. Actually, all the attempts on behalf of economic policy to increase social welfare depart 
from this principle.  A certain person is in a better situation, with a higher utility, while another one 
shares the same degree of utility. Generally speaking, social welfare is increased. From this 
perspective, we can define efficiency as the ability to create advantages for someone without imposing 
losses on someone else – Pareto efficiency.  
 
Pareto optimal assumes the existence of initial resource allocations for two people as well as very 
different levels of utility. The possibility to evaluate whether the situation in which a rich person 
increases his/her utility while a poor person simply maintains it is convenient from an ethical 
perspective or not (despite representing a Pareto improvement), is crucial for public policies. 
Therefore, the Pareto criterion has no practical utility in the absence of the value judgements related 
to the importance of an individual’s welfare (i.e. ethical judgments), its role being thus limited to 
establishing which particular allocations are efficient at the social level. Moreover, if a rich person 
suffers a minimum loss in terms of self-satisfaction as a consequence of the attempt to reduce poverty 
at the social level, this will not represent a Pareto improvement despite the fact that social welfare is 
increased [2]. Value judgments are compulsory for this type of choices for they alter the positive 
character of theoretical assumptions as in the case of stating that loss in the case of the rich is less 
important than the increase in the welfare of the poor. 
  
From this perspective, Pareto optimal has no practical utility since it does not enable us to make 
choices among suboptimal situations but simply tells us what the optimal situation is. Let us assume 
that the state wants to build a bridge. The ones who wish to use the bridge will be willing to pay extra 
amounts of money (e.g. a tax for crossing it) in order to have it built and maintained. This appears to 
be a Pareto improvement. The term “appears” has been used in order to emphasize the fact that there 
will always be people negatively affected by the construction of the bridge, for example the owners of 
the shops, gas stations and other businesses on the old route or the ones affected by traffic or the 
shadow of the bridge. Even the ones who actually use the bridge might not like the fact that they have 
to pay a suplimentary amount of money  except for the case they are late for work due to crowded 
alternative routes; however, the unemployed have enough time and much less money and will 
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therefore be unwilling to pay. The discussion on people’s different utility can continue forever. The 
idea is that economists responsible for various economic policies are constantly searching for Pareto 
improvement and due to this they will accept the idea that for most people, in general, the bridge 
represents a benefit. Therefore, a set of changes can represent an improvement while a single measure 
can not. For example, if the bridge tax were not very high, if phonic walls were built and some 
compensation was offered to the business people on the old route, everyone would have something to 
gain and social welfare would be increased.   
 

2. The Austrian Perspective 
A first criticism brought against the neoclassical efficiency concept is that the Pareto principle is 
individualistic and can not be used as a social rule for two major reasons. First, it refers to a person’s 
absolute welfare, in terms of maximum utility and does not permit any reference to relative welfare, as 
illustrated in the above example.  Utility, defined for a given individual in a given context does not 
permit the possibility to compare satisfaction in different moments, or contexts etc. Secondly, it is the 
personal appreciation of welfare and satisfaction which matters and not of some random authority, as 
omniscient as it may be. Neither interpersonal comparisons nor utility measurements are possible, the 
latter being merely subjective.  
 
Thus, according to Mises, economic calculus can only serve to the aspirations of individuals or groups 
of individuals working within the institutional framework of the market economy. It is consequently a 
calculus of private profits and not of “social welfare” and it is not useful to the hypothetical evaluation 
of a dictatorial body called to manage all national or earthly problems. Economic calculus is useless to 
the one who attempts to evaluate actions from the point of view of a claimed “social value”, of “the 
whole society” [9].  Regarded from this perspective, efficiency occurs as a myth, impossible to 
achieve or even conceptualize since at the social level it would mean the summarizing of some purely 
subjective elements, which is impossible [12]. 
 
Another criticism brought against the neoclassical efficiency concept refers to the fact that the various 
decisional criteria within welfare economics imply the introduction of subjective and, from the 
positivist perspective, unscientific value judgments [5]. The difficulty in choosing one social 
programme or another resides in the fact that the term correct or ethic is rather vague and individuals 
would have different opinions with regard to what is correct or not. For example, to a middle class 
family who decided to have only two children it may seem unfair to pay suplimentary taxes due to the 
fact that a family with many children refused to use contraceptive measures. The latter may benefit 
from loans or state support for their children’s education while the first must save with the same 
purpose, with no support from the state. Single people or families made up of two wage earners may 
consider the fact that they receive so little from the state through the social ensurance system unfair, 
while families made up of a wage earner and an unemployed may consider it fair to receive state 
support.  
 
