

The Role of Liberalism in Social Decisions

Individual liberty is championed as a hallmark of sophisticated societies. One’s right to make his own decisions regardless of the preferences of others is taken for granted. There are, of course, simultaneous restrictions on personal liberty that nearly every one considers necessary. A desire that one acts upon that results in harm to another or infringes upon their rights is rarely acceptable. For example, if college student Layla lives in an urban area she is probably not be aloud to practice her electric guitar loudly at 3:00 in the morning.


This brings up an important question as to the extent to which individual liberties should be respected and to the extent to which they ought to be restricted. Considering the range of preferences for the restriction of liberties, striking a balance in even a small group requires compromise. Continuing with the guitar at night scenario, Layla may partially concede and deem it fair to play her guitar loudly until only 11:00 at night, while the neighbors want a limitation past, say 9:00. A third party decider, perhaps the city, would likely take into account the preference of Layla and all the neighbors when ruling on a time when loud noise must abate. But gauging preferences, and especially their intensity, can prove difficult, if not impossible.

The debate regarding the extensiveness of personal liberties has been and remains a topic of political theory, philosophy, economics, and certainly many other fields. This paper looks mainly at the economic considerations of personal liberty by evaluating the famous “Paretian Liberal Paradox” first identified by Amartya Sen. It also looks at the subsequent efforts to find a to escape from the paradox. By examining the paradox and solutions this paper assesses the implications for social decisions.


The plan of the paper is as follows. Section II explains in detail the famous Paretian Liberal Impossibility Paradox of Sen and its implications for Pareto optimality. Section III identifies two proposed theories to avoid the paradox and the necessary requirements and assumptions in order for the avoidance to succeed. This section also talks about refutations to the solutions. Section IV concludes.


The scope of this paper does not include a revision of all important definitions and theorems relating to the Paretian Liberal Paradox. For this reason, the paper assumes the reader’s knowledge of utility, ordinal versus cardinal preferences, Pareto optimality, and social choice functions. However, liberalism is a vague concept for which I now define in terms of social choice.


 Liberalism when considering social decisions implies a personal ‘right’ or authority to impose a unilateral decision. Although in one way this embodies an imposition of will, liberalism is constrained to small-scale decisions that ‘ought’ to be decided by the individual to whom the decision is most significant. For example, whether one wears a sweater on a cold day ‘ought’ to be left up to the wearer too decide unilaterally by him or herself, regardless of the preferences of the community.

Section II – The Paretian Liberal Paradox

In 1970, now-Nobel Laureate Amartya Sen created an impossibility theorem that demonstrates the inherent conflict of Pareto optimality and liberalism. The theorem is called the “Paretian Liberal Paradox.”  The premise for the theorem is that individuals should possess sole discretion in deciding certain personal matters, but that in granting this discretion a societally optimal state may not be reached.


Sen’s Paretian Liberal paradox involves two individuals who are each decisive for a social choice over one pair of alternatives.  He then defines a social choice by the adherence to the three following conditions:

(i) Condition U (Unrestricted Domain): “Every logical possible set of individual orderings is included in the domain of the collective choice rule.”

This basically says that all preferences are admissible and that their exist no extraneous considerations when evaluating a social decision.

(ii) Condition P (Pareto Principle): “If every individual prefers any alternative x to another alternative y, then society must prefer x to y.”

Condition P is Pareto optimality.

(iii) Condition L (Liberalism): “For each individual i, there is at least one pair of alternatives, say (x, y), and if this individual prefers y to x, then society should prefer y to x.

Sen thus defines liberalism as an individual’s freedom to single-handedly decide at least one social choice, (x, y). Important in this condition is that not only is society permitting the decision of individual i, but also preferring his decision solely because he too prefers it.


Above are listed the three conditions that combine Pareto optimality with a precedent of liberalism. Looking superficially at the conditions it is appealing as a guideline to social decisions. Society can grant individual liberties over certain matters and retain a socially optimal situation. But the following example, expressed by Sen, proves that given the above conditions, society can choose a cyclical preference function that cannot simultaneously adhere to both Condition P with Condition L. Using Sen’s well-known example of D.H. Lawrence’s Lady Chatterley’s Lover (LCL), we explain the theorem.


