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(A)

In the spring of 1899 William Miller persuaded three members of his Brooklyn
prayer group to invest their money with him, promising them unearthly
returns. He would pay a dividend of 10% per week, plus a commission for
each new investor they could recruit. Soon, William “520%” Miller was drawing
throngs of depositors to his door. So “great was the crush”, by one account,
his staircase eventually gave way. Miller attributed his success to “inside
information”. But his real method was made famous 20 years later by the man
who perfected it, Charles Ponzi.

Ponzi schemes like Miller’s pay a return to early investors with money raised
from later ones. When they run short of new contributions, they collapse. A
scheme as generous as Miller's cannot last long. But what if the promises were
less extravagant and the repayment intervals less tight? What if, for example,
a scheme asked investors for money in their younger years in return for a
payout in their dotage? Over that time scale, a Ponzi scheme need not limit its
recruitment efforts to the people alive when it begins. It can repay today’s
contributors with money from future participants not yet born. And since the
next generation is never likely to be the last, the chain could, in principle,
continue indefinitely. Barring a catastrophe, new marks will be born every
day.

This intergenerational logic lies behind the “pay-as-you-go” (PAYG] pensions
common in many countries. People contribute to the scheme during their
working lives, and receive a payout in retirement. Many people fondly imagine
that their contributions are saved or invested on their behalf, until they reach
pensionable age. But that is not the case. The contributions of today’s workers
pay the pensions of today’s retirees. (a) The money is transferred between
generations, not across time.

America’s Social Security, for example, is largely pay-as-you-go. (b] For this
reason, its critics often compare it to a Ponzi scheme in order to discredit it.
But the comparison can also work the other way. If Social Security—a
venerable entitlement that has spared millions from penury—bears some
resemblance to a Ponzi scheme, then perhaps Ponzi principles are not always
as diabolical as the name suggests.

In some cases, those principles might indeed redound to everyone's benefit.
One such scenario was sketched by Paul Samuelson of the Massachusetts
Institute of Technology in 1958. His thought experiment is easiest to
understand when recast as an island parable. The island in this parable is
home to unusually tall cacao trees, hungry people, and little else. Only the
young can climb the trees and pick the fruit, which must be eaten quickly
before it spoils in the hot sun. And only two generations (young and old) are
alive at the same time.

On such an island, the elderly have no way to provide for themselves. They are
physically incapable of picking fruit. They cannot buy fruit from the young,



because they have nothing to offer in exchange. Nor can they live off any cacao
pods saved from their youth, because their stockpile will have rotted by the
time they are old. There are no durable, imperishable assets that might serve
as a vehicle for their thrift.

The solution, of course, is an intergenerational Ponzi scheme. The young give
fruit to the old on the understanding that the next generation will do the same
for them when they grow frail. In effect, the young lend to their parents and
collect repayment from their children. In so doing, they serve as a link between
two generations that never otherwise coexist.

[c] The scheme works, Samuelson pointed out, only because “new generations
are always coming along”. If reproduction were ever to cease, the last
generation would get nothing out of the scheme. Knowing this, they would not
put anything in, But their failure to confribute would also deprive the
penultimate generation of a payout, leaving them no reason to take part either.
Any anticipated fisture break in the chain causes the whole thing to uncouple.
If the scheme must ever end, it cannot even start.

William Miller’s proto-Ponzi scheme lasted less than a year. His banks closed
his accounts and newspapers hounded him. He fled to Canada before the
police eventually caught up with him. But he never actually ran out of
investors. Even as he was escaping the country, envelopes addressed to his
syndicate piled up at the post office, filled with contributions from the next
generation of believers.
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Kicking the can down an endless road, The Economist, Aug 31, 2017.
Reproduced with permission of The Economist Group Limited. (—BckZr)
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(B)

We lve in a world of unprecedented opulence, of a kind that would have
been hard even to imagine a century or two ago. There have also been
remarkable changes beyond the economic sphere. The twentieth century
has established democratic and participatory governance as the
preeminent model of political organization. Concepts of human rights and
political liberty are now very much a part of the prevailing rhetoric. People
live much longer, on the average, than ever before. Also, the different
regions of the globe are now more closely linked than they have ever been.
This is so not only in the fields of trade, commerce and communication,
but also in terms of interactive ideas and ideals.

And yet we also live in a world with remarkable deprivation, destitution
and oppression. There are many new problems as well as old ones,
including persistence of poverty and unfulfilled elementary needs,
occurrence of famines and widespread hunger, violation of elementary
political freedoms as well as of basic liberties, extensive neglect of the
interests and agency of women, and worsening threats to our environment
and to the sustainability of our economic and social lives. Many of these
deprivations can be observed, in one form or another, in rich countries as
well as poor ones.

Overcoming these problems is a central part of the exercise of
development. We have to recognize, it is argued here, the role of freedoms
of different kinds in countering these afflictions. Indeed, individual agency
is, ultimately, central to addressing (d] these deprivations. On the other
hand, the freedom of agency that we individually have is inescapably
qualified and constrained by the social, political and economic
opportunities that are available to us. There is a deep complementarity
between individual agency and social arrangements. It is important to give
simultaneous recognition to the centrality of individual freedom and to the
force of social influences on the extent and reach of individual freedom. To
counter the problems that we face, we have to see individual freedom as a
social commitment. This is the basic approach that this work tries to
explore and examine

(e) Expansion of freedom is viewed, in this approach, both as the primary
end and as the principal means of development. Development consists of
the removal of various types of unfreedoms that leave people with little
choice and little opportunity of exercising their reasoned agency. The
removal of substantial unfreedoms, it is argued here, is constitutive of
development. However, for a fuller understanding of the connection
between development and freedom we have to go beyond that basic
recognition [crucial as it is). [f] The intrinsic importance of human
freedom, in general, as the preeminent objective of development is strongly
supplemented by the instrumental effectiveness of freedoms of particular
kinds to promote freedoms of other kinds. The linkages between different
types of freedoms are empirical and causal, rather than constitutive and
compositional. For example, there is strong evidence that economic and
political freedoms help to reinforce one another, rather than being hostile
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to one another (as they are sometimes taken to be). Similarly, social
opportunities of education and health care, which may require public
action, complement individual opportunities of economic and political
participation and also help to foster our own initiatives in overcoming our
respective deprivations. If the point of departure of the approach lies in the
* identification of freedom as the main object of development, the reach of
the policy analysis lies in establishing the empirical linkages that make
the viewpoint of freedom coherent and cogent as the guiding perspective of
the process of development
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[High]
Amartya Sen, Development as Freedom , pp. xi—xii, copyright © 1999 by Amartya Sen.
Reproduced with permission of the author.
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