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Abstract

Conventional normative economics is built on theuasption that people act as if seeking to
satisfy coherent and priori preferences. This model has however been chaliebgenany
empirical works highlighting the existence of sys&ic deviations from the behaviour
predicted by the neoclassical theory. The developroé behavioural economics therefore
guestions the validity of the results developed rmymative economists. Reconciling
behavioural and normative economics needs in pdatica clarification of the normative
content of economic prescriptions, since it app#@sthe assumption of rational preferences
enabled economists to overstep this question, tfiereht interpretations of the current
normative criterion of preference-satisfaction iegdn fine to the same prescriptions. In this
paper, we want to highlight that libertarian pasism is probably the most natural solution
to the reconciliation problem for neoclassical emaists, since its current formulation relies
on the existence of a rationabmo ceconomicusapped within each individual. We can
however find within the current formulation of litbarian paternalism the same difficulties
than the ones of Pareto's theory of themo oeconomicusWe therefore suggest a
reformulation of libertarian paternalism based onn@mative criterion of individual
autonomy rather than preference-satisfaction, afend its relevance in the specific context
of common-pool resources, by showing that the ntwaagrescriptions generated by our
principle of individual autonomy present strong ikmties with the institutional design
principles of Ostrom (1990) enabling a sustainaé@magement of common-pool resources.
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1. Introduction

The recent development of behavioural economicslymed a large literature showing
the existence of numerous and systematic incomsigt® in individual preferences (see
for instance Kahneman and Tversky 2000 and Cani068). Those evidence raise
serious issues for welfare economics, since its1mesults are build on the assumptions
that the individuals are rational and act as ifksee to satisfy coherent preferences.
Furthermore, this also questions standard methddsetiare analysis such as cost-
benefit analysis, which assumes the stability dividual preferences and the possibility
of assessing individual welfare through the satisda of individual preferences. The
difficulty of reconciling behavioural and normativeconomics is that the normative
criterion used by welfare economists is the satigfa of individual preferences:
McQuillin and Sugden (2012) argue that this crderican be interpreted in three
conceptually different ways — as an evaluatiorermts of happiness, self-assessed well-
being or freedom — which lead to the same presariptas long as the preferences of the
individuals are coherent. However, since it empihicappears that the preferences of the
individuals are generally incoherent, the differenterpretations of the preference-
satisfaction criterion do not lead to the same @ip8ons any more: economists must
therefore choose one of these interpretationsderaio clarify the normative content of
their prescriptions. In the first case, economiisluate the soundness of a policy
according to the welfare it generatebjectivelydefined in a mental-state perspective.
According to this approach, some mental statesngniasically good, such as pleasure or

happiness — in the spirit of Bentham's hedonismh(i¢aanet al. 1997). In the second



case, the evaluation is in terms okabjectivenotion of welfare, defined as what the
individual values as preferable to herself if stal Ficomplete information, unlimited
cognitive abilities, and no lack of self-controlBinstein and Thaler 2003, 1162). This
approach was introduced by Sunstein and Thaler3)280d Camereet al. (2003), and
popularized by Thaler and Sunstein (2008) thankgh&r book Nudge: Improving
Decisions about Health, Wealth, and Happinddse proponents of this criterion defend
a “soft paternalism” — “libertarian paternalism’rf8unstein and Thaler and “asymmetric
paternalism” for Camereat al.— and justify paternalistic interventions if thegrrect the
possible decision flaws of the individuals withardercing their choices. In the third
case, the evaluation does not focus any more oeftaetive choices of the individuals,
but on the opportunity they had making choices agreowide range of alternatives. This
argument has been developed by Sugden (2004, 206@)suggests using a normative
criterion of opportunity rather than preferencesfaction.

The second interpretation in terms of self-assessdldbeing derives from the standard
model of the individual used in normative economthe individual is indeed conceived
as a rational entity “trapped” in a non rationaépthe latter offering a biased perception
of the world to the former, who is then unable topgerly satisfy her preferences. The
aim of the social planner is then to help the il to correct her eventual decision
flaws, and therefore to become rational and teskakier “true” preferences. There exists
here a duality between the actual preferences efitldividual — the relation that
determines her effective choice — and her trueepeetes, i.e. the relation that would
have determined her choice if she was perfectipmat. Sunstein and Thaler therefore

defend the idea that, since the individuals canemalstakes (in the sense that they do



not satisfy their true preferences), they shoulchbeged by the individual in charge of
the design of the situation of choice — the “chacehitect” — so that they satisiy fine
their true preferences.

