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Social Choice and Distributive Justice

1. Introduction

The topic of distributive justice is obviously important for its own sake in a world of poverty,
hunger and other manifest forms of distributive injustice. But I believe it is particularly
important now because it is in danger of falling out of fashion. The political leaders of
America especially and of Britain and Russia too appear to value nuclear weapons more
than food for the poor in their own countries, let alone for the poor in the third world.
China’s new economic mechanism and responsibility system seem explicitly designed to
promote inequality, although there the anticipated benefits of increased efficiency may be
more widely shared. In Italy I do not know if it has been claimed that the self-employed
face better incentives to be efficient if they can expect to continue evading taxes, but I

should not be surprised if some of the self-employed have suggested this.!

2. Distributive Justice

So distributive justice is important in policy analysis, even if only because its neglect has
consequences which many people find obnoxious. But what is distributive justice? Absence
of poverty? Equality?

Consider each of these in turn. Absence of poverty is clearly desirable, but unattainable.
“The poor are always with us.” This is partly because it seems beyond our collective capacity
to eliminate widespread starvation in the world, let alone real poverty. But even if we could,
there are bound to be some people poorer than others, who are then relatively deprived, in
the sense explored in the extended study by Runciman (1966). That is, they are likely to
fall below the poverty line in the society, because that line would never be drawn so low as
to exclude everyone. According to this view, therefore, only with complete equality would
there be absence of poverty.

What of equality? As the Chinese leaders are now openly admitting, this is unlikely to

be desirable even if it is possible.

1 I understand now that in fact some of the self-employed came out on strike [during 1984
and 1985] against the drive to enforce the tax laws in Italy. This is a new twist to “supply-side
economics”! [Added in 1995] Obviously, this introductory paragraph has become somewhat dated
during the last ten years, but the issues seem no less relevant today.
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So that I can draw a diagram, let me pretend that there are only two classes of individ-
uals, A-people and B-people, whose representative real incomes are y and y? respectively.
The A-people happen to be more skilful and productive than the B-people, so laissez faire
leads to L in Figure 1. Under certain assumptions which are implicit in the case for lais-
sez faire, this maximizes total income. At L, the A-people are much better off than the
B-people; indeed, as in some of the examples of Coles and Hammond (1995), the B-people

may even be unable to earn enough to survive, though that is extreme.

Figure 1

Defenders of laissez faire, if they worry about distribution at all, must also assume
(though most do not realize it) that redistribution of income is costless. Then one can move
along the line LF' to a point F (first-best) with complete equality and efficiency. In practice,
however, redistribution is only possible through “distortionary” taxes, and so moves from
L can only take place along a curve as indicated by LJyJoF. So, if equality is insisted on,

the best that is possible is E, where total income has been greatly reduced.

To many of us (though not perhaps to the philosopher Rawls, author of A Theory of
Justice), E is too extreme, just as L was in the other direction. A compromise at a point
like J1 or Jo seems very desirable. But which J? And is there some theory which can be
used to explain why a point like J is desirable while F and L are undesirable? Or must
we rely solely on moral intuitions (which are apparently rather unreliable in this context,
because so many different opinions are heard, not all of which can be dismissed as disguised

self-interest).



3. Revelance to Project Evaluation

Such questions may seem too remote and philosophical to be of interest to practical decision
makers. But they are actually rather important for them too, I believe. They evaluate
projects, using techniques such as cost-benefit analysis. Take a project which produces a
major scientific breakthrough, but under laissez faire lowers the wages of the (unskilled)
B-people because their labour is in less demand. Total income increases. Is the project
good? Answer — yes if there is no cross-over point (because L'E’ lies entirely above LE in
Figure 2) or if the crossover point P lies to the left of J (as illustrated); no if P is to the
right of J, generally speaking. If equality is valued enough, the extra costs of achieving the
desired degree of equality, starting from L’ as opposed to L, may exceed the extra benefits

of L'. The necessary tax distortions may be greater.

