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abstract Ronald Dworkin’s argument for resource egalitarianism has as its centerpiece
a thought experiment involving a group of shipwreck survivors washed ashore
on an uninhabited island, who decide to divide up all of the rescurces on the
island equally using a competitive auction. Unfortunately, Dworkin
misunderstands how the auction mechanism works, and so misinterprets its
significance for egalitarian political philosophy. First, he makes it seem as
though there is a conceptual connection between the *envy-freeness’ standard
and the auction, when in fact there is none. Second, he fails to appreciate how
idealized the conditions are that must be satisfied in order for his results to
obtain. This leads him to draw practical conclusiens from the thought
expertment that do not follow, such as his claim that the principle of equality
generates a presumption in favor of the market as a mechanism for the
distribution of resources, The result is that Dworkin saddles resource
egalitarianism with 2 set of commitments that are, in fact, inessential to that
ViEW.
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egalitarianism

Ronald Dworkin’s argument for resource egalitarianism in his (Sovereign Virtue
henceforth referred to as SV) has as its centerpiece a now-famous thought experi-
ment, involving a group of shipwreck survivors washed ashore on an
otherwise uninhabited island.! They decide to divide up all of the resources on
the island equally. The principle of equality that they seek to satisfy is the ‘envy-
freeness’ standard: the division is equal if no one prefers the bundle received by
someone else to his or her own. In order to achieve such a division, they devise
a competitive auction for all the resources, and then give each survivor an equal
number of clamshells to use as currency. After the auction is run, the entire istand
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gets divided up in accordance with the bids, and each survivor is happy with his
or her pertion. Harmony reigns.

This thought experiment is one of the most widely misunderstood pieces of
reasoning in contemporary political philosophy. Most significantly, Dworkin
himself misunderstands how the auction mechanism works, and misinterprets its
significance for both the practical and theoretical aspects of the theory of justice.
First, thers is confusion about what the auction accomplishes in the broader
resource-egalitarian scheme. Dworkin makes it seem as though there is some
conceptual connection between the envy-Treeness standard and the auction, when
in fact there is none. The auction simply takes a prior envy-free allocation and
makes it Pareto efficient, Second, Dworkin fails to appreciate how strict the con-
ditions are that must be satisfied in order for the results that he derives to obtain.
Thus, he draws practical political conclusions from this thought experiment
that simply do not follow. In particular, he claims that the principle of equality
generates a presumption in faver of the market as a mechanism for the distribu-
don of resources, when in fact his argument, correctly understood, implies no
such thing.

These issues of interpretation would not be so serious, were they simply local-
ized problems in Dworkin’s particular version of resource egalitarianism.
Unfortunately, misunderstandings of the auction mechanism have spread beyond
Dworkin’s work, so that they now compromise much of the discussion of
resource egalitarianism in the broader philosophical literature.? Thus, it is impor-
tant to disentangle the various strains of Dworkin’s argument, in order to see pre-
cisely what the auction contributes to the overall resource-egalitarian framework.
The auction is, in fact, an oblique application of a well-known economic result
known as the Second Fundamental Theorem of Welfare Economics.? I would like
to start out with a presentation of the envy-freeness standard that shows how the
idea can be applied to simple cases without an auction mechanism. I then turn to
the Second Fundamental Thecrem, explaining briefly how it works and what it
contributes to the overall resource-egalitarian picture. Using these two elements,
I then go threugh Dworkin’s application of the resource auction, in order to show
what is right and wrong in his interpretation of it

1. The envy-freeness standard
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The idea of using the absence of envy as a criterion of equality has been dis-
covered and rediscovered so many times that one is tempted to think it must be
correct.* The basic principle is stated with admirable clarity in Hobbes’s
Leviathan. Hobbes, it will be recalled, wanted to show that people in the state of
nature were roughly equal in both physical and intellectual endowment. The level
of variation in physical ability could be ascertained quite easily through inspec-
tion. Intellectual ability, on the other hand, presented something of a2 measure-
ment problem (back in the dark ages, before the dawn of standardized testing).
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Hobbes argued, therefore, that the most reliable indication that people were equal
in their intellectual abilities is the tendency everyone has to think that they are
smarter than everyone else. As Hobbes puts it, ‘there is not ordinarily a greater
sign of the equal distribution of any thing, than that every man is contented with
his share’ .

One can see how the same features that recommended this principle to Hobbes,
at this particular junctore of his argument, wouid also endear it to contemporary
philosophers. There is, in contemporary discussions, both an acute awareness
of the diversity of preferences and life projects, and a commitment to develop
principles of justice that are neutral with respect to these differences. Thus, itis no
longer persuasive to argue that we should simply equalize income, for exampie.
Not all individuals value private goods equally, and so not everyone has the same
use for income. But since these underlying preferences and projects are unobserv-
able, it is difficult for an outsider to collect the informaticn required to determine
what would constitute an equal allocation. In this context, the envy-freeness
standard recommends itself for much the same reason that it did for Hobbes. Since
the information needed to achieve the equal allocation: is private, the solution
might be simply to let the individuals who have the information make their own
choices under the right set of circumstances. When this exercise generates a set of
compossible choices, one can then say that the allocation is equal.

To grasp this idea on a more intuitive level, consider a very mundane exam-
ple. Imagine the situation of an executor of an estate who is instructed to divide
up the deceased’s possessions in such a way as to give each heir an equal share,
Suppose, further, that it is impossible to achieve this by mechanically dividing
the property up into identical bundles (for example, the estate may contain
indivisible items, such as a clock or a dinner service). However, equalizing the
bundles by determining the appraised monetary vaiuve of these items is also un-
satisfactory, since it incorporates inessential factors into the deliberations
(namely, how much people in society at large want the items) and excludes
essential ones (namely, the sentimental value to the heirs).

One way of resolving the problem is to use the following procedure. The
executor asks the heirs some preliminary questions about what each one wants,
then divides up the estate’s goods into a set of bundles, If there are three bene-
ficiaries, the executor will make three bundles, and so on. Each beneficiary then
writes down on a piece of paper which bundle he or she wants, and submits
this request to the executor. If the set of requests is compossible (that is, each
beneficiary requests a different bundle, and so all the requests can be satisfied
simultaneously), then the bundles are distributed, each bundle given to the
person who requested it. However, if any two heirs request the same bundle, then
the goods are not distributed. The executor consults the preference schedules
again, reorganizes the bundles, and the entire procedure is repeated. No distribu-
tion is made until an allocation is achieved that generates a mutually consistent
set of requests.
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This procedure is one way of generating an envy-free allocation. Once the allo-
cation is complete, no one will envy anyone else’s share. Of course, it is not the
fact that no one ‘feels envious’ in the end that makes the procedure attractive
from the standpoint of justice. The important point is that an envy-free allocation
can be unanimously endorsed, because everyone likes the bundle that they get
under the proposed arrangement better than anyons else’s. As a result, no one has
any incentive to reject the arrangement. Thus, the envy-freeness principie is very
closely tied to the very simple and attractive idea that a just cooperative arrange-
ment must be one that is acceptable to all.

In the economic literature, this concept of envy-freeness is often used to define
the following two distinct principles, one stronger than the other:

1. Faimess: a distribution is fair if, and only if, no individual prefers the bundle
that is received by any other individual to his or her own.

2. Superfairness: a distribution is ‘superfair” if, and only if, each participant
receives a bundle that is strictly preferred by that individual to the bundle
received by anyone else.®

Under the fairness principle, an individual could be indifferent between her share
and someone else’s, and so would still be willing to accept certain re-
arrangements of the bundles. Under superfairness, each agent has & strict prefer-
ence for her own bundle, and so would reject any arrangement under which she
received anyone else’s, This slight difference can be significant. For example,
one way of guaranteeing an envy-free allocation is to create identical bundles. (In
cases in which some goods are indivisible, it is still possible to construct an equal
allocation by creating a lottery, or by issuing shares, or by offering access rights,
and so on.} Here there will be no envy, because every bundle is the same. This is
often called the equal allocation. It is always fair, but never superfair.

‘When there is only one type of resource to be distibuted, the only envy-free
allocation is ar: equal one (and there are no superfair distributions). Since every-
one will prefer more of that good to less, any bundle that contained more would
be preferred by everyone. Similarly, if people have identical preferences, then
only fair allocations will be available, not superfair ones. (Although these fair
allocations need not be equal. With identical preferences, the contents of the
bundles may differ, because individuals may be indifferent between different
mixes of goods, But if one of the bundles is such that one person prefers it over
all the others, then everyone will prefer it over all the others, and so the resulting
allocation could not be envy-free.) Thus, the existence of superfair allocations is
a consequence of the heterogeneity of both goods and preferences.

There is one problem with the superfairness principle that should be noted. It
does not pick out a unique solution. Furthermore, individuals will not be indif-
ferent amor:g the elements of the set of available superfair solutions. Imagine, for
example, the division of an estate between two heirs, each of whom has a set of
items that he or she is very strongly attached to — so strongly that it generates an
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automatic preference for any bundle in which it is contained. If X is the set of
items that the first heir strongly wants, ¥ is the set that the second strongly wants,
and Z is the rest of the estate, then (X o Z, ¥) and (X, Z U ) are both superfair
divisions. Prima facie this would suggest that it is of no consequence, from the
standpeint of equality, how Z is to be allocated and that solutions in which it is
all given to one person are perfectly fine. But this seems arbitrary, perhaps even
unfair. In any case, it suggests that the envy-freeness standard needs to be
supplemented with some additional principles in order to provide a persuasive
theory of justice.

2. A graphical representation

There is a very simple graphical representation available of the set of superfair
allocations which helps to show why this indeterminacy arises, However, it uses
an Edgeworth box diagram, a mode of representation that strikes many people as
unintuitive when they first encounter it. It is, nevertheless, worth the effort.

As we have seen, in order for there to be superfair solutions to an allocation
problem, there must be at least two people and at least two goods to be distrib-
uted between them. The simplest way of representing an individual’s preferences
over two goods is with a set of indifference curves, as in Figure 1. For any point
on such a curve, the agent is indifferent between that bundle and any other one
that lies on the same curve; she will prefer any bundle that lies on a higher curve;
and she will ‘disprefer” any bundle that lies on a lower curve.