There is one copy of LCL and two individuals, 1 and 2. Persons 1 and 2 decide whether or not to read it. The options are for either person 1 to read it (x) , and person 2 to read it (y), or for neither to read it (z). Person 1 is a prude and thus prefers that nobody read the book. But if someone is going to read it, he wishes it to be him so as not to negatively influence person 2. Now person 2 is lewd, and prefers that person 1 read it because he finds the thought or corrupting person 1 desirable. But if person 1 is not to read it, he prefers to read it so as not to waste a perfectly good copy of LCL. The preference rankings become:

Person 1: z>x>y

Person 2: x>y>z

Remembering Condition L, each person must be decisive over one alternative of two possibilities. Allowing liberty, it stands to reason that each individual should decide if they participate in reading the book or not. Therefore person 1 decides between (x, z) and person 2 between (y, z). The paradox now arises because the decision regarding who reads the book depends upon who is allowed to choose:

If person 1 chooses then because he prefers z>y, society chooses z.
If person 2 chooses then because he prefers x>z, society chooses x.

However, invoking the Pareto rule, both person 1 and person 2 prefer y>x. The social decision thus intransitive and ends in a cycle.


The implication of this impossibility theorem is significant because it disallows both liberalism and Pareto optimality to co-exist is social decision-making. And because Pareto optimality and liberalism are promoted as such important social welfare considerations it is imperative to note their inherent confliction. The paradox does not explicitly advocate either Pareto optimality or liberalism as the way in which we should examine social decisions. But rather, given the intuitive value and virtually unanimous acceptance (at least in most Western cultures that also promote Pareto) of the need for liberalism, it challenges the validity of Pareto optimality for making social choices.


If true, the capacity for welfare economics to evaluate and weigh-in on social decision-making requires revamping. For this reason, literature on the impossibility paradox turned up all over economics journals for years, and in fact still continues presently. To defend Pareto optimality several papers proposed ways to ‘get-out-of’ or avoid the paradox. We now examine these solutions.

Section III – Ways Around the Paretian Liberal Paradox

Two customary ways out of the paradox are (1) avoiding it by contracting and (2) altering the conditions to take into account cardinal orderings in the context of liberalism.

Contracting to Escape the Paretian Liberal Paradox

Contracting allows the two people involved to enter into an agreement to act in a certain way. Through this mechanism Pareto optimality can be reached through agreed upon compromise. Returning to the example of Lady Chatterley’s Lover provides an example of this. 

In order to best illustrate the contract solution we first assume that instead of a single copy, there exists multiple copies and that both persons 1 and 2 to read the book. The resulting options now become person 1 reads it (a), person 2 reads it (b), neither person reads it (c), and that both read it (d). Entering the data into a matrix provides a clear illustration of the possibilities:







Person 2:





Does not read LCL
 Reads LCL

Person 1: 
Reads LCL

(a)


(d)



Does not read LCL
(c)


(b)

Both persons are still responsible for deciding whether or not they read the book. Person 1 still prefers that neither read the book, option (c). However, choosing this option involves the possibility of option (d) because he cannot decide if person 2 reads it or not. His next preference is that he reads it, but person 2 does not, option (a). This involves the possibility that both will read it, option (d). Below is the summary of his preferences:

Person 1: (c, b) > (a, d)
Using the same logic and opposite preferences for person 2, we can write his preferences:


Person 2: (d, b) > (a, c)
Again remembering the Pareto principle we know that the socially optimal situation is (a), the only option ruled out completely. Here enters the possibility of contracting.


If we allow the two people to reach a mutual agreement, they may agree upon a contract that results in person 1 agreeing to read LCL if person 2 agrees to not read it. That would allow the two individuals to act liberally and also create a Pareto optimal social state. It is important to note that this state is only reached by an individual trading away his right to unilaterally choose. In this case person 2 agrees to not exercise his right to read LCL if he chooses.


Although this situation does escape the paradox, an argument by Sen counters this solution by pointing out two important considerations that may invalidate it as a solution. First, Sen notes that contracting is always an option for achieving a Pareto improvement in a Pareto inoptimal situation. The question becomes why is this situation any different? The problem with contracting is invariably the transaction costs involved in reaching an agreement and ensuring that all parties abide by it. And in this case, ensuring compliance becomes virtually impossible. Ensuring that person 1 actually reads the more louche passages in LCL would require attentive espial. Ensuring that person 2 never picks up a copy of the book requires comparable, if not more costly, enforcement. Sen also notes that enforcing such a contract intrinsically disregards the fundamental principles of liberty in the first place!


The second consideration is that the individuals may voluntarily agree to a contract and to comply with it. The only reason they may agree with the contract is because they both desire an improved situation – situation (a). They realize that only a contract can achieve the superior state. But basing a contract on desires would ultimately lead to reneging the contract (unless enforced in the infeasible ways mentioned above) unless they both had some external preferences for the principle of upholding contract. Person 1 could easily say he read it while person 2 says he did not and the social state would once again revert to Pareto inoptimality.

Cardinal Preferences as a Partial Solution to the Paretian Liberal Paradox


Allowing cardinal preferences into social decision-making is effectively what ‘real-world’ social policy makers do. When making a decision, a policy maker tries to gauge the relevant preferences and their intensities of the individuals involved. Referring back to the instance of the electric guitar player and the neighbors, the third party decider would try estimate the intensity of preferences of those involved. He would then make a decision that he feels can best accommodate everyone, say no loud guitar playing past 8:00p.m.

In 1971, the welfare economist Y.K. Ng sought to prove the validity of allowing cardinal preference orders in social choices. Allowing cardinal preferences to be taken into consideration allows an individual’s preference to trump the preferences of others. It permits this by the following predicting: the intensity of an individual’s preference for a given outcome will be greater than other’s preferences for the same outcome if the outcome affects the individual significantly, but the others insignificantly.
 Ng’s way of ensuring that cardinal preferences are considered is to strengthen Sen’s liberalism condition.


Sen’s definition of liberalism is for each individual in a society to have decisive power over a pair of alternatives without restricting the preference pattern of other individuals.
 Embedded in this definition is Sen’s unrestricted domain condition: Condition U. However, in the case of cardinal preferences, liberalism can be extended to say that certain personal matters exist where the preference patterns of others do not need to be admissible. In other words, if the Ng’s strengthened liberalism condition is relevant, Condition U is generally not. An example used by Ng provides a perfect insight into the premise of his partial solution.


The preference for sleeping of one’s back versus one’s stomach, an example from one of Sen’s papers, is a decision most people would deem within the jurisdiction only of the individual. Let us consider a society of three people. Person A prefers to sleep on his back and does, while persons B and C prefer to sleep on their stomachs and do. Persons B and C also prefer A to sleep on his stomach, for whatever reason. Looking only at ordinal preferences, the societally optimal state is for all three to sleep on their stomachs. For most people, this appears intuitively unfair. We now turn to removing Condition U. The preferences of persons B and C become inadmissible, or at least weighted less because they are not significantly affected by person A’s sleeping patterns. And because person A’s preference for sleeping on his back is almost certainly stronger than persons B’s and C’s preference that he does not, the society achieves an optimal state while maintaining individual liberty.


This solution does not deny that inconsistencies between Pareto optimality and liberalism will never exist. Indeed, this is the reason Ng termed his own solution as ‘partial.’ In the case that an individual’s preference does significantly affect others, liberalism and Pareto optimality may still remain at odds. Reexamining the example of Lady Chatterley’s Lover, we find one such remaining inconsistency. But according to Ng, the example is an exception. Only because there is a true external affect of reading the book is this case still inconsistent.


Pareto optimality and its accordance with only ordinal preferences do still restrict the absolute legitimacy of liberalism. But Ng points out a difference between the scope of liberalism versus the spirit of liberalism. He qualifies his point by stating that though Sen’s paradox is not solved, it may not often be applicable in practice.
 Hence, the spirit of liberalism, embodied by a realm of personal matters, remains intact as a mechanism for most social choices.

Section IV – Conclusion


The Paretian Liberal Paradox juxtaposes one of the most fundamental pillars of welfare economics – Pareto optimality – with an equally fundamental pillar of social choice rights – liberalism. The apparent contradiction discovered in Sen’s paradox presents us with a powerful sense that ‘one of these can’t be right; but which one?!’ The logic and rationale of both are intuitive and graspable; before examining the paradox it would seem unlikely for the two to conflict. Ensuing exploration of the issues by other leading welfare economists bring to light many possible solutions to the paradox – two of which were discussed here. However, none of them can fully resist scrutiny and criticism.


Does this mean that welfare economists and social choice theorists should abandon one for the other? Not necessarily, although additional literature on the subject may cast more light on the subject.

And what of society – should we abandon one for the other? Most would say no. As pointed out by Ng in his partial solution, the spirit of liberalism is not inherently conflicting. And history shows us that although we’ve been wrong in the past, our ability to strike compromises on the basis of intensity of preferences is not decifient. After all, even if all those neighbor shut-ins do not ever want Layla to play her guitar, she should almost certainly be aloud to play on a Saturday afternoon in the summer.
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