Figure 2

4. Social Choice Theory

The choice between different points in the set of feasible income distributions is one of the
topics covered by social choice theory. This is the subject that I shall be discussing for most
of the rest of this lecture. Social choice theory is about objectives, or norms, for public
decision making. Hence the title of my paper “Consequentialist Social Norms for Public
Decisions” (see Hammond, 1986).2 The very term “social choice” comes from Kenneth

Arrow’s Social Choice and Individual Values, of which more shortly. The objective, or norm,

2 This companion paper was distributed to the discussants at the conference, and its Italian
translation was later published in Sacconi (1986, ch. 2, pp. 60-88).
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provides a rule for selecting one or more decisions from any feasible set. For example, it

will select points from any redistribution frontier.

The objective may be representable as what economists call a Bergson social welfare
function (after a famous article by Abram Bergson in 1938), which is to be maximized over
whatever decisions are feasible. But it may not be, as the first objective I shall discuss is

not.

5. Pareto Satisficing and Project Evaluation

In economics, one allocation of goods and services to individuals is said to be Pareto superior
to another when all individuals get something they prefer — or, at least, nobody gets
anything worse and somebody gets something they prefer. An allocation is Pareto efficient

if no other allocation is Pareto superior.

The Pareto satisficing rule (which Sen (1970) calls the “Pareto extension rule”) simply
selects all the Pareto efficient allocations among those that are feasible — the whole of
the redistribution frontier in Figure 1. It is therefore completely silent on the issue of
distributive justice, and completely indifferent to the sufferings of the poor except in those
cases where the rich gain as well as the poor if those sufferings are alleviated. This makes
it ethically repugnant, in my view.

Nor is it very helpful. For the project considered earlier, when the curves cross the
Pareto criterion cannot tell us whether the project is good or bad. It cannot determine
whether society is better off with the project or without. This remains true despite the
many attempts economists have made to escape from this indecisiveness by devices such
as compensation tests — originated, apparently, by Enrico Barone (1908), though more
commonly ascribed to Lord Kaldor (1939) and Sir John Hicks — see the articles the latter
published during the years 1939-1946 that are reprinted in Part 1T of Hicks (1981).3 If we
start at O in Figure 3 it is true that the project lets us go to P which is Pareto superior.
But Pareto satisficing after the project is introduced lets us go to R. This is Pareto inferior

to having no project at all but moving from O to Q.

3 For an assessment of Barone’s earlier contribution, see Chipman and Moore (1978). For some
later work on this topic, see Hammond and Sempere (1995), and the references included therein.
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Figure 3

Economists have made several attempts to escape from such indecisiveness by de-
vices like the Barone-Kaldor—Hicks compensation tests. A logically consistent escape is the
wealth maximization approach discussed in Section 8 below. Yet even this depends on the

choice of a reference price ratio, so really there can be no escape.?

6. Inconsequentialism of Pareto Satisficing
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Figure 4

Another problem with Pareto satisficing is that it becomes important to consider when
decisions are made and in what order — as well as what consequences they have for peo-
ple. More precisely, the structure of the decision tree matters, as well as consequences,
as illustrated by the two decision trees in Figure 4. These two trees are “consequentially

equivalent” and yet Pareto satisficing behaviour produces quite different consequences.

4 The last sentence has been expanded for this 1995 version.
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Write B(n) for the set of nodes immediately succeeding n that can be reached as a
result of suitable behaviour or decisions. Let us consider what results from behaviour that

deems any Pareto efficient outcome to be acceptable.

In the right hand tree, B(n() = { P,@ } because only these two are Pareto efficient. In
the left hand tree, B(ny) = { P, R} and B(ns) = { O, Q } because we are considering only
Pareto efficient redistribution. This makes it hard to advise on behaviour at ng, since the

ultimate consequences are unpredictable. There are three possibilities:
(i) B(ng) = {n1} and the consequences are { P, R };

(ii) B(ng) = {n2} and the consequences are { O, Q };

(iii) B(ng) = {mni,n2 } and the consequences are { O, P,Q, R }.

In no case is the set of possible consequences { P, @ }, as in the set on the right.

