
ΜΜΜΜ η, εεεε
NON-WELFARIST PARETIAN

METHODS OF POLICY ASSESSMENT


HOWARD F. CHANG

Abstract
In a recent article, Louis Kaplow and Steven Shavell claim that any non-welfarist method of policy assessment violates the Pareto principle.  This comment presents a simple example of a Paretian method of policy assessment that refutes their claim.  Unless we make questionable assumptions, such as axioms regarding independence and continuity of the social welfare function, the Pareto principle does not imply that we must evaluate laws and public policies based only on individuals’ utilities.
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In the title of a recent article, Kaplow and Shavell (2001) claim that “Any Non-welfarist Method of Policy Assessment Violates the Pareto Principle.”  This comment refutes that claim by presenting a simple example of a Paretian method of policy assessment that is not welfarist.1  Kaplow and Shavell (2001, p. 281) use the term “welfarism” to describe notions of social welfare “under which assessment of policies depends exclusively on their effects on individuals’ utilities.”2  Kaplow and Shavell assume that policy assessment uses a social welfare function from the set of states of the world, X, to the real line, R, to rank policy alternatives.  Thus, a welfarist method uses a social welfare function of the form W(U1(x), ..., Un(x)) to rank policy alternatives, where x denotes the state of the world, Ui denotes the utility of individual i, and n is the number of individuals.  That is, W is a function of x only insofar as x affects the vector of individual utilities Ui.  Kaplow and  Shavell distinguish other methods as using a function F(x) that is not confined to effects on individuals’ utilities.  They claim that any such method of policy assessment violates the (weak) Pareto principle, which holds that if, for any states x, x( ( X, we have Ui(x) > Ui(x() for all i, then F(x) > F(x().

I.  Example
Let S denote the set of all feasible policy alternatives.  Suppose we have a non-welfarist function F(x) that sometimes violates the Pareto principle.  This F(x) could give weight to any of the extra-utility “fairness” considerations cited by Kaplow and Shavell (2001, pp. 281-82), such as “merit or desert.”  Consider the following method of policy assessment:

(1)  Identify those alternatives in set S that maximize F.  Within this optimal subset of S, eliminate those alternatives that are Pareto inferior to any other alternative in the same subset.  Let B denote the remaining subset of optima.  Assign alternatives in B equal levels of social welfare.

(2)  Identify those alternatives in set X that are Pareto superior to at least one alternative in set B, and let A denote this new subset of X.  Assign all alternatives in set A higher levels of social welfare than assigned alternatives in set B.

(3)  Let C denote the set of all alternatives in X that fall outside sets A and B.  Assign all alternatives in set C lower levels of social welfare than assigned alternatives in set B.

(4)  To rank alternatives within sets A or C, apply a welfarist function W that is strictly increasing in each Ui.

Let F*(argmax F(x(x ( S), U1(x), ..., Un(x)) denote a social welfare function that produces the rankings derived by this method of policy assessment.  Note that F* is a function not only of the individual utility functions Ui(x) but also of the function F(x) and the feasible set S.  This method uses the set of optima under F to partition set X into subsets A, B, and C in a manner consistent with the Pareto principle.  This method of policy assessment complies with the Pareto principle because each partition complies with the Pareto principle and the method used to rank alternatives within each subset also complies with the Pareto principle.3
Furthermore, this method is not welfarist, because under F*, the assessment of policy alternatives does not depend exclusively on their effects on individuals’ utilities.  Because F* uses F to partition set X, and F is not welfarist, F* will generally use information other than utility information to rank  policy alternatives.4  Consider, for example, the choice between two alternatives, x and y, neither of which is Pareto superior to the other.  If Kaplow and Shavell’s claim is to be more than a tautology, the Pareto principle must preclude the use of extra-utility information in making such social choices and not just in the context of Pareto improvements.  If x is the unique optimum under F, then F* would rank x over y.  If instead, however, y is the unique optimum under F, then F* would rank y over x, even if the vectors of utilities Ui(x) and Ui(y) are each unchanged.  Thus, we cannot  evaluate x and y under F* using individuals’ utilities Ui(x) and Ui(y) alone.  Therefore, F* shows that the claim touted in Kaplow and Shavell (2001) is false.

II.  Interpretation
We can readily interpret F* in terms of alienable rights to the optimum under F.  That is, suppose that each individual has the right to insist that society choose an alternative that is optimal under F as long as the alternative is feasible, but each is also free to waive this right.  If all individuals unanimously prefer an alternative over an optimum under F, then each would choose to waive this right in exchange for the consent of everyone else to the Pareto improvement.  Thus, the alternative that is optimal under F represents a baseline entitlement that individuals may unanimously choose to trade for a Pareto superior alternative.5
Functions like F* show that Kaplow and Shavell cannot prove their claim as stated, expressed without qualification.  The formal proof in Kaplow and Shavell (2001) does not support their unconditional claim.  Their proof of a violation of the Pareto principle requires a series of questionable assumptions that qualify their result.  They show only that some non-welfarist methods violate the Pareto principle.  Specifically, they can only show that non-welfarist methods that comply with independence and continuity conditions over an unrestricted domain of possible individual preferences violate the Pareto principle.6
Kaplow and Shavell (2001, p. 284) explicitly make a continuity assumption regarding the non-welfarist method F under consideration.  They also implicitly assume that F complies with an independence condition without explicitly acknowledging this assumption.7  Their result is similar to that derived by Roberts (1980, p. 428), who shows that imposing independence and continuity conditions along with the weak Pareto principle over an unrestricted domain implies a welfarist social welfare function.  Thus, once we make Kaplow and Shavell’s assumptions explicit, we see that social choice theorists have understood for some time that a sufficient number of axioms like those assumed by Kaplow and Shavell will together imply welfarism.