Libertarian paternalism has been presented asrélerhird Way” (Thaler and Sunstein
2008, 252-253), and many behavioural economistsvetioa great interest in soft
paternalism as a solution to the reconciliatiorbfgm (see for instance Kahneman (2011,
412-415) who describeBludge as a “bible for behavioral economics”). In order t
constitute a real alternative to paternalism armbrtarianism, we suggest that two

conditions need to be fulfilled:

(i) Subjectivity condition: it is possible to impartiadefine the true and subjective
preferences of the individuals, and to implememhaice architecture such
that they satisfy those true preferences.

(i) Free-choice condition: when nudged by a choicéitad, the individuals are

still able to make free choices.

Under those conditions, libertarian paternalism dageed be considered as a real
alternative to paternalism, since the planner respie subjectivity of the individuals
(and does not try to implement what she thinksiés“tight” choice from her own point
of view) and does not coerce them. In this papes, snggest discussing those two
conditions. We firstly show that the subjectivitygndition can be verified if and only if
we accept the empirical validity of the neocladsinadel of individual behaviour. This

conclusion is obviously in contradiction with thentral objective of behavioural



economists which is to build theories of individumhaviour grounded on psychology
rather than ora priori principles of rational choice. We then show thatye accept
Suntein and Thaler's conception of the individutle free-choice condition can be
verified if and only if the individuals are not s#nle to nudges, i.e. if and only if
libertarian paternalism cannot be efficient. Weeiad argue that the freedom of choice
should be evaluated through the set of optionsimvithhich an individual is actually able
to make her choice, and not the set within whidlateonal individual would be able to
make her choice. We then suggest a possible refatio of libertarian paternalism
consistent with its initial spirit and respectful the subjectivity and the free-choice
conditions.

This paper is organized as follows. In section ,show that the reasoning of Sunstein
and Thaler presents strong similarities with thehoéological approach of Pareto and
his theory of thehomo ceconomicudhanks to this parallel, we show in section 3 the
difficulties of isolating the true preferences bétindividual, and therefore of respecting
the subjectivity condition. In section 4, we sudgésat the mere efficiency of libertarian
paternalism implies that the free-choice conditannot be verified within Sunstein and
Thaler's framework. We then present our reformolatiof libertarian paternalism,
grounded on a normative criterion of individual andmy rather than preference-
satisfaction. In section 5, we justify our normatieriterion in the context of the
management of common-pool resources, by showing tie institutional design
principles of Ostrom (1990) that characterize robustitutions for managing common-
pool resources perfectly correspond to the pol@t & government guided by a criterion

of individual autonomy would try to implement.



2. Libertarian paternalism and logical actions

The fundamental argument that justifies libertaripaternalism is the idea that
paternalism is unavoidable. People are subjectutmemous decision biases, such as
optimism and overconfidence (Sunstein 1998), losgsion (Kahneman and Tversky
1979) and status quo biases (Samuelson and Ze&khdd988). They are therefore
“Humans” —homo sapiens -and not merely “Econs” homo ceconomicu§ haler and
Sunstein, 2008, 6). Since people are sensibleatuiffig effects, the choice architect can
slightly influence their choices. Sunstein and €hallustrate this phenomenon with the
management of a cafeteria. They imagine the worRablyn, in charge of the location
of the different food items (2003, 175). CarolynoWws how the organisation of her
cafeteria can change the choices of the individugilsce the choice architecture is not
neutral, the choice architect can influence theagd®of the decision makers in order to
satisfy a specific objective: paternalism is theref unavoidable. It becomes then
imperative to determine what objective the choighigect should pursue. Sunstein and
Thaler argue that the most legitimate objectivéoitielp people to improve their well-
being, as judged by themselves (2008, 5). The lofjiibertarian paternalism is therefore
that people aim to choose the options that will endlem better off, but that — due to
human fallibility — they often make non rationaloates, in the sense that they miss their
objective. Since a choice architect has the pdggilof slightly influencing people's
choices, she should nudge them so that they aclmefiae this objective. Since this
approach is not coercive (the individuals are iddeet forced to choose the option the
choice architect wants them to choose), SunsteihTdraler argue that the freedom of