7. Consequentialism and Ordinality

So the Pareto criterion makes policy recommendations depend crucially on the structure of

the decision tree as well as upon consequences.

structure of decision tree
and consequences
of terminal nodes

set of feasible set of consequences

consequences > of behaviour
consequence

choice function

Figure 5

This flaunts a fundamental tenet of rational behaviour that actually lies behind most
of the postulates which John Harsanyi was using in his discussion of game theory in the
preceding lecture at this conference.® This tenet holds that good decisions are those which
ultimately produce good consequences for people, regardless of when decisions have to be

taken at different points of a decision tree. So in two trees which are consequentially

5 That lecture was on “Rationality and Strategic Behavior.” [Added in 1995] The chapter later
published in the conference volume, Harsanyi (1986), was somewhat different.
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equivalent, as the two shown in Figure 4 are, behaviour should also be consequentially
equivalent — i.e., lead to identical consequences. With a little more formalism, there
must be a consequence choice function making Figure 5 complete: so that behaviour in
any decision tree (including any continuation subtree) must be equivalent to choosing the
consequences of behaviour from the feasible set of consequences of possible behaviour. This

is the tenet or “pre-axiom” that I call consequentialism, following the moral philosophers.

Hence, Pareto satisficing violates consequentialism. Under the two additional assump-
tions that behaviour is well defined for all finite decision trees, and that it is dynamically

6

consistent in subtrees,” consequentialism is also violated by any behaviour that does not

correspond to the ordinal choice of consequences in the following sense. First, there must
exist a binary preference relation R on the given domain of consequences Y which is an

ordering because:
(i) R is reflexive (y R y, for all y € Y);
(ii) R is complete (y R zor z Ry, for all y,z € Y);
(iii) R is transitive (z Ry and y R z imply = R z, for all x,y,2z € Y).

Second, give any (finite) set Z C Y, the choice set of consequences must be

CZ)={yeZ|yRz(allzeZ)}

— i.e., the set of consequences which mazimize R over Z.

6 These two extra assumptions were not made explicit in the 1985 version. As explained in
Hammond (1988a, 1996), it is required first that B(n) be defined and non-empty at every decision
node of every finite decision tree. Second, dynamic consistency requires B(n) to be the same,
whether n is regarded as belonging to the whole decision tree, or to a (continuation) subtree that
contains n — indeed, that is one reason for omitting the tree as an argument of B(n).
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8. Wealth Maximization

Both Arrow’s approach to social choice and Pareto satisficing have been popular with
economists (though not necessarily with Pareto and Arrow) because they avoid interper-
sonal comparisons of the kind needed to trade off one person’s gains against another’s losses.
Such interpersonal comparisons, as Robbins pointed out, involve “unscientific” ethical value
judgements, and economists like to pretend that they are scientists, even when discussing

what policies are appropriate (as opposed to analysing the effects of policies).

In Chicago, economists have another way of doing “science” which gives a social or-
dering. Harberger (1971) and Posner (1981) especially have advocated maximizing total
wealth, measured in dollars, of course. The theoretical underpinnings of this wealth maxi-
mization criterion can be found in Chapman and Moore (1980), and Posner’s book receives
extensive discussion in Hammond (1982). The criterion is crude ethics indeed, valuing the
extra dollar spent by a wealthy man on a better cigar as much as the extra dollar’s worth
of medicine needed to save the life of a sick child. It always selects the laissez faire point in
Figures 1 and 2, and always will as long as wealth is measured relative to a fixed reference
vector of prices which emerge in competitive markets. Moreover, it does not avoid making

interpersonal comparisons; rather, it values people by their wealth. Plutocracy!

9. Consequentialist Social Norms and Ethical Liberalism

I am going to present a model of a society that permits interpersonal comparisons; then
I shall claim a generalized version of Arrow’s famous impossibility theorem. I shall be
concerned with consequentialist norms which, for every decision tree with consequences in

a given space, specify behaviour as a function of the tree (and of its consequences).

The choice of who is to live in the society, and of how many people there should be,
is actually quite a bit more complicated than has generally been realized. So I shall leave
this question for later analysis,” and simply assume a fized finite set of individuals M.
Each individual i € M has a variable characteristic 6; € ©; which determines his or her

preferences and needs (including, of course, whether it is his or her!).

7 [Added in 1995] Some discussion can be found in Hammond (1988b, 1992, 1996). In Hammond
(1991b), I argue that interpersonal comparisons are revealed by the ethical choice of persons’
characteristics.



Individual i’s personal consequences are the pairs (x;,0;), elements of the Cartesian
product set X; x ©;, where z; is for economists a consumption vector (which includes
access to public goods, the effects of the environment upon i, etc.).