Ongce such a diagram is drawn, we can then represent the set of allocations that
will make this individoal envious. Assume that there are 10 carrots and 50 pota-

317




politics, philosophy & economics 3(3)

318

50 I
F
50-y g
NN
potatoes ) a
Iz
0 E
0 x 10— 10
carrots
Player 1 0

Figure 2 Detecting envy

toes to be divided up between two individuals. Under any allocation, the amount
that Player 1 gets (x, y) will liec upon a particular indifference curve. To see
whether this allocation makes Player 1 envious, all we need to do is plot out the
amount that the other player gets under this allocation (10 — x, 50 — v), and see
whether this point lies on a higher or a lower indifference curve than (x, y). Figure
2 shows an example of this, with a being the amount that Player 1 will ger under
the proposed allocation and ¢’ being the amount that Player 2 will get. We can
see clearly that @ will induce envy, since a’ is on a higher indifference curve than
a. We can check for envy with all the other points on the indifference curve that
a is on just by plotting out what each of these allocations gives to the other
player. This will give us a second curve that is a precise mirror image of the first.
We can determing by inspection that almost every point on this indifference
curve is one that will induce envy. It is only the set of points that lie on the curve
beyond the two points where it intersects its mirzor image (that is, abave #; and
below £,) that do not produce envy. At either of these two points, the individual
is indifferent between his allocation and the other player’s.

Thus each indifference curve that intersects its own mirror image gives us two
thresheld points, which represent two allocations at which the individual ceases
to prefer the other player’s bundle, The entire set of such points gives us the ‘fair-
ness threshold” for that individual. Every allocation that lies on the inside of this
threshold generates envy, while every point that lies beyond it does not, The fair-
ness threshold for Player 1 is shown as line ¥ in Figure 2. This line wil! always
intersect the equal division point, shown here as e. The fact that it is convex
above this point and concave below reflects the fact that this individual likes
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carrots more than potatoes, and so is more likely to be envious when her bundle
contains a greater balance of potatoes than carrots.

Suppose that instead of representing one individual’s preferences over various
bundles of carrots and potatoes, we want to represent the preferences of two
individuals aver a division of carrots and potatoes between them, An Edgeworth
box diagram allows us to do this in a very economical way. The diagram is con-
structed by taking two standard indifference curve maps, then ‘flipping’ one of
them over, so that instead of having its origin at the south-west corner of the box,
the origin will be at the north-east corner. By superimposing these two, as in
Figure 3, it is possible to see both players® preferences over an allocation simul-
taneously. Thus, Figure 3 shows the division of 10 carrots and 50 potatoes
between two individuals. For example, at point a Player 1 receives 3 carmrots
(shown on the lower axis), while Player 2 receives 7 (shown on the upper axis);
Player 1 receives 10 potatoes (shown on the left axis), while Player 2 receives 40
(shown on the right axis).

Player 1's indifference curves are the ones that are concave to the south-west
comer, while Player 2’s indifference curves are convex to the south-west corner
{and, of course, concave to her origin in the north-east comer). The set of super-
fair points will be those that are beyond both piayers® faimess thresholds. In
Figure 3, this is the set of points in the region S. The reason that there are such
points here is that the players have different, complementary tastes. Player 1 likes
carrots more than potatoes, while Player 2 likes potatoes more than carrots. Thus,
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* the allocations to the south-east of the equal division, which give Player 1 rela-

tively more carrots and Player 2 relatively more potatoes, contain a region of
superfair points. If the two players had exactly the same preferences, then the two
fairness frontiers would land on top of one another, and there would be no super-
fair soluticns, only fair ones.

3. The Second Fundamental Theorem
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The graphical representation presented here shows guite clearly why the envy-
freeness principle does not provide 2 unique solution to the distribution problem,
and thus why it will need to be supplemented with some other principle in order
to provide a comprehensive theory of justice. Economnists have traditionally
regarded the Pareto-efficiency standard as the most obvious candidate for such a
supplementary principle. This principle ranks one allocation superior to another
if it is preferred by at least one individual and not ‘dispreferred” by any other. The
outcome is Pareto optimal when the limit of such improvements has been
reached.

There is in general no reason to believe that an envy-free allocation will be
Pareto optimal. Consider, for example, the estate-distribution problem outlined
above, but one in which the executor decides to divide up Z into two sub-bundles,
7, and Z,. By hypothesis, both (X W Z,, Y U Zy) and (X Zp, Y U Z)) will be
superfair. But if one person prefers Z; to Z; while the other prefers Z; to Z;, then
one of these allocations will be Pareto inferior to the other.

The set of Pareto optimal points in our allocation problem can also be repre-
sented quite economically using the same type of Edgeworth box diagram. Any
particular allocation will fall on one of Player 1's indifference curves and on one
of Player 2°s indifference curves. That point will be Pareto optimal if it is impos-
sible to move to a higher indifference curve for one player without moving to a
lower indifference curve for the other. Thus, in Figure 4, point a is not Pareto
optimal, because it is possible to pick another point, a’, which Player 2 likes just
as much, but which is on a much higher indifference curve for Player 1. An allo-
cation will be Pareto optimal only if it is the scle point at which the two players’
indifference curves intersect. The set of such points is known as the contract
curve, and is shown as line C in Figure 4.

