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Comment on van der Veen and Van Parijs

JON ELSTER

Institutt for Samfunnsforskning, Norway

I am a staunch disbeliever in the proposal put forward by Robert van der
Veen and Philippe Van Parijs (hereafter VP). For one thing, it rests on
a massive overestimation of our ability to predict and steer the course
of economic development; for another, it completely lacks the potential
for being rooted in a social movement and wedded to a conception of
justice. I shall first sketch a general theory of the conditions that are re-
quired to carry out large-scale reforms in modern (complex, industrial,
democratic) societies. I then apply the theory to the VP proposal, and
find it wanting.

Arguments for reform are of basically two kinds.! Some are consequen-
tialist: the reform is desired on the grounds that it is believed to have
good or desirable effects. Others are deontological: the reform is thought
to be inherently valuable. An example of the first kind of reform is the
introduction of the workhouse to replace poor relief; an example of the
second could be universal suffrage. The nature of deontological reason-
ing is notoriously elusive. Let me simply state, without much argument,
that in my opinion the central deontological concept is that of autono-
my, not the overly abstract notion of rights.? I hope that the distinction
between the two kinds of arguments will become clearer as I proceed.

[ shall first state the negative side of my review, arguing against the very
attempt to justify large-scale reforms — and the VP proposal is certainly
on a very large scale — by consequentialist reasoning. On the one hand,
I believe that the state of the social sciences is light-years away from al-
lowing us to predict the global net long-term equilibrium effects of ma-
jor institutional changes. On the other hand, I submit that piecemeal so-
cial engineering, through incremental planning or trial-and-error, is of
little help as a remedy to this theoretical deficit, because this method
only allows us to estimate local, partial, short-term, or transitional ef-
fects.
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Local versus global consequences. 1t is very difficult indeed to assess be-
fore the fact what the consequences will be of a reform that is both large
and general. The direct and indirect ramifications will be endless and
feed upon each other in a way that very soon becomes too complex to
grasp. It may be possible to assess the consequences of the general im-
plementation of a small reform, or of the partial implementation of a
large one, but there is in general no reason to believe that the conse-
quences will be the same or similar for a general large-scale reform. It
is probably true that if all people became good it would be good for
everybody, but “It may just be that a Sodom with ten righteous men is
not better than a wicked Sodom where the war of all against all pre-
vails.”? Similarly it may be better if all people are selfish than if all be-

come moderately altruist, yet better still if they become strongly altru-
ist.4

To illustrate the first point — the difference between implementing large
changes in the small and in the large — we may consider two proposals
for changing the ownership and incentive structure of the firm. On the
one hand, there is the market socialist proposal that firms be owned and
managed by workers. It is at least arguable that the very mixed success
of small-scale market socialism, i.., individual workers’ ooovm_‘mzém in
a predominantly capitalist economy, tells us nothing about the prospects
for large-scale market socialism in which all or most firms are run by
workers.> On the other hand, there is Martin Weitzman’s “profit shar-
ing” proposal, according to which employers and workers would bargain
over the percentage of the net product rather than over the wage rate.b
Weitzman’s proposal is motivated by various macroeconomic properties
of profit-sharing that could never act as an incentive for the individual
firm; hence the paucity of isolated experiments in profit-sharing does
not tell against the viability of a profit-sharing economy.

Weitzman’s proposal may also be used to illustrate the second point, viz.,
the difference between implementing small changes on a large scale and
large changes on a large scale. Between a pure wage economy and a pure
share economy there are many intermediate forms, each of which would
have a base wage and a profit-sharing percentage. Assume that one at-
tempted to implement the profit-sharing proposal by making it manda-
tory for all firms to have a small bonus — i.e., a share of the profit —
on top of a fixed wage, and that the system worked better than the pure
wage economy. One would not be justified in concluding that it would
work even better with a larger bonus and a lower base wage. Conversely,
if the small-bonus system performed worse than the pure wage system,
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one could not exclude the possibility that a system with a larger part of
the workers’ income paid as a share of the profit might outperform the

latter.

Partial effects versus net effects. The ceteris-paribus methodology of the
social sciences tends to diminish their usefulness as a tool for planning
and reform. Although within a given model, holding various things con-
stant, one may predict that a proposed reform will have certain effects,
it could well happen that the things held constant will in reality be affect-
ed by the reform. In particular, this is likely to happen in the case of ma-
jor institutional and constitutional changes. For one thing, even with
given motivations the new institutions may modify behavior in unexpect-
ed ways; for another, they may affect the motivations themselves.