Let XM :=T],cpy Xiand © :=T], .\, ©;. ThenY := XM x©M is the relevant space
of consequences. The social norm [ is defined for all decision trees with consequences in Y.
It is consequentialist, so there is a social ordering R on Y. In addition, it induces a norm
B; on decision trees with consequences in the set X; x ©; x {(%;,0;);;} for every i € M
and every fixed (Z;,0;);z;. There is an associated conditional ordering R;({Z;,0;);.i) on
X; X ©;. A natural assumption is that X; and ©; are defined broadly enough to include
everything of consequence to i, so that 3; — and so the associated preference ordering R; —
are actually independent of (z;, §j> j#i- Thisis a “liberalism” assumption — the social norm
coincides with the individual norm (; for all personal decision trees with fixed consequences
except those concerning 4. I call it ethical liberalism.® Notice that ethical liberalism actually
implies the following strict Pareto condition (P*):

(i) if (z4,0:) R; (%;,0;) (all i € M) then (2™, 0M) R (zM,0M);
(ii) if (i) is true and if (z;,60;) P; (Z;,0;) (some j € M), then (xM,0M) P (zM M),
M M)

It also implies that, if there is a Bergson social welfare function W (z which represents

R, then U;(z;,0;) = W (z;,0;,(Z;,0;) ;i) represents R; (for any fixed (z;,0;);2;) and there

is a strictly increasing function F : R — R such that

Notice too that each R; is an “extended” ordering on the space X; x ©; of consumption
vectors and possible characteristics for i. Indeed, following Tinbergen (1957), Kolm (1972),
and Arrow (1983a, ch. 11), assume that X; = X, ©; = © (all i € M), and also that there
exists an ordering R on X x © for which R; = R (all i € M). Then R is the fundamental
preference ordering, representing the fundamental individual norm. As Confucius is alleged

to have said, “All men are born equal; it’s their habits that make them different”.

8 [Note added in 1996] This terminology is far from ideal. It suggests, quite misleadingly, that an
individual’s behaviour should determine the individual norm even when that behaviour is ethically
inappropriate or morally reprehensible. As pointed out in Hammond (1996), the assumption is
really one of individualism, requiring the social measure of ethical value to amalgamate measures
of different individuals’ ethical value.



This extended ordering embraces interpersonal comparisons of the form (x, 6) P (z,0)
— it is better for society to have a f-person with z than to have a f-person with z, as

discussed in Hammond (1991b).?

10. Arrow Social Norms and Independence of Irrelevant Alternatives

So far the society described by 8 has been variable. In Arrow’s Social Choice and Indi-
vidual Values, it is fixed. There is a social ordering R(0) on X and there are individual
orderings R;(0;) on X; (for all i € M). (Actually, Arrow did not consider individual con-
sumption allocations, but if he had done, this is how his work should be formulated). With
procedures like majority voting in mind, Arrow then makes the following crucial assumption:

Independence of irrelevant alternatives (ITA): Let Z C XM be any subset. Write R : Z
for the restriction of the ordering R to Z and R; : Z for the corresponding restriction of R;.

Then ITA is stated as follows:
Ri(0;): Z = Ri(0;) : Z (alli € M) = R(OM): Z = R(OM) : Z.
Here, of course, R;(6;) is the ordering on X™ defined by
M Ri(0;) 2 = (24,0;) R (:,0;).

When Z is the whole of XM this implies that there exists an Arrow social welfare

function (ASWF) f such that, for all ™ in ©M:
R(OM) = f((Ri(6:))ien)-

What motivates this remarkable assumption? One possibility is a kind of consequen-
tialism. Remember that consequentialism requires the social norm in any decision tree to
prescribe behaviour whose consequences depend only on the possible consequences in that
tree. In a fixed society 6§, this implies that there is an ordering R(6™) on XM,

But now, when ™ changes, how should behaviour in a tree with consequences Z x {6}

relate to behaviour in one with consequences Z x {#M}? Arrow’s contention is that all that

9 In 1985, this sentence ended as follows: “it is better to be a §-person with z than a §-person
with Z.” T now wish to avoid such wording because it may be prolonging the common confusion
between individual preferences on the one hand and, on the other, ethical measures of the welfare
that individuals contribute to society.
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matters are the consequences Z and the individuals’ preference orderings over Z (or their
behaviour norms for personal decision trees with consequences in Z). So, if 3;(6;) = 3:(6;)
(all i € M) for all personal decision trees with consequences in Z, then 3(6M) = 3(6™) in
the tree with consequences Z. This, at least, is a consequentialist justification of IIA, and
is certainly of considerable appeal. I shall call a social norm with this property an Arrow

social norm.