This representation makes it very easy to see which superfair allocations will
be Pareto optirnal. It is the set of points on the contract curve C that lie within the
region of superfair points S. This is shown in Figure 5. Again, if the two players
have identical preferences, the contract curve will run through the equal division
paint. If the players have different preferences, we can rest assured that the con-
tract curve will intersect S, because the points on the other side of e will be ones
where both players envy each other’s bundle. If they both envy each other, then
the allocation cannot be Pareto optimal. They can simply trade bundles, which
will take them to one of the points in S.
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This observation leads naturally to a more general question. If the parties receive
an allocation that is not superfair and Pareto optimal, under what circumstances
will they be able to trade their way to such an outcome? More specifically, under
what conditions will trading lead from an allocation that is not superfair to one

that is? Also, will trading that starts at a superfair allocation necessanly lead to
an outcome that is also superfair?
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It is in order to answer these questions that we must appeal to the Second
Fundamental Theorem of Welfare Economics. This theorem is, in effect, the
converse of the better-known First Fundamental Thecrem, which shows that the
outcome of a perfectly competitive market will he Pareto optimal (also some-
times known as ‘the Invisible Hand Theorem’, with reference to Adam Smith”).
The second theorem shows that, under certain assumptions, every Pareto optimal
allocation can be the equilibrium outcome of a competitive market, given some
initial allocation of goods and resources. This shows that there is no conflict in
principle between equality and the exchange of goods. Whatever outcome on the
contract curve the principle of equality favors, it is possible to construct a market
that will generate precisely that outcome.

The second theorem also has a very simple graphical representation, shown in
Figure 6. For any point on the contract curve C, such as a, one can draw a line
that is tangent to both players’ indifference curves at that point. The point « is,
then, the competitive equilibrium of 2 market that starts with any of the alloca-
tions on this line P. Of course, the characterization of the ‘market” here is subject
to the usual idealizing conditions: there must be no externalities, symmetrical
information, no satiation, everyone must be a price-taker, and so forth.

Putting together the second theorem with the characterization of the set of
superfair points suggests one very elegant way of solving the indeterminacy
problem. As we have seen, even combining the envy-freeness standard with the
Pareto-optimality principle still leaves vs, In most cases, with a whole set of
possible solutions and no way of privileging just one. However, we have seen
that the equal solution ¢ is always available and always unique. The problem with
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it, in the normal run of cases, is that it is inefficient (that is, not on the contract
curve). So if one starts from this allocation, the players will generally be unhappy
and refuse to stick with it, The second theorem, however, allows us to show that
there will always be a point on the contract curve that ‘corresponds’ to it. This
equilibrinm point is shown as s in Figure 7. Call this the efficient equal alloca-
tion.

It is easy to show that, in cases in which the contract curve does not run
through e, the competitive equilibrium of & market economy that starts with e as
its initial allocation will also be superfair. This is because P is a price line — start-
ing at any point on this line, in order to move to some other point on the line, the
number of carrots that one must give up in order to get a potato, or vice versa, is
the same, Thus, the bundles that Player 1 and Player 2 have at point s are both
bundles that the other could have bought, had they preferred them. So one can
show guite easily by reductio that point s must be superfair. More generally, one
can show that trading under conditions of perfect competition will always pre-
serve envy-freeness. If the initial allocation is envy-free, then the competitive
equilibrivm corresponding to that initial point will also be envy-free.?

This strategy for picking out 2 solution has a number of attractive properties,
The basic problem with the envy-freeness standard, as shown in Section 1, is that
some superfair allocations seem to be more “fair’ than cthers. However, the equal
solution is unimpeachable in this respect, since it gives each parson exactly the
same amount, The only problem with it is that it is inefficient. So picking cut the
point on the contract curve that corresponds to the equal allocation solves both
problems. ‘ '
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The other attractive feature of this solution is that it provides a way to engage
in ‘second-best’ reasoning about equality. One unfortunate characteristic of the
envy-freeness standard is that it simply partitions the set of allocations into those
that create envy and those that do not. Ameng those that do, there is no way to
determine how much envy they create, and so no way to rank them as more or
less equal.® Since it will be impossible, for the most part, to achieve envy-free
allocations in the real world, this is a fairly serious problem. However, it is
possible with a few modifications to rank allocations as more or less equal. We
can begin by drawing a diagonal line from ore player’s origin to the other’s,
intersecting point e on the way. Allocations on this line can then be ranked as
more or less equal, depending upen how far away they are from the equal allo-
cation. All of the peints on the contract curve can then be ranked by finding the
competitive eguilibrium corresponding to each point on the diagenal, and using
the ranking of points on the diagonal to rank the points on the contract curve.'

4, Dworkin’s argument
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With this analysis in hand, we can now turn to Dworkin's presentation of his
auction. He introduces the auction, as we might expect, in order to handle the
indeterminacy of the envy-freeness standard. The shipwreck survivors, having
agreed to divide up all of the resources on the island equally (where ‘no division
of resources is an equal division if, once the division is complete, any immigrant
would prefer someone else’s bundle of resources to his own bundle’ (SV: 67)),
must settle upon some mechanism for doing so. Initially, Dworkin considers the
possibility of a mechanical division of the resources into equal bundles, or else
the use of a procedure similar to that of the estate executor {outlined above). But
he argues that such a division, even if physically possible, will not eliminate a
possible ‘piece of unfaimess’:

For the combination of resources which composes each bundle the divider creates will
favor some tastes over others, compared with different combinations that he might have
composed. That is, different sets of » bundles might be created by trial and error, each
of which would pass the envy test, so that for any such set that the divider chooses,
someone will prefer that [the divider] had chosen a different set, even though that
person would not prefer a different bundle within that set. (SV: 67)

One can see what Dworkin is getting at here, even though his statement of the
problem is not quite right. What Dworkin is describing is simply the fact that the
envy-freeness standard picks out an entire region of points, and that, even though,
for any given allocation, no one prefers anyone else’s bundle wirhin that alloca-
ton, at least one person will prefer the bundle that he would receive under some
other envy-free allocarion. But this by itself cannot be the problem. The fact that
there is a region of envy-free allocations means that, no matter which allocation
gets chosen, there will always be someone who prefers some other allocation.

