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1. Shady origins
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CBA evaluation of a change

� Criticism:

� Non transitive

� Unethical (“a $ is a $”)



Modern approach to CBA

� Bergson-Samuelson SWF:

� � transitive and ethical

� Limitation: W, ui unspecified



A solution? Money-metric 
utility, equivalent income (EI)

� Samuelson (1974), King (1983)

� Definition:

� For W, take the CES function…
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Criticisms

1. Not sufficiently welfarist:
same preferences � same EI 
function, even if different “true” utility 
function (Sen 1979)

2. Not sufficiently physical:
a dominating bundle is compatible 
with a lower EI (Kolm 2004)
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Criticisms

3. W(M(mi,zi)i�N) not always quasi-
concave in physical quantities 
(Blackorby and Donaldson 1988)

4. Dependent on the reference z0

(Roberts 1980, Slesnick 1991)

5. Arrow’s theorem: no good aggregator 
of ordinal non comparable preferences



Second birth

� Fair allocation: 1) Walrasian approach, 
2) equivalence approach

� Equivalence approach:



good 1

good 2

Pazner and Schmeidler (1978)



Arrow’s impossibility

� Weak Pareto/Independence/Non-
Dictatorship

� Independence not satisfied by cost-
benefit analysis, equivalent incomes, 
equivalence approach:
it is very natural to refer to indifference 
curves



Choice of reference z0 or Bλ

� Independence of the reference is too 
restrictive

� We need a theory of the reference

� Sometimes the reference is imposed by 
a very natural fairness condition 
(e.g., Maniquet-Sprumont 2004, Fleurbaey-Maniquet 2006)
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General facts about ref. z0

� Individuals at the reference can be 
compared by their ordinary incomes, 
independently of their preferences

� A greater reference in a dimension 
worsens the relative evaluation of the 
situation of those who like this 
dimension.
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Quasi-concavity of the SWF

� Quasi-concavity OK with maximin W

� A more general result in fair allocation:
Hansson Independence (evaluation by 
indifference curves)
+ Pigou-Dalton in bundles (bundle transfer 
from dominating bundle) among individuals 
with identical preferences 
� infinite inequality aversion.

� Justifies absolute priority of the worst-off?



Maximin?

� Maximin is compatible with many 
different ways of evaluating individual 
situations

� Drop Hansson Independence?

� Drop Pigou-Dalton?



Bundle dominance

� Related to Sen’s “intersection approach”

� Brun-Tungodden (2004): incompatible 
with Pareto.



From dominance to 
equivalence

� Restrict dominance to a region of the 
space � under Pareto, it must be a 
path



Subjective welfare

� Fair allocation and resourcist theories of 
justice (Rawls, Dworkin)

� Needs: can be part of zi

� Happiness: affects are one dimension of life, 
can be part of zi

� Satisfaction judgments are better respected 
by the equivalence approach than by 
welfarism:
if i and j have identical preferences over lives, 
one should respect their own ranking of their 
two lives



Toward applications

� Individuals at the reference are 
evaluated independently of their 
preferences

� The greater the reference, the worse-
off those who like it.



Suggestions for references

� Prices: ?
close to actual relative prices

� Leisure: a quantity of work (Maniquet 1998). 
Zero is worth considering (charitable to the 
work averse).

� Job quality: ?
not needed if zero work is reference

� Health: good health
(for evaluation independent of preferences)
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Suggestions for references

� Security: certainty 
(for evaluation independent of 
preferences)

� Family size: single

� household equivalence scale: problematic

� individual equivalence scale: more 
promising (Browning, Chiappori, Lewbel
2006)



Suggestions for references

� Public goods: middle?

� Social connections, status: ?



Individual preferences

� Sources:

� Revealed preferences
limited scope

� Contingent-valuation surveys
cheap talk

� Satisfaction surveys
adaptation noise

� What preferences? “ideal”



Conclusion

� The equivalence approach is the most 
promising if one wants to respect 
individual preferences over the 
dimensions of life

� Challenges:

� choice of reference (incomplete theory)

� collection of data on preferences