choice of the decision makers is preserved. Further, it seems very appealing to
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nudge people towards what they would have chosdmeyf “had complete information,
unlimited cognitive abilities, and no lack of setintrol”, since people would probably
agree with this objective if they were aware tha&tytare nudged by the choice architect.
However, despite their references to behaviourakicerations and their reject of the
model of thehomo ceconomicwes a descriptive model of human behaviour, Sumsied
Thaler’'s reasoning is paradoxically grounded ors $ame model. Their reasoning is
indeed the following: people have subjective pmfees but, since they are Humans and
not Econs, they can miss to satisfy them; as anplafa choice architect), we should
therefore help them to satisfy their subjectivefgnences; to do so, we must then identify
what their “true” preferences are, such that wd & able to implement the adequate
choice architecture. Those true preferences — ppsfon to the effective preferences of
the individual that determine her effective choiceorrespond to the relation that would
have determined her choice if she was perfectlgmat, i.e. if she was an Econ and not a
Human: isolating a rational component (the truefgyemces) within the effective
preferences precisely corresponds to the methodalogpproach suggested by Pareto

and his notion of thBomo ceconomicus

Pareto (1909, 1916) grounded his sociology on @&stfleation of human actions
according to two criteria, whether the action iglemaken (subjectively) in order to
satisfy a given purpose or not, and whether thi®mads objectively appropriate towards
the subjective purpose of the individual. Paretntdefined logical actions as the set of
actions for which the individual has an intentidrsatisfying a purpose, when this action

is objectively appropriate towards this purpose.eWthe objective purpose (i.e. what the



individual will really achieve) differs from the bjective purpose (what the individual
tries to achieve), the actions are non-logical, aash be classified into different
categories, according to the nature of the diffeeebetween the objective and the
subjective purpose ([1916] 1936, 8151). Therefagidal actions “logically conjoin
means to ends not only from the standpoint of thgest performing them, but from the
standpoint of other persons who have a more exterhsiowledge” ([1916] 1936150.
Pareto then suggested a methodological reductioarsihrclaim that the individual can be
studied as the aggregation of different kindhofmines according to the nature of the
action ([1909] 1971, Chap.l). In particular, heimed a homo ceconomicuas the
“dimension” of human being which deals with logications: thehomo ceconomicus
therefore models the behaviour of an individual winows what her objectives are and
how to satisfy them.

We can underline several similarities between Ba&etpproach and the model of human
behaviour that supports libertarian paternalismnsgin and Thaler assume that
individuals want to improve their well-being, aslged by themselves: we find here the
first criterion of a logical action, the intentiami satisfying a subjective purpose. They
then suggest that individuals often make bad clsoje#her due to information issues or
to a lack of self-control), and that the choicehéext can help them to achieve their
purpose. To reuse the definition of Pareto, wesagnthat individuals often make actions
which logically conjoin means to ends from their rowtandpoint, but not from the
standpoint of the choice architect, a person whsujgosed to have a more extensive
knowledge. Libertarian paternalism is thereforeugided on the will of creating a choice

architecture such that the individuals perfaommfine logical actions. However, unlike



Pareto who only considered th®mo ceconomicuas a descriptive model of human
behaviour (empirically valid in a few settings swhrepeated markets (Plott 1996)) and
a useful abstraction for the study of markets (@4qE909] 1971, Ch.3, §65-66 and 8§87)),
Sunstein and Thaler describes this rational erdgya normative model of human
behaviour, i.e. what the individuals would like b while making choices. They
implicitly assume that being rational improves indual well-being, and therefore that it
constitutes a valid normative model of behaviondeled, assuming that an individual
would accept to be nudged if it enables her to awerher well-being implies that, in a
state of perfect rationality, her preferences dretter” than her effective preferences.
There however exist several games for which thisditmn is not true, i.e. games for
which rationality is self-defeating. In those gameatisfying preferences different from
one’s true preferences can improve the well-beihthe decision-makér this implies
that people would not necessarily agree to becatienal, and therefore that — on a
purely technical level — theomooeconomicuss not necessarily an acceptable normative
model of behaviour.

Furthermore, it seems a bit ironic that the proptsef libertarian paternalism — who are
also behavioural economists — criticized the madeal rationalhomo ceconomicuss a
description of actual human behaviour, but wardefine this sambomo ceconomiclas
the ideal the individuals want to be. Indeed, amaiive model of human behