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The Commonsense of Opportunity Cost 
Dhiresh Bhattocharyya 

THE discussion between Messrs 
Sen and Sr inivasan in the 

columns of the Economic Weekly 
(September 29 & October 13) provides 
an occasion for some r e - t h i n k i n g on 
the doctrine of oppor tuni ty cost. T w o 
definitions of oppor tuni ty cost have 
emerged f rom t h a t discussion. The 
f i rs t refers to the m a r g i n a l product 
of a fac tor in an a l te rna t ive occu-
pat ion; by a lmost unanimous consent 
th is is t aken to be n i l or negligible 
for newly employed indus t r i a l w o r k 
ers in overpopulated ag r i cu l tu ra l 
countries. The second definit ion Is 
concerned w i t h the compensation 
wh ich must be received by a factor 
if i t is to continue to offer i ts ser
vice to a f i r m ; it is the m i n i m u m 
supply price tha t must be offered to 
a factory to keep it in its e x i s t i n g 
occupation. The former has figured 
prominen t ly in discussions of the so
cial costs of w i p i n g out so-called 
disguised unemployment In under- 
developed countries, whi le the la t t e r 
seems more relevant for the prac
t ica l question as to whether new 
firms w i l l a t a l l g row up to take 
rare of the unemployed workers of 
the country . 

In a f u l l y employed economy, 
where a l l incomes are based on con
siderations of p roduc t iv i ty the t w o 
definitions tend to coincide. A n y 
lack of coincidence has to be ex-
plained., in such situations, either by 
reference to economic f r i c t ion or in 
terms of the special a t t achment 
which par t i cu la r occupations m a y 
have for specific groups of factors. 
The m i n i m u m supply price of factor 
X to occupation 1 m a y be higher 
than what i t m i g h t earn by alter
native use in occupation 2. In such 
a. case, the doctrine of oppor tuni ty 
cost, t aken l i t e ra l ly , fa i l s to satisfy. 
The cost of the fac tor X to occupa
tion 1 is something more t han w h a t 
i t m i g h t earn or produce in an al ter
native use, for example, in occupa
tion 2. The doctr ine Is salvaged by 
broadening the defini t ion of cost so 
as to include the. "net' advantages" 
of different k inds of occupations. 
The cost of a factor to an indus t ry 
i s the value of w h a t i t m i g h t produce 
elsewhere minus (or plus) the net 
advantages ( to disadvanges) of 
this pa r t i cu la r occupation as com
pared w i t h i ts r iva ls . 

In a society where Incomes are not 
based on a s t r ic t va lua t ion of the 
m a r g i n a l product, or where doles 
const i tute a source of l ive l ihood fo r 

some people, the relat ion between 
the two definitions is v i r t u a l l y snap
ped. The m i n i m u m supply price of 
labour to a" new firm m a y be equal 
to the f u l l indust r ia l wage. This 
is higher t h a n what labour Is cur
ren t ly 'earning' in agr icul ture (his 
barest subsistence needs). T h a t in 
t u r n is higher than what he c o n t r i 
butes to product ion in his exis t ing 
occupation. The difference between 
the labour cost to indust ry and the 
current earnings of labour in the 
r u r a l areas has to be explained, 1 
presume, by reference to the same 
non-economic factors as, were refer
red to in the previous paragraph. 
(There m a y be other explanations in 
terms of ins t i tu t iona l obstacles to 
the m o b i l i t y of labour, the existence 
of heterogeneous groups among r u r a l 
workers , e tc) . On the other hand. 
the difference between labour camp
ings in agr icul ture and the marg ina l 
product of the labourer has to be 
explained in terms of the ins t i tu 
t iona l peculiarities of pre-capital ist 
agr icul ture . 

H o w does the doctrine of opportu
n i t y cost emerge out of this ordeal? 
The cost of labour to an indus t ry Is 
now equal to the value of its al ter
nat ive product ('nil or negligible by 
a l l admission) supplemented up to 
the cost of subsistence (according 
to r u r a l standards) plus the differ
ent ia l advantage of rural l i v ing as 
it. appears to the labourers them
selves. The re la t ion between the 
t w o definitions w i t h which we s tar t 
ed is no longer as self-evident as it 
was in our example of a fu l ly em
ployed capital is t society. B u t given 
the in s t i t u t iona l structure of r u r a l 
society and the peoples' a t t i tude to 
indus t r i a l work , the two definitions 
are not. ent i re ly unrelated. Once 
aga in the doctrine has to be salvage 
ed, i f a t a l l , by broadening the defi
n i t i on so as to include in the dis
placed a l te rna t ive the cost of the 
i ndus t r i a l workers. 