The first problem is that of strategic adaptation to reform by those af-
fected by it. Moral hazard is the most important problem of this kind
with applications to social as well as private insurance. A reform that cre-
ates a security net under the competitive market will also lead to more
people needing the net, by reducing the incentive to survive without it.
A deeper and more difficult problem is that of the endogeneity of prefer-
ences, illustrated by the following example.” A reform movement to in-
crease the scope for self-realization in industry, in the work process itself,
or through industrial democracy, might fail because there is no wide-
spread desire for self-realization, as opposed to a life oriented toward
consumption, broadly understood. Yet one might speculate that the lack
of desire for self-realization is mainly due to the lack of opportunities
for self-realization in capitalist societies. By the mechanism of adaptive
preferences,® one often dismisses as undesirable what is unattainable
anyway. If more opportunities for self-realization become available, they
may liberate the latent desire for this mode of life. Hence one could ar-
gue that an institutional reform in this direction would create its own
need, so that the full set of consequences would go much beyond that
of satisfying the desires of those who already want it.

While plausible, this argument is not compelling. Adaptive preference
formation is not the only mechanism that shapes our wants and desires.
Even if more opportunities for self-realization were created, the desire
might lag behind. Or — to take the converse possibility — the desire for
self-realization might outrun the opportunities, with a net loss in wel-
fare. All of these effects are possible, none of them is certain. After the
fact it may be possible to tell which of them is operating and in what
combination, but the social sciences are in no state to predict ex ante
what the outcome will be.?
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Short-term versus long-term consequences. The effects of an institution-
al framework can be assessed within different time perspectives. In par-
ticular, one must distinguish between the static and the dynamic efficien-
cy of different economic systems. Static efficiency is defined as the
optimal use of existing resources, dynamic efficiency as the optimal crea-
tion of new resources. The latter includes an optimal investment policy
and, even more fundamentally, an optimal rate of technical innovation.
A system that performs well in the first respect may fare badly in the oth-
er, and vice versa. Again we shall have to look at the net effect. A very
dynamic system may be so wasteful that the gains from innovation leak
away; conversely, a very careful husbandry of resources may paralyze the
growth of system.

We may compare, from this perspective, the three forms of market
production: wage capitalism, profit-sharing capitalism, and market so-
cialism. By far the most important aspect of static efficiency in this con-
text is the ability to maintain full employment.!® More precisely, the sys-
tem has to be judged (a) by its ability to absorb new workers and (b) by
its ability to retain old workers in the face of a recession. Real-world
capitalism, i.., wage capitalism, performs badly on both counts, whereas
on theoretical grounds one could expect profit-sharing capitalism to do
well on both, because the system is set up in such a way that employers
always have an incentive to hire more workers. Market socialism would,
again on theoretical grounds, be expected to do well on the second
count, because workers would not have an incentive to fire themselves,
but badly on the first, since they would not want to share the revenue
with more workers. On the other hand, we know that wage capitalism
has performed well as regards dynamic efficiency. It has been argued on
theoretical grounds that self-managed firms will have less incentive to in-
vest and innovate, unless the individual worker plans to remain in the
firm for a very long time. The prospects for a profit-sharing economy
are more unclear in this respect.

It is perhaps possible to have some confidence in purely theoretical or
ex ante arguments about static efficiency, although I have doubts. We
may note that Schumpeter argued in 1942 that “whatever the economic
goals desired by whoever is in the position to give effect to his desires,
socialist management could attain them with less disturbance and loss
without necessarily incurring the disadvantages that would attend at-
tempts at planning progress within the framework of capitalist institu-
tions.”!" It is hard to believe that he would write these words today.
(Remember that the form of socialism he had in mind was centrally
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planned state socialism.) In any case, arguments about dynamic efficien-
cy must remain highly speculative. The determinants of innovative ac-
tivity, in particular, are as elusive and unpredictable as the “animal
spirits” in which Keynes found the explanation of investment behavior.
The problem of predicting innovative activity involves that of predicting
how firms in (what is now) the future will predict (what will then be) the
future, when they face uncertainty both with respect to what the activity
will yield and with respect to what other firms are doing. There are very
strong arguments against the possibility of anticipating the outcome of
what will essentially be a non-rational decision. 2

Transitional effects versus steady-state effects. When assessing a reform
on consequentialist grounds, one must take care not to perform the as-
sessment before the dust raised by the change has settled, and it is possi-
ble to see what the new equilibrium looks like. It would be pointless, for
instance, to evaluate the success of a revolution by considering the state
of the economy immediately after it has taken place. It is not simply that
capital that has been destroyed must be replaced, and that opponents of
the change must come to accept it. Expectations and motivations must
adjust to the new opportunities and constraints, and plans made on that
new basis must have time to come to fruition. We must be able to assess
dynamic as well as static efficiency.

At this stage in the argument there is no need to insist on the massive
difficulties of predicting ahead of time what the equilibrium outcome
will be. Let me, instead, mention four special problems that arise. First,
any serious reform proposal must take account of the time needed to
reach equilibrium, not just of the properties it is expected to have when
we get there. The goal of reform ought not to be the best possible society,
but the best possible development of society from now on. Hence if per
impossibile we discover a reliable theory affirming the existence, accessi-
bility, and optimality of a general social equilibrium, we still ought not
to embrace it unless we know what will happen during the traverse. The
legacy of Marx includes not only the intellectual hubris of believing with
total certainty that the advent of communism is inevitable, but also the
moral error of thinking it justifies any sacrifice imposed on the inter-
mediate generations.

