
our textbooks unintentionally encourage, with unfortunate effects on
advice given to government departments.

Let me illustrate the principle of multi-level margins with an example,
that will serve also as the basis of a critique of conventional investment
criteria. Suppose we have any large economic operation, say the
Alaskan oilfield exploitation. This requires an initial decision that
Alaskan oil is worth exploiting. Once this decision has been taken, a
mass of consequential choices and decisions of an incremental or
marginal character follow, relating to drilling equipment, means of
transportation, housing, pipe, pumps, supply of food and of building
materials, etc. etc. etc. Each of these, in turn, can be sub-divided into its
component parts. This represents a hierarchy, conceptually and
administratively. Our textbooks generally imply that a marginal deci¬
sion within this multi-level hierarchy of margins is taken by reference to
the market. We sometimes remember the work of Coase and of
Williamson, we are aware that within the firm activities are adminis-
tered. What is seldom adequately stressed is that a wide variety of
marginal decisions, whether on allocation of resources or on invest¬
ment, are taken within contexts, that they only make sense within a
network or pattern of other decisions. Given that Alaskan oil is being
developed, there must be a pipeline (or tankers) to move the oil, housing
miLSt be built, pumps must be installed, and so on. The question is not
whether but what, or how. The "marginal cost" of not providing an
essential part of a complex is the loss of the whole Output of the project.
Just as a prolonged strike of twenty men at a car component plant could
cause the loss of millions of pounds. (What, then, is their marginal
productivity?).

Then do we distinguish sufficiently clearly between the authentically
"micro" decision (e. g. whether a producer in a competitive environment
should increase the Output of a given product) and the rather different
Situation relating, say, to energy policy, or the future of the steel
industry? These matters are neither macro nor micro. Yet major
decisions by nationalized industries, in Britain especially, fall into this
intermediate category (mezzo-economics?).

It is clear from a study of Soviet experience that these problems do
not disappear if the entire economy is placed under a central planning
authority. In the place of market or commercial criteria, enterprises are
guided by obligatory plan targets. In theory these targets embody the
needs of society, and the means to meet Output targets are administra¬
tively allocated. In practice central instructions are inevitably aggreg-
ated, and, because they issue from different government Offices, are
inevitably inconsistent and contradictory. A large book can easily be
fllled with quotations from the works of Soviet economists which show
how hard it is to devise efficiency criteria, and how the plan targets give
rise to undesired and frequently perverse results. Thus a plan target
expressed in tons penalises economy of metal; construction enterprises
fulfil plans in terms of roubles of expenditure, and thus prefer expen-
sive inputs; retail trade achieves higher "productivity" by having
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