One n a t u r a l l y loses f a i t h in a doc
t r ine w h i c h changes i ts character so 
frequently. Doubts have been ex
pressed regard ing the appl icabi l i ty 
and relevance of the doctr ine in the 
theory of economic g r o w t h . If one 
st icks to the f irs t definit ion of op
p o r t u n i t y cost as the value of the 
a l te rna t ive product, tha cost is n i l , 
and the case for us ing up as much 
of t i le labour as possible in h igh ly 
labour-intensive occupations seems 
to be irresist ible. B u t the cost of 

labour, or to put i t more laboriously, 
the cost of p rov id ing employment to 
the unemployed is equal to the f u l l 
industr ia l wage which, as we have 
seen is equal to the cost of subsist
ence plus the different ial considered 
necessary by the labourers. Sha l l 
we adopt the second definit ion and 
say tha t the cost of employing lab
our is nothing but the oppor tun i ty 
cost as so defined? The fo rmer 
seems to be barren of a l l p rac t ica l 
significance, while the la t ter looks 
suspiciously l ike circular reasoning. 

To get out of this dilemma, one 
ran do no better than go back to 
first principles. The doctrine of op
po r tun i t y cost, in the hands of its 
or iginators , was a device for show
ing fo r th the relat ion between pr ivate 
and social costs, Where a factor is 
capable of being used in two ways, 
its social cost in the first, use is 
measured by the value of its alter
native product in the second. In 
this case the supply price of the 
fac tor to the first indus t ry reflects 
the value of the "displaced a l te rna
t ive ' . In terms of our two defini
tions, we can say tha t the second 
definit ion is a construct based on the 
first wh ich represents the essence of 
the social cost of producing the par
t icu lar product. Where no such 
a l ternat ive use is possible, the social 
cost is no longer the cost of a dis
placed a l te rna t ive : the supply price 
of the factor ceases to deserve the 
name 'oppor tuni ty cost', since no 
oner oppor tuni ty of production exists. 
W h a t does the supply price stand 
for? Does it reflect any social cost? 
I believe it does. 

The min imum supply price of the 
disguised unemployed comprises, as 
we have seen, the cost of r u r a l sub
sistence and a different ial . The for 
mer is a fixed social ob l iga t ion and 
is discharged by the fami ly , the 
State, or some other agency. The 
la t te r is embedded In the exis t ing 
system of va lua t ion of the commu
ni ty . An employer who provides 
useful employment to the unemployed 
taKes overdue former obl igat ion and 
has to pay an addi t ional penally for 
invest ing in an indus t r ia l ra ther that 
an agr icu l tu ra l process. His pr ivate 
cost is a reflection of two separate 
social costs the cost of ma in t a in ing 
the unemployed and the cost of i n 
t roducing an indust r ia l process in a 
predominant ly r u r a l society, 'Neither 
of these is an oppor tuni ty cost, in 
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the correct sense of the t e r m . B o t h 
of these are, however; real social 
costs involved in an i ndus t r i a l invest
ment process. The ancients w o u l d 
h a w called them the costs of accu
mula t ion , of building" up the wages 
fund, and such costs would , in a 
Smi th i an economy, be accompanied 
by an addi t iona l i tem, viz, a rise in 
'prof i t ' . A rise in profit, if effective, 
would have t ransfer red to the hands 

of the would-be employer a sufficient 
command over wage-goods to enable 
h i m to g ive useful employment to 
labour. In so far as the previous 
consumption of the disguised unem
ployed can be thus channelled i n t o 
the wage fund , the cost of p r o v i d i n g 
employment is not w h o l l y a net cost. 
Hut a cer ta in addi t iona l social cost 
must a lmost a lways be invo lved in 
c rea t ing fresh employment fo r the 

disguised unemployed. Even in the 
l i m i t i n g case where labourers agree 
t o w o r k i n i ndus t ry fo r the r u r a l sub
sistence and the whole of the pre
vious consumption can be recovered, 
add i t iona l social cost is involved ' In 
o rgan i s ing the fiscal and other neces
sary ar rangements (e g t r a n s p o r t ) . 
A g a i n s t th is add i t iona l cost we have 
to set the add i t iona l product f r o m 
the new employment . 
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