Secondly, one must consider the possibility that the reform may set in
motion a process that has no equilibrium, or at most a cyclical one (“lim-
it cycles”). If the tendency to counteradaptive preference formation (“the
grass is always greener on the other side of the fence”) is widespread, this
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is what we may expect to observe. The ugly aspects of capitalism may
lead workers in capitalism to prefer socialism, and vice versa. The goal
of social planning, to match desires with opportunities, may prove to be
a will-o’-the-wisp. The lack of an equilibrium may also be due to prob-
lems inherent in the mechanism for aggregating preferences. Even as-
suming that individual preferences remain the same, cyclical majorities
may undermine the existence of equilibrium.

Thirdly, it may be the case that the process has an equilibrium that
would be reached within a reasonably short time in a constant environ-
ment, which changes so rapidly and unpredictably that the process of ap-
proaching the equilibrium is constantly thrown off course and has to
start all over again. Social planning is somewhat like trying to hit an un-
predictably moving target. When the solution is finally produced, the
problem may no longer exist.

Lastly, there is a specifically political difficulty involved in predicting the
outcome of a political reform movement. Because the success of a re-
form and the belief that it will last depend on each other, the ultimate
result can be very sensitive to small and unpredictable differences in
popular confidence during the early stages. To the extent that instrumen-
tal success depends on confidence and legitimacy, which must in turn be
generated by instrumental success, reformist politics becomes an art
rather than a science. To the extent that the legitimacy derives from other
sources, this particular problem becomes less acute.

One upshot of this discussion is that major social reform is clouded in
uncertainty, in the sense that we cannot attach any probabilities to the
various possible outcomes of the reform. Although there is no unique
rule of rational decision making for such contexts, many (perhaps most)
people would choose the maximin principle of acting as if the worst were
the case. They would choose the constitution the worst possible conse-
quence of which would be better than the worst consequence of any al-
ternative, thus justifying Hume’s “maxim, that in contriving any system
of government, and fixing the several checks and controls of the consti-
tution, every man ought to be supposed to be a knave, and to have no
other end, in all his actions, than private interest.”'* Hence “a constitu-
tion is only so far good, as it provides a remedy against maladministra-
tion.”!* The last statement, surely, is too strong, but for our purposes
a weaker version suffices: a constitution can be rationally expected to be
good only insofar as it provides a remedy against maladministration.
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This is a distressing conclusion, but there is worse to come. The obvious
retort to the Humean skeptic is that we can, after all, learn about the ef-
fects of constitutions, by trial and error or piecemeal social engineering.
Edmund Burke was no great believer in the power of reason to legislate
a priori, but he was not without faith in stepwise reform: “By a slow but
well-sustained progress, the effect of each step is watched; the good or
ill success of the first, gives light to us in the second, and so, from light
to light, we are conducted with safety through the whole series. We see
that the parts of the system do not clash. The evils latent in the promis-
ing contrivances are provided for as they arise. One advantage is as little
as possible sacrificed to another. We compensate, we reconcile, we bal-

ance.”!

We have seen, however, that this proposal will not do. On the one hand,
it is clear that by requiring local and initial viability of institutional re-
form, the set of possible changes is severely restricted. By piecemeal so-
cial change we can at most achieve local maxima, because many institu-
tions that are viable in the large and in the long term may not be so in
the small or in the short term. True, we may stumble upon the global
maximum by trial and error, but we cannot rationally count on finding
it. On the other hand, it is no less obvious that one cannot conduct ex-
periments that involve the whole society and whose results will not
emerge for decades, even centuries. Uncertainty and transition costs will
block the adoption of any such proposal. People will have no motivation
to participate in massive and protracted experiments of uncertain effica-
cy, unless the reform is perceived to be inherently fair and just. I now
turn to this consideration, which will provide the positive side of my ar-
gument.

In modern democratic societies, the perceived justice of social institu-
tions and policies is a condition for their long-term viability. This propo-
sition, while intuitively plausible, is not easy to document empirically.
The importance of the “the justice motive in social behavior” equals its
elusiveness. Like all norms, those of justice and fairness are extremely
context-dependent in the way they are interpreted and applied.!® They
are, in particular, highly sensitive to such phenomena as anchoring and
framing. The important norm of equality, for instance, can be im-
plemented in very different ways, depending on the reference group —
equality with whom? — and the dimension along which people are re-
quired to be equal — equality of what? Almost any policy can be both
criticized and justified on grounds of equality, by suitable choice of
reference group and dimension. These ambiguities easily lead to self-