The example F* presented here avoids the violation of the Pareto principle shown by Kaplow and Shavell (2001) by violating both their explicit continuity condition and the independence condition implicit in their proof.  Independence and continuity conditions, however, are controversial assumptions because they rule out plausible moral theories, including those like F* that are based on alienable rights.8  Yet without both assumptions, Kaplow and Shavell cannot derive welfarism from the Pareto principle.9
The example F* presented in this comment is particularly striking given the implications of this method of policy assessment as a practical matter.  As long as we are unlikely in practice to identify Pareto improvements over the optima we identify under F, then we are likely to make the same social choices out of any set S under F* as we would using F.  Thus, if Pareto dominance is rare among actual policy alternatives, then the Pareto principle will not have important implications for the evaluation of laws and public policies unless we impose requirements regarding independence and continuity of the social welfare function over an unrestricted domain.

III.  Conclusion
Kaplow and Shavell (2001, p. 284) do not, as they claim, show that “if one adheres to the Pareto principle, one must reject any non-welfarist method of policy assessment.”  This claim requires questionable assumptions that a Paretian may plausibly reject.  Some theorists may find violations of these assumptions implausible, but their objections to non-welfarist methods of policy assessment like F* will be based on beliefs other than a belief in the Pareto principle and will require some other basis for support.
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  1 In an article written for legal scholars, Chang (2000a), I present other examples of Paretian social welfare functions that are not welfarist.  Kaplow and Shavell (2000) raise questions unrelated to the Pareto principle regarding those examples, which I address in Chang (2000b).  The example presented in this comment avoids some of those extraneous issues so as to focus on the claim regarding welfarism and the Pareto principle.


  2 Social choice theorists, including  Sen (1986, p. 1121) and Boadway and Bruce (1984, p. 143), also use the term “strong neutrality” to refer to this property.


  3 The examples of Paretian social welfare functions presented in Chang (2000a) are more complex because they also use F to partition subsets into smaller subsets.  The example presented here is sufficient, however, to refute the claim in Kaplow and Shavell (2001).


  4 There may be some sets S such that F* does not use information other than utility to  rank alternatives.  For example, there may be sets S for which there does not exist an optimum under F, in which case sets B and A will be empty.  Such examples do not show that F* is welfarist, however, because the function F* would be welfarist only if its rankings depended exclusively on utility information for any set S.


  5 In this sense, F* is similar in spirit to the response by Gibbard (1974) to the claim in Sen (1970) regarding the impossibility of a Paretian liberal.  Gibbard suggests that we avoid the conflict between liberal rights and the Pareto principle by allowing individuals to alienate the liberal rights proposed by Sen.


  6 See Sen (1986, pp. 1121-27) for a survey of the social choice literature on the axiomatic derivation of welfarist social welfare functions, including derivations using independence and continuity axioms over an unrestricted domain of possible preferences.


  7 An independence condition is implicit in the “observation” that Kaplow and Shavell (2001, p. 283) use to prove their claim.  Their observation asserts that a non-welfarist social welfare function F must violate the Pareto indifference rule, which holds that if Ui(x) = Ui(x() for all i, then F(x) = F(x().  This assertion, however, does not hold unless one assumes that an independence condition applies over an unrestricted domain, as noted by Sen (1986, pp. 1122, 1155), Boadway and Bruce (1984, pp. 143-44), and Roberts (1980, p. 425).  For a formal proof and a statement of the type of independence that will suffice, see Sen (1977, pp. 1543, 1552-53).  For other formal statements of sufficient independence conditions, see Sen (1986, p. 1077) and Roberts (1980, p. 422).  Kaplow and Shavell (2000) agree that their proof in Kaplow and Shavell (2001) implicitly requires an independence assumption.


  8 As Karni (1978, p. 573) notes, the alienable rights in Gibbard (1974) violate independence conditions, and as Boadway and Bruce (1984, p. 147) note, continuity requirements generally preclude lexicographic orderings.  Social choice theorists, including Sen (1986, p. 1155) and MacKay (1980, pp. 92-93), often describe independence conditions as strong assumptions.


  9 If we relax one assumption or the other, then we can produce Paretian methods of policy assessment that are not welfarist.  If we relax the requirement of continuity, for example, then we can add F(x) as a non-welfarist tie-breaking criterion to an otherwise welfarist method of policy assessment, yielding a Paretian method that is non-welfarist but still complies with independence conditions.  Similarly, if we relax the requirement of independence, then we can produce a non-welfarist Paretian social welfare function that is continuous in individual utilities.  Consider a function that produces standard downward-sloping social indifference curves in utility space.  This function would be both continuous and Paretian.  If we make the shape and position of these curves in utility space a function of F and S, however, as the shape and position of the partitions under F* are, then the function is not welfarist.