The idea that a certain amount of efficiency may be dropped in exchange for more equity exists in 
most public spending programmes. Most of the disputes regarding one programme or another are 
rather related to the nature of the exchange and its consequences on the distributive nature than to the 
quantity of efficiency which is low. For example, an individual who earns an income may find it 
unfair to exchange efficiency for equity. This could be the case of suplimentary taxation with the 
purpose to cover unemployment allocations. The higher taxation, the lower the motivation and 
efficiency of the one who works. Moreover, it is well known that if the state support in case of 
unemployment is high, the motivation to search for a work place decreases. For these reasons, when 
discussing the equity-efficiency relation, the implications of different programmes should be known 
and a balanced solution should be identified since it is obvious that a radical measure which would 
bring advantages to one side is impossible. Therefore, the pure calculus reasoning, according to the 
efficiency principle – which is meaningful only if compared to a given purpose – becomes nonsensical 
at the level of public programmes due to the fact that what is efficient to an individual or group of 
individuals turns inefficient to another. Consequently, efficiency will never be used as a utilitarian 
criterion in public policy [12]. 
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According to Huerta de Soto (2011), all these issues hardly seize the fundamental criticism which 
should be brought against neoclassical efficiency, i.e. the fact that economic efficiency within 
conventional approaches, including within welfare economics, is focused on its static dimension. It is 
assumed that purposes and resources are set and stable, and that the problem will be solved either by 
minimizing consumed resources or by maximizing purpose. This approach ignores the fact that the 
economic agent or the economic system has the capacity to impel the whole activity through its ability 
to search, discover and eliminate inconsistencies by means of creativity and entrepreneurial 
coordination. Human action itself, materialized in the entrepreneurial function can be defined as the 
ability to discover, see new gaining opportunities and exploit them accordingly. From this perspective, 
the efficiency concept oriented towards minimizing input or maximizing output appears once again as 
nonsensical since it refers to a continuous transformation through creativity, information, and 
entrepreneurial coordination which constantly rectifies initial errors [6].  
 
Thus, within the Austrian School, the static efficiency concept is replaced by the dynamic efficiency 
one. The latter is defined by the ability to impel and constantly improve activity, the flair to discover 
new gaining opportunities or to rectify initial errors through entrepreneurial coordination. As Kirzner 
insists, the dynamic efficiency concept is described as free of any value judgment since, when an 
increase in efficiency is sought, the mere favouring of the free entrepreneurial function is sufficient. 
Moreover, the analysis of efficiency from a dynamic perspective enables a comparative assessment of 
various alternatives and a clearer argumentation of decisions, according to the private logic of 
maximum profit or minimum cost.  The entrepreneurial function will consist in constantly discovering 
new means and purposes. The entrepreneurs will always be willing to follow those particular 
objectives which enable greater gains as well as the ability to acquire the results of their own 
creativity. 
  
From the social ethics point of view, the dynamic efficiency concept suits economic liberalism, 
founded on private property. And indeed, if the fundamental right to acquire the fruit of our own 
creativity were not respected, the motivation to seek for new gaining opportunities would disappear 
and efficiency would be blocked.  We thus notice that the welfare economists’ famous dilemma 
regarding the trade-off between efficiency and equity is a false one since the judge position adopted by 
the governnment inevitably leads to the weakening of the motivation to continuously improve the 
means of achieving efficiency (i.e. the movement of the maximum production possibilities curve 
towards the right). Simultaneously, the state’s coercive intervention to fight poverty, for example, 
suffocates human (otherwise natural) drives towards solidarity, altruism or voluntary cooperation to 
help the ones in need.  This is why what is ethical can not be considered inefficient while what is 
efficient can not be unjust.  This represents a profoundly humanist perspective since it regards both 
ethics and efficiency as facets of the same thing, thus allowing a unitary approach of social problems 
[5]. 
 

3. Some Considerations on the Methodological Perspectives of Economics 
As we have shown in the introduction, the dominant economy economists aim to achieve objective 
knowledge by means of modeling, formalization, organization and regulation of human behaviour. At 
the same time, due to these regularities, economists enunciate behaviour rules and thus they can 
deduce rigorous structures and formulate reality transformation ideals, in accordance to precise 
theoretical models. What is disturbing within this search for behaviour rules is the tendency to 
standardize behaviour, skills, motivations, i.e. to judge people in a detached scientific manner which 
may actually result in treating them as mere objects [1]. As far as authentic scientific objectivity 
(which implies being truly in accordance to reality) is concerned, the respect for human nature would 
impose some limitations in terms of behaviour rules. Bertlot Brecht believed that art is not just a 
mirror reflecting reality but a tool which models it; in the same manner, the theories issued by the 
dominant economics model people’s conscience, language and behaviour because man always relates 
to the dominant ideologies, values or beliefs.  
 