11. Unrestricted Domain and a Hierarchy of Dictators
The Pareto principle and ITA are two conditions needed for Arrow’s impossibility theorem.
Two others are:

Unrestricted Domain. For every logically possible preference ordering R; on X;, there
exists a 0; € ©; such that R;(0;) = R;.

Nondictatorship. There is no dictator d € M such that, in the fixed society 6,
T4 Pd(ed) Tq —> M P(@M) M

(regardless of the preferences of others).

These four conditions cannot all be satisfied by the same ASWEF. So, given that the
first three are, there must be a dictator. Indeed, given (P*), which is stronger than Arrow’s
Pareto condition, there is a hierarchy of dictators dy,ds,...,d,, (where m := #M) such

that
M POM) M = there exists k € {1,2,...,m}

such that x4, I3 (04,.) Zq, forr=1,2,...,k—1
and xq, Py, (0a,) Za,-
So dy decides unless he is indifferent; then ds decides unless he is also indifferent; etc. And
oM (M) #M = x; 1;(0;) 7; (alli € M).
The unrestricted domain condition is rather different from Arrow’s, because of ethical

liberalism, and the proof also has to be very slightly different — for details, see Hammond

(1987). To summarize:

A consequentialist Arrow social norm satisfying ethical liberalism is dictatorial in each

fized society unless the domain of possible preferences is (actually quite severely) restricted.
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In particular, restrictions which are common in economics, such as monotonicity, con-
vexity and continuity of preferences, do not let us avoid a dictatorship if there are at least
two commodities in the bundle represented by each z;. For (later) discussion of dictatorship

results for such “economic domains”, see especially Bordes and Le Breton (1989, 1990).

12. Independence of Ethically Irrelevant Alternatives

Let us accept consequentialism, without which concepts of distributive justice are elusive.
Let us also accept ethical liberalism, without which individuals count for little. Then,
unless the domain of possible preferences is severely restricted, it is Arrow’s independence

of irrelevant alternatives that leads to a dictatorship. How should ITA be relaxed?

An interesting requirement is that there should be more interpersonal symmetry in the
set of relevant consequences. Given any 8 € ©M | define the interpersonal ordering R(6™)

on XM x M by

(=™, 5) R(O™) (&M, k) < (2;,0;) R (Zy,0%).

Say that R satisfies independence of ethically irrelevant alternatives if, for any Z C X
the restriction R(#M) : Z depends only upon the restriction R(6™): Z x M. Let

C(Z,M):={(z,0)c X x M |3IaMec Z;3i € M : (x;,0;) = (x,0) }

be the set of individual consequences, all of which are possible given Z and the fixed society
6™ . These are the ethically relevant alternatives— and they count insofar as R(6M) : Z x M
depends on R : ¢(Z,M). For example, in choosing between the two income distributions
(y*,y®) and (g4,7") in a society with characteristics (64,0%), all four possible individ-
ual consequences (y4,04), (g4,04), (y&,07), (y7,0%) are relevant — and the fundamen-
tal preferences over all four are allowed to count insofar as the restriction of R to these
four individual consequences affects the ordering R(64,08) over (y4,yZ, A), (y*,y%, B),
(4,95, A), (54,9, B) given #4 and 6B. This lies right at the heart of ethical arguments,

which must be valid even after we put ourselves in the position of the poor and wice versa.

This is a new, more restricted, kind of independence condition whose implications have

since been more fully explored in Hammond (1991a). The condition is consistent, however,
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with “Rawlsian maximin”, where R(6*) is represented by min;ens u(z;,6;), with u as any

“level comparable” interpersonal utility function representing Ron X xO. Indeed, I claim:1°

A consequentialist social norm satisfying ethical liberalism for some fundamental indi-
vidual norm, as well as independence of ethically irrelevant consequences, and which always
prefers individuals worse off than any gainer to gain something as well (“equity”) must be
Sen’s (1970) lexicographic extension of Rawls’ mazximin rule in any fived society 6™ unless

the domain of preferences on X™ x M is (actually rather severely) restricted as 0M varies.