Heath: Dworkin’s auction

Nothing (including Dworkin's proposed solution) can do anything to eliminate
this. The problem therefore cannot be simply that ‘someone will prefer that [the
divider] had chosen a different set’. The true problem is raised only later, when
Dworkin states that ‘if any more complex division can be found that will satisfy
[the envy test], many such might be found, so that the choice among these will
be arbitrary’ (S§V: 68).

Stated more precisely, the problem is as follows. We have good reason to
choose an envy-free allocation over one that induces envy. But given the set
of envy-free allocations, what reason do we have to choose one rather than
another? The mere fact that an “executor” happens to have settled upon one such
allpcation cannot be a geod reason for choosing it. That is arbitrary, and hence
unfair to those who receive less under this allocation than under some other.

Luckily, says Dwarkin, after this statement of the problem, ‘the same solution
will by now have occurred to all readers. The divider needs some form of auction
or other market procedure in order to respond to these problems’ (SV: 68). This
moves far too quickly, since there are a variety of ways that we might solve the
indeterminacy problem without bringing in an auction. For instance, we might
choose to treat the region of superfair allocations as a second division problem,
and apply the envy-freeness standard to it.!' Recursive application of the envy-
freeness standard will eventually converge toward a limit point. This solves the
problem, even though the solution has its weaknesses. The peint is simply that an
auction does not present itself as the only possible solution to the indeterminacy
preblem.

In any case, having settled upon an auction as the appropriate sort of procedure
for privileging one envy-free solution, Dworkin goes on to characterize the
auction procedure in the following way:

Suppose the divider hands each of the immigrants an equal and large number of
clamshells, which are sufficiently numerons and in themselves valued by no one, to use
as counters in a market of the following sort. Each distinet itern on the island (not
including the immigrants themselves) is listed as a lot to be sold . . . The auctioneer then
proposes a set of prices for each lot and discovers whether that set of prices clears all
markets, that is, whether there is only one purchaser at that price and all lots are sold.
If not, then the auctioneer adjusts his prices until he reaches a set that does clear the
markets.

Dworkin then concludes, correctly, that the allocation which results from such an
auction will be envy-free, since ‘no one will envy another’s set of purchases
bacause, by hypothesis, he could have purchased that bundle with his clamshells
instead of his own bundie’ (SV: 68).

The problemn with this construction is a lack of clarity about what sort of work
the avction is doing. It should be recognized that what Dworkin is proposing
here as a solution to the distribution problem is identical to the ‘efficient equal’
solutjon sketched out at the end of the previous section.'® This is obscured by
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Dworkin’s use of the clamshells as an expository device. The initial distribution,
in which each survivor receives an equal number of clamshells, is equivalent to
the equal allocation of resources (point ). To see why, consider how the auction
would work in the simpler two-person case, in which the problem is to divide up
10 carrots and 50 potatoes. Suppose that 100 clamshells are to be distributed
between the two. Instead of giving out clamshells, we could also give out little
pieces of paper that say: ‘this entitles the bearer to a tenth of a carrot, and half 2
potato” {since receiving one clam shell is the same thing as receiving a hundredth
share of all the resources). We could then conduct an auction along the same lines
as Dworkin’s, with identical results. Thus, Dworkin’s use of clamshells runs the
risk of generating a ‘money illusion’ — concealing the fact that his auction takes
the equal allocation as its point of departure.

Once we have seen through this money illusion, we can then ask precisely
what the auction accomplishes. It does not serve to create equality, since the
initial allocation is already perfectly equal and envy-free. The problem with the
initial allocation is simply that it is inefficient. Thus, the auction takes the initial
envy-free allocation and transforms it into an efficient envy-free allocation {by
taking the survivors from the equal allocation to the corresponding point on the
contract curve).'* The fact that it can do so is a relatively trivial implication of the
Second Fundamental Theorem, since the zuction is simply a stand-in for a per-
fectly competitive market, and trading under conditions of perfect competition
preserves envy-freeness.'

If one eliminated the auction entirely, and simply left the survivors with the
equal allocation, none of them could complain that they had been treated
unequally. So the auction does not appear to be accomplishing much on the
equality front. Dworkin, however, believes that there is a deeper connection
between the auction and the ideal of equality. He argues that the division of the
resources into bundles by an executor is different from the division produced
through an auction because through the auction ‘each person played, through his
purchases against an initially equal stock of counters, an squal role in deter-
mining the set of bundles actually chosen’ (SV: 68). This is what eliminates the
‘arbitrariness’ associated with an executor’s division of resources.

Unfortunately, Dworkin does not explain what it means to play an ‘equal role’
in this context,'> Clearly, the auction does nothing to influence the form that the
resources take. ‘If plover’s eggs and old claret were the only resources to auction,
then the person who hated these would be as badly off as in our earlier example
[of the mechanical division] . . . but he could not complain that the division of the
actual resources they found was unequal’ (SV: 69). Questions concerning the
‘baseline” are dealt with by the principle of abstraction (introduced later in
Drworkin's work on liberty), and not by the auction.'s Thus, the notion of ‘an
equal role in determining the set of bundles’ can only refer to the bidding power
each individual has, within the avction, that allows him or her to influence which
resources will be lumped together to form 2 bundle. But since the bidding power
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of each individual is determined by the number of clamshells that each is given
at the beginning of the auction, any equality of bidding power must be a function
of the equality of the initial distribution. In other words, the auction does nothing
to guarantee everyone an ‘equal role’, it is entirely the choice of ¢ as the initial
allocation that equalizes roles. Thus, the outcome that results from the auction is
neither more nor less equal than the initizl allocation. It is simply more efficient.

5. Problems with Dworkin's argument

These reflections do not in any way impuogn the integrity of the resource-
egalitarian ideal. The problem is simply that Dworkin overestimates how central
the auction is to this ideal, because he fails to see that the initial handout of
clamshells amounts to an equal (and envy-free) allocation of the island’s
resources. Thus, he is led to state, for instance, that ‘an equal division of
resources presupposes an economic market of some form, mainly as an analyti-
cal device but also, to a certain extent, as an actual political institution’ (SV: 66).
As we have seen, the market has nothing to do with the equal division of
resources. It is easy to create an equal division without a market, just by giving
everyone an identical bundle. The tricky part is to create an efficient division - it
is here, and only here, that we require the services of the market.

Dworkin states that the market has erroneously ‘come to be regarded as the
enemy of equality, largely because the forms of econemic market systerns devel-
oped and enforced in industrial countries have permitted and indeed encouraged
vast inequality in property’ (SV: 66). This is correct. As the Second Fundamental
Theorem shows, inequality of outcome is a contingent, not a necessary, feature of
the market pattern: of crganization. However, what the second theorem shows is
that markets are transparent to issues of equality or ineguality, If the input is
unequal, the output will be unequal, and if the input is equal, the output will be
too. Thus, Dworkin overstates his case when he claims that: ‘the idea of an
economic market, as a device for setting prices for a vast variety of goods and
services, must be at the center of any attractive theoretical development of equal-
ity of resources’ (SV: 66). What the second theorem shows is that while there are
no egalitarian arguments against the market, neither are there any egalitarian
arguments for the market. This is probably a good thing, since an egalitarian
argument for the market would be easy to caricature and dismiss, as Elizabeth
Anderson has demonstrated.!? Efficiency arguments are far more compelling.

There is another line of thinking in Dworkin’s work which suggests that the
resource-egalitarian ideal requires markets becavse property rights force indi-
viduals to take account of the costs that their choices impose upon others. Thus,
Dworkin sometimes claims that showing ‘equal concern’ for all persons requires
a market, because the market forces ‘eachto take responsibility for the true costs
of his own choices’,'® When Bill eats a carrot, that is one less carrot available for
the rest of humanity. In the absence of markets, Bill need not take into account-
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the extent to which other people might want the carrot, prior to his eating it.
However, with the institution of the market, the needs of others will be reflected
in the price at which carrots are selling. This may increase the opportunity cost
of Bill’s choice. Instead of simply eating a carrot, he may be eating a carrot worth
$5 — a reflection of the fact that other people desperately want it, He will there-
fore be foregoing all of the other consumption bundles that $5 could purchase.
There is, of course, nothing wrong with the moral intuition underlying this
argument for the market. The problem is that the intuition stems from our
commitment to efficiency, not equality. Not only Dworkin, but many of his com-
mentators have been misled i this regard.'® The example of Bill's carrot is just
a concrete example of the way that markets bring about an alignment of private
and social costs. As Dworkin puts it, markets fix ‘the value of any transferable
resources one person has as the value others forgo by his having it” (SV: 149).
This is just another way of saying that property rights internalize externalities.?®
But the problem with externalities is that they generate waste and inefficiency,
not inequality. If Ted wants Bill’s carrot more than Bill does, and there is an
unrealized exchange between them, this means that {relatively speaking) Bill
must want Ted’s potato more than Ted does. Thus, Bill’s failure to take into con-
sideration the cost to Ted of his choices in the absence of a market is necessarily
matched by Ted’s failure to take into consideration the cost to Bill of his own
choices. This certainly constitutes a lack of concern, but it does not represent an
affront to equality, because it is necessarily symmetric (otherwise it could not be
corrected through market exchange).?' Thus, a society that imposes equal alloca-
tion as a pattern: of distribution, then prohibits all exchange, nevertheless exhibits
equal concern for both Bill and Ted. This concern takes the form of an equal lack
of concern about their particular vegetable preferences. If that sounds odd, it is
merely because Dworkin’s phrase ‘equal concern’ smuggles in a commitment to
efficiency in the form of the assumption that concern should be equalized at a
high rather than a low level. (After all, if the primitive equality that Hobbes
described in the state of nature in fact obtzined, then that state would be perfectly
envy free. Everyone would be equally unconcerned about everyone else, and
everyone’s life would be unenviably solitary, poor, nasty, brutish, and short.)
Thus, there are good reasons for wanting an institution such as the system of
property rights that underlies Dworkin’s avction. However, the reasons for it are
ail grounded in the attractiveness of efficiency as 2 normative ideal, not equality.
This is, unfortunately, not an observation that Dworkin is well positioned to take
advantage of, since he insists on excluding efficiency considerations from his
articulation of the resource-ggalitarian ideal. This is in contrast to someone like
John Rawls, who believes that the core principles in a theory of justice will need
to have efficiency considerations built in. (The difference principle states, in
effect, when trade-offs between eguality and efficiency are acceptable.?)
Dworkin, however, insists upon a peculiar sort of normative monism, according
to which the principle of equality must be ‘an independent and powerful politi-
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cal ideal” (SV: 109) which should not be compromised or diluted by other prin-
ciples. It is perhaps this commitment to ‘equality menism’ that leads him to
obscure the nature of the contribution that the auction makes to his scheme. If
Dworkin were consistent in his insistence upon a moenistic conception of equal-
ity, he would have to opt for recursive application of the envy-freeness standard,
instead of the auction, as a way of picking out a unique solution.

Part of the reason that Dworkin insists so much upon the separation of
equality and efficiency is that he often flouts the distinction between the Pareto-
efficiency standard and the utilitarian injunction to maximize average utility (SV:
56). The difference is quite significant, however, since the Pareto conception of
efficiency is perfectly compatible with equality (as the second theorem, along
with Dworkin's own auction, shows), while the injunction to maximize average
utility often generates a conflict with equality. So, even though Dworkin finds the
idea of an auction attractive and essential, he feels that he cannot grant that it
responds to an efficiency concern. Thus, he represents the auction as though it
were making some contribution toward the equality of the cutcome. He even
states, at one point, that under the right sort of circumstances, ‘efficiency simply
is fairness, at least as fairness is conceived under equality of resources’ (SV: 84).
This is deeply muddled.

Of course, Dworkin does not intend to ignore efficlency considerations com-
pletely. He simply wants to formulate a principle of equality that is uncontami-
nated by efficiency considerations, or, as he puts it, to ‘protect the boundaries of
the concept of equality from confusion with other concepts’ (SV: 109). But he
anticipates that efficiency will enter into the picture at a later stage, as a con-
cession to the ‘real-world’ difficulties that one is likely to encounter when it
comes time to implement egalitarian arrangements. Thus, he acknowledges the
‘familiar idea in political theory that a just society will make some compromise
between efficiency and distribution. It will sometimes tolerate less than perfect
equality in order to improve average utility’ (SV: 54).%

The idea that we might start out with a purely normative theory, then make
various concessions to practical concerns as we seek to establish functional eco-
normic and political institutions is, however, subject to some noteorious difficui-
ties. In particular, because Dworkin’s use of the auction mechanism is simply an
application of the Second Fundamental Theorem, his project is vulnerable to all
of the objections that have been raised, over the years, to classic welfare econ-
omiics. In particular, the idea that a market mechanism might be used to imple-
ment an egalitarian distribution of wealth is a very old idea, and has been central
to debates over ‘market socialism’ since the 1940s.% Dworkin’s framework is
subject to all of the objections that this project has attracted over the years,”

In order to see the sericusness of these objections, it is helpful to recall just
how powerful the idealizations are underlying the conception of a perfectly com-
petitive market (or a Walrasian auction). Simple trading will not, in general.
preserve envy-freeness. Suppose that Bill and John exchange carrots for potatoes,
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but then Fred comes along, hoping to do the same. Unfortunately for him, Bill
has aiready bought all the potatoes he wants from John. This leaves Fred envy-
ing John, who had the chance to unload all of his surplus potatoes. The problem
here is that exchange has occurred at a price level that does not clear the market.
Trade will only preserve envy-freeness if it occurs at exactly that price. But
market-clearing prices will emerge only under the highly restrictive set of condi-
tions that characterize perfect competition (known as the Pareto conditions).

What do these conditions include? They include, for instance, a complete set
of property rights, so that there will be no positive or negative externalities. (This
is why Dworkin states that all resources, except ‘the immigrants themselves’, are
to be divided up into lots.) This set of property rights extends far beyond the set
of rights that are legally recognized in our society. They would have to cover
everything that is a public good in our society — not just land, but also air, water,
security, green space, and so on. But it goes much further. Imagine any sort of
externality — such as making a lot of noise that keeps the neighbors awake. In a
perfectly competitive market, there would have to be a property right that fully
internalized the cost that this action imposes upon others. Without such rights,
there would be the usval overproduction of goods associated with negative
externalities (noise, smoke, odor, and so on) and the underproduction of goods
associated with positive externalities (construction of aesthetically pleasing huts,
killing of poisonous snakes, and $0 on).

Most of these types of property rights do not exist in our society, because the
transaction costs associated with their enforcement would be prohibitive. Many
people have thought, however, that even if real-world markets can never satisfy
these ideal conditions, they can at least come fairly close. Dworkin assumes this,
claiming that ‘onder certain (perhaps very limited) circumstances, when the con-
ditions for an equal auction are at least roughly met, then an actual auction might
be the best means of reaching or preserving equality of resources in the real
world’, He goes on to state that the ‘economic markets of many countries can be
interpreted, even as they stand, as forms of auctions’ (SV: 72).

This is a very standard sort of argument. The ideal of a perfectly competitive
market, according to this view, is like the idea of a frictionless plane in physics.
Even though we are never in the perfectly ideal state, the more closely the world
resembles the ideal state, the more closely the results will approximate those
predicted by ideal theory. On the basis of this analogy, we may be tempted to
conclude that if perfect competition generates perfect efficiency, then near-
perfect competition should generate something as close as possible to perfect
efficiency. So a real-world, resource-egalitarian auction should generate some-
thing as close as possible to an egalitarian allocation.