For these reasons, by contrast with positivists, from a liberal position, the Austrian School 
representatives affirm the impossibility for human conscience and intellect to be reduced to a given 
state or to predetermined projects. The reality of human action is understood by introspection as well 
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as by means of contact with the other human beings in their activity.  Once people exert their free will 
in the world, their behaviour could by no means be measured in historical quantitative „laws” [8]. 
 
After the relativity theory revolution, both physics and philosophy began to accept the idea of creative 
time, the irreversible character of evolution, the tendency towards instability, the rhythmic time of 
structures and indetermination of evolution. In this way, the opposition between what scientists said 
and what everybody knew, or the opposition between science and the rest of the cultural world, 
representative for the beginning of the 20th century, became undistinguishable [11]. However, in 
economics, researchers remained loyal to the rationalist tradition and to determinism for the greatest 
part of the 20th century. The only exception to the rule is the Austrian School with Hayek’s catallactics 
and Mises’s praxeology. The Austrian School’s representatives rejected the positivist ideal of taking 
into consideration the model established by natural sciences as the supreme and unique ideal to 
reasonably understand reality, and considered that understanding – just like psychological concepts – 
has a greater capacity to cover the human phenomenon than explanation, either causal or teleological. 
Understanding is seen as directly related to intentionality and will, with a wider field of forms of 
reasoning, with a semantic dimension of human relationships but also with a degree of empathy 
between researcher and subject since it is the first who enables the understanding of thoughts, feelings, 
the deep motivations as well as the true nature of the actions performed by the latter (subject).  This 
approach of man as a whole does not represent a threat to the scientific character of economics but, on 
the contrary, it constitutes a premise for an increase in credibility since it can confirm the economists’ 
predictions on economic agents’ behavior and, at the same time, it can contribute to everyone’s 
welfare.  
  
From the efficiency concept perspective we have just analyzed, this methodological dispute can be 
summarized in the following questions: how do we choose what is truly efficient? and who has the 
right to make certain decisions? As we have shown in the above paragraph, people’s divergence on 
what is efficient or inefficient is related to disagreements in terms of relative importance, of different 
relative values they attribute to different alternatives as well as to differences related to the distributive 
consequences of a decision. Thus, by including value or ethical judgments within efficiency judgments 
we do not give up on the scientific character of economics but, by accepting people’s right to 
difference of opinion and freedom, we approach the solution of a controversy which seemed otherwise 
endless [4]. Efficiency in itself is not worth being pursued if there is a risk of making people’s lives 
miserable as is the case when, in the name of efficiency, a project which can contribute to the 
economic growth (copper or gold mining) but not to the economic development (the view, fishing, 
woods, clean air and water compromised or even destroyed) of an area is accepted. Austrian thinkers 
argue that within a liberal economic system, based on clear property rights, people will dedicate to 
those particular activities which promise the achievement of some superior values and they will, in this 
way, be efficient because only what is more valuable is efficient. Actually, the Austrians’ discourse 
does not consist in a criticism against rationality and efficiency but against the social constructivism 
created in their name.  It is the liberal social ethics exclusively which can support efficiency for only 
what is morally solid and in accordance to the state can be efficient.  
 

Conclusions 
Rationality, easier to accept at the micro level is replaced at the macro level by reasonable. At the 
governmental policy level, although the rational calculus is theoretically possible (complete character 
of information on objectives and resources) the decision making process is determined by the moment 
(electoral purpose) and political compromise (political arrangements, social risks, unions, military 
factors and external risks etc.). Mises considers that the economic calculus in monetary terms does not 
match the extent of the tasks attributed to it to build a perfect world. Alexis de Tocqueville stated in 
Democracy in America that “there is no country where anything can be ensured by laws or where 
political institutions can ensure a replacement for common sense and public morality”. This means 
that government policies do not represent a solution to all social problems which may occur and 
common sense, public responsibility and moral education can not be replaced by any law although 
they can be alleged as true. Only ethical principles can constitute assessment criteria for our decisions. 
Economic efficiency is not independent from values and therefore, it can not serve as a basis for public 
decisions or function as a substitute for ethics. On the contrary, ethics must constitute the guideline 
and ultimate criterion for any efficiency judgment.  
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