This claim can be justified by first noting that a consequentialist social norm must
maximize a social welfare ordering. Furthermore, ethical liberalism implies the strict Pareto
condition (P*). Note further that independence of ethically irrelevant consequences is the
same as the condition called ITPC in Hammond (1991a), which implies “independence of
irrelevant alternatives” for the generalized social welfare functions considered in Hammond
(1976a, 1979). The results of the last two cited papers then imply that the social norm

must be lexicographic maximin.'!

This suggests that perfect equality is optimal. But it neglects questions of risk.

13. Risky Consequences and Fundamental Utilitarianism

Suppose that decision trees with risk are allowed, and that behaviour satisfies a weak
continuity property as probabilities vary. Then, under the same two assumptions as those
mentioned in the last paragraph of Section 7,'? consequentialism can be shown to imply
behaviour that maximizes the expected value of a von Neumann—Morgenstern (or NM)

utility function (see Hammond, 1988a).

Thus, there is an NM social welfare function w on X x ©M such that the social norm
maximizes the expectation Fw(z™,6™). And there is an NM individual welfare function v
on X x O such that the fundamental individual norm maximizes IEv(z, §). Ethical liberalism
implies that there is a function F : RM — R, strictly increasing in all its arguments, such
that

Ew(z",0™) = F((Ev(:,6:))iem)

10" For the sake of clarity, this paragraph and the previous one have been slightly expanded from
the 1985 version.

1 This entire paragraph is a 1995 addition to the 1985 version.

12 This important qualification was not made explicit in the 1985 version.
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and in particular

w(zM,0M) = F((v(x,0;))ienr).

As John Harsanyi first showed in his famous 1955 paper, this implies that F' is linear, so

that (ignoring irrelevant additive constants)

w(:cM,GM) = Z " w; v(x;, 6;)

1€

where each w; > 0 — see also Hammond (1992, 1996), as well as the works cited therein.
Equal treatment of individuals then requires that w; is the same for all ¢, so we can take

w; =1 (all i € M). Thus,
w(z™M, eM) EZ

which I shall call fundamental utilitarianism.

ieM v(zi, 0:)

What happened to independence of ethically irrelevant alternatives, implying the lexi-
cographic extension of maximin? Well, it appears that, with risky consequences, indepen-
dence of ethically irrelevant alternatives (together with the other assumptions of our last
result) excludes weak continuity of behaviour as probabilities vary. As shown formally in

Hammond (1991a, p. 14), it certainly excludes expected social welfare maximization. So:

Independence of ethically irrelevant mized alternatives. Let My(-) denote the set of
simple probability measures (finite probability distributions) on a given space. The new

independence condition is:

For any subset Z of Mo(X™), the restriction R(6M) : Z of R(6™) to Z depends only
on R(OM) : Mo(Z x M) for every 0M € ©M  where R(0M) on My(XM x M) is the ordering
represented by the expected value of U(zM, i) := v(z4,1).

This independence condition s satisfied by fundamental utilitarianism, which was mo-

tivated by other, perhaps more appealing conditions.
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14. Differences from Harsanyi’s Utilitarianism

Although fundamental utilitarianism is formally very similar to a version of utilitarianism
due to Vickrey (1945, 1960, 1961) and Harsanyi (1953, 1955, 1976, 1978), there are some
differences. For one thing, there is no presumption of an original position in which each
individual has to decide from X after imagining that he is unsure who he will be (what
characteristic he has). Individuals must forget themselves in an original position, and this

may not be plausible.

Instead, there is a fundamental utility function on My(X x ©). Consequences in this
set really can occur, and although in any fixed society 8, no individual actually has to
choose between, say (z,0) and (Z,0) with @ # 6, nevertheless I claim that preferences
between these two (and probability mixtures of them) are ethically relevant. As explained
at the end of Section 9, such preferences should correspond to ethical opinions concerning

what characteristics it would be better for individuals to have.!3

Given ethical liberalism — how else are individuals norms to count? — and anonymity,

one is then led inexorably to fundamental utilitarianism.

15. Conclusions

Fundamental utilitarianism orders personal characteristics as well as economic allocations,

etc. It determines interpersonal (or inter-characteristic) comparisons of utility.