The problem for this view arises from what is known as the ‘general theory of
the second best”.*” This theorem shows that, in a situation in which one of the
Pareto conditions is violated, respect for all of the other Pareto conditions will
generate an outcome that is less efficient than some other outcome that could be
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obtained by violating one or more of the other conditions. In other words, while
perfect competition generates a perfectly efficient outcome, a situation that is as
close as possible to perfect competition will not generate an outcome that is as
close as possible to perfect efficiency. Thus, the analogy between perfect com-
petition and a frictionless plane is a fallacy,

The primary consequence of the second-best theorem is that it deprives both
the First and the Second Fundamental Theorems of Welfare Economics of any
reel-world implications. Moreover, becauss Dworkin’s auction is an application
of the Second Fundamental Theorem, it is subject to all of the limitations
imposed by the second-best theorem, The relationship between equality and
efficiency that it reveals, and that the auction realizes, obtains only at the level of
ideal theory. The thought experiment cannot be used to derive any conclusions
about the way that actual markets work in the world or how actual resource-
egalitarian allocations can be achieved.

It is important to emphasize the nature of the problem here. It is not that an
auction conducted under less-than-ideal conditions will not produce an efficient
outcome. That is a problem, but it is not necessarily one that Dworkin need worry
about. The problem is that an avction that does not generate a perfectly efficient
outcome will not preserve envy-freeness. Thus, even if one begins with a state of
perfect equality, a real-world auction is almost guaranteed to destray it. This is
an issue that Dworkin cannot ignore,

Lastly, it is worth noting that Dworkin’s reliance upon the traditional welfare
economics assumptions that underlie the Second Fundamental Theorem creates a
rather unexpected opportunity for a welfarist counterattack, Economists have
traditionally defined positive and negative externalities in terms of the effects
that certain transactions have upon the welfare of third parties. As a result, the
idea of a system of property rights that internalizes all externalitiss is essentially
equivalent to a system in which anyone who wants to reduce anyone else’s wel-
fare must pay him or her to do se. But this could just as well be achieved through
a system of property rights that gave each individual ownership of his or her own
welfare. Thus, the difference between equalizing resources and equalizing wel-
fare turns out to be less than clear. (In a sense, Dworkin’s argument trades upon
an equivocation in the sense of the term ‘resource’, between what we in our
society call a resource and what would have to count as a resource under a sys-
tem of property rights that internalized all externalities.) In the ead, Dworkin’s
resource egalitarianism may appear persuasive only because, under the set of
idealizing assumptions that it relies upon, it is analytically equivalent to one form
of welfarism.

4. Conclusion

My central contention in this article has been that Dworkin misunderstands the
contribution that his auction makes to his resource-egalitarian scheme. This leads
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him to make two illegitimate inferences concerning the status of the market.
First, it leads him to think that there is some internal connection: between the
institution of the market and the resource-egalitarian ideal.”® This is incorrect.
Markets promote efficiency; they are at best neutral with respect to equality.
Second, it leads him to overlook results in economic theory which show that in
principle conclusions derived at this level of idealization have nc normative
implications for real-world institutions. General equilibrium theory simply
cannot be used as a platform for the develepment of a theory of justice.

My discussion has been focused entirely upon Dworkin’s preliminary charac-
terization of his auction, involving the story of the shipwreck survivors. Dworkin
goes on to make the construction significantly more complex by insisting that
the allocation be not only statically envy free, but also dynamically envy free
(roughly speaking). Since the initial auction occurs under conditions of uncer-
tainty about the future, Dworkin adds in a set of complementary insurance
markets. He then argues, for reasons somewhat tangential to the concerns
discussed here, that there should be a set of hypothetical insurance markets to
compensate individuals for various forms of undeserved bad Inck that they have
been unable to insure themselves against. The resulting construction is extremely
complex, and also deeply problematic.?

Such extensions of the project are, however, impossible to evaluate without a
solid understanding of how the basic auction works. Insurance systems have not
only important effects upon the distribution of weaith, they also confer signifi-
cant efficiency gains upon the parties involved. These two components must be
separated out in order to assess the relevance of such arrangements to the envy-
freeness standard as a conception of equality. Once these two strands are
separated out, however, my suspicion is that the primary rationale for social-
insurance-type arrangements will be grounded in their efficiency properties, in
the same way that the primary justification for the market rests with its efficiency
properties. Dworkin’s attempt to defend these institutional arrangements through
reference to their supposedly egalitarian character generates z series of extremely
weak arguments, and runs the risk of trading upon a straightforward conceptual
confusion.

My hope is that the discussion in this article will provide some of the theoreti-
cal tools needed to work through these difficulties, Both the resource-egalitarian
framework and the envy-freeness standard have, in my view, congiderable merit
as components of 2 broader theory of equality. Dworkin’s auction, unfortunate-
ly, does not do justice to eithet. His presentation unhelpfully saddles the envy-
freeness idea with a set of inessential commitments. Separating cut the strands
of the argument, in order to see precisely what service the auction mechanism
performs, is the first step toward a more adequate evaluation of the merits of
envy-freeness as a principle of equality.
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