It does appear to imply basing concepts of distributive justice on peoples’ attitudes
to risk, which Arrow (1963, p. 10; 1983, p. 48), for one, has often questioned. But v is
an ethical von Neumann—Morgenstern utility function, representing the social norm for
personal issues. It need not coincide with any function representing the individual’s actual
behaviour. Consequentialism allows paternalism in our objectives, although paternalism

has costs which we should not ignore when policies are being chosen.
Another difficulty is that when there are disagreements over the fundamental norm,
there is no satisfactory way of resolving them.

If my arguments are accepted, then all we know is the general form of the social welfare

objective — but this is still too imprecise to be useful. We still do not know which point

13 The last sentence was added in 1995.
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J of Figure 1 to select, nor how to evaluate projects with any great degree of confidence.
That awaits developments in ethics as much as in economics. Neither E nor L are likely to

be right, however.

In conclusion, do I have any specific recommendation for policy makers? Well, only
these two. First, in cost-benefit analysis, using different weights for different income (or
wealth) classes is certainly justified. Moreover, most interesting projects are likely to have
a significant impact on the distribution of income, even if only at the level of a village
in which a “small” project is undertaken — e.g., drilling a deeper well. Such projects,
then, themselves affect the welfare weights, and careful calculations are needed to allow for
this. Elsewhere, I have suggested some approximations that may be useful — see Hammond

(1988c¢, 1991c) and, for more recent exact measures, Hammond (1994) and also Becht (1995).

The second recommendation concerns taxation. It seems to have become fashionable
to regard all taxes as distortionary. Except, of course, the theoretically ideal but hopelessly
impractical lump-sum taxes of first-best welfare theory. As far as I am aware, the closest
approximation to such taxes that anybody has dared to institute in recent history is the
British government’s failed experiment in the late 1980s with “community charges,” popu-
larly known as the “poll tax”. Not surprisingly, such taxes were very difficult to enforce in
a modern mobile society, especially one in which gaps have been developing in the welfare
safety net. In any case, the point is that the only viable alternatives to complete laissez
faire necessarily involve financing any public goods or welfare benefits with the proceeds of
distortionary taxes. So suitably designed distortionary public finance systems are likely to
be better than any laissez faire system with no distortions. For this reason, measures of
distortion such as deadweight loss are largely illusory. Generally, one cannot avoid measur-
ing directly the welfare gains and losses from changes in one or more governments’ tax and

expenditure policies.'*

14 The entire last paragraph was added in 1996.
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1995 Postscript: Some Responses to Petretto’s Questions
Along with some interesting remarks, Petretto (1986) asked several questions which
deserve a belated response, so far as I am able to give one. I pass over questions that relate
more closely to the companion paper Hammond (1986), or which I have already tried to

answer in the revised version of the lecture.

Question 1 [pp. 173-4] Should the static model, which is typical of the Arrow—Sen tradition
in soctal choice theory, be considered inadequate for representing practical issues of public
policy? Or should one consider the static model, represented by a tree with only a single

decision node, as only a special case of the dynamic model?'®

In the first place, it is quite true that the formal models discussed in Arrow (1963) and
Sen (1970, 1986), for example, are all static. That is, they are trees that contain only a
single decision node, in effect, and so are in this sense special cases of the “dynamic model”
which allows a general finite decision tree with many decision nodes. Of course, the last
sentences of Arrow’s book do defend collective rationality on the grounds that a choice
process should have certain stability properties. However, there is no mention of decision
trees in Arrow’s work or in the subsequent attempts by Plott (1973), Campbell (1978) and
others to model “path independence”.

Actually, the consequentialist axiom discussed in the paper and elsewhere is precisely
a condition for the static model to be adequate. If it is not satisfied, then the outcome
of the choice process is likely to depend on features of the decision tree that cannot be
represented within any static model. In fact, one of the best defences of consequentialism
in risky decision trees is to notice that, if it is not satisfied, a project that is started after
passing an initial cost-benefit test risks being abandoned later after a revised cost-benefit
test. There is a clear analogy here to the “potential addict” example of Hammond (1976b).
For further details, see also Hammond (1988d).

So, where consequentialism is violated, a decision-maker has to be concerned with

possible later changes of taste.

15 The italicized English wording of the first two questions reflects both the typescript that
Petretto had prepared at the time of the conference in 1985, as well as my own rather free translation
of the somewhat revised proceedings in Italian.
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Question 2 [p. 175] It is legitimate to ask whether it is really true that in practical de-
cision problems the choice should be based on consequences, independently of the structure
of the decision tree or other considerations. (Can one say that the consequentialist ends
justify the means?) ... Here I have in mind, for example, a prominent question in modern
public finance theory, namely the conflict between horizontal equity, defined with reference
to [status quo relative] utility levels as in Feldstein (1976), and welfare maximization in
a second best context — see Atkinson (1980), Stiglitz (1982), Balcer and Sadka (1982),
Boadway and Bruce (1984).”

The concept of horizontal equity discussed in this question is violated if and only if a
policy reform has the effect of changing the ordering of different individuals’ utility levels.
Now, not all horizontally inequitable reforms are bad: for example, where compliance with
tax laws has been less than perfect in the past, there is much to be said for a tax reform that
allows those who have previously been more honest to advance in the ranking of different
individuals’ real living standards at the expense of those who have been able to cheat. But
I admit that there may be many other cases where horizontal equity is ethically desirable.
In principle, however, considerations of horizontal equity can be accommodated fairly easily
within a consequentialist framework. All that one needs to do is make every individual’s
welfare a function not only of their economic circumstances after reform, but also of what
real standard of living they could reasonably have expected without any reform, as well as
of the rankings before and after the reform of different individuals’ real standards of living.
Naturally, this considerably complicates the description of each relevant consequence in the
domain on which each individual’s welfare function is defined. Nevertheless, no fundamental

principle is at stake.

A deeper issue is whether consequences can always be defined independently of the
structure of the decision tree. In particular, can consequences be defined in a way that
does not impose natural restrictions on the domain of decision trees? In fact, there can be
difficulties. For example, suppose that each consequence includes within itself a complete
description of the collapsing sets of possible consequences that the agent has faced at each
successive decision node. This may be important in discussions of rights, to the extent
that they can be represented by the agent’s range of choice. Then the problem is that the

set of possible consequences corresponds uniquely to the structure of decision tree, except
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that parts of the tree and the range of their possible consequences may be duplicated. So
the important assumption of an unrestricted domain — or at least of a domain sufficiently
unrestricted to allow the arguments set out in Hammond (1988a) to retain their validity —

is not entirely innocuous. See also Munier (1996) and Hammond (forthcoming).

Question 3 In Section 3 of his comments, Petretto asks about the significance and use
of individual welfare norms. As was explained in Section 9, these are meant to signify
appropriate social choices in decision trees whose consequences are relevant only to one
individual. By considering different characteristics which this one individual might have,
the preference ordering revealed by a consequentialist individual welfare norm will involve

inter-characteristic comparisons between different types of individual.

However, I am now ready to admit that such inter-characteristic comparisons will fail
to generate comparisons between persons whose domains of possible characteristics are
entirely disjoint — e.g., people of different race or gender, insofar as race or gender are
welfare relevant characteristics. This is one reason why, in later work such as Hammond
(1991b, 1992), I have chosen instead to base interpersonal comparisons on ethical preferences
regarding the frequency distribution of different types of people in society. Even then,
such interpersonal comparisons can create difficulties. Many people might think that some
reasonable numerical balance between men and women in the population is desirable. In
which case the relevant individual welfare function will depend not only upon a person’s

own gender, but also on the proportions of the two genders.

Question 4  Section 5 of Petretto’s comments concern the contrast between consequen-
tialism and Rawls — or, more exactly, the leximin criterion. In particular, Petretto asks

why leximin is excluded by consequentialist decision theory.

The reason for this exclusion relates to Harsanyi’s (1975a, b, 1978) objection to “Rawl-
sian” maximin — that it violates the standard axioms for decision making under risk. The
consequentialist axioms are somewhat different, but they imply some of the key standard

axioms. In particular, maximin also violates consequentialism.

Of course, leximin can emerge as a limit of fundamental utilitarianism in the case of
extreme aversion to inequality in different people’s ordinal utility levels — cf. Hammond

(1975). Indeed, my understanding is that recently Rawls himself has become less insistent

19



on his “difference principle,” seeing it now as a limiting case of extreme risk aversion in
the original position that is a feature of both his and Harsanyi’s approaches to ethical

decision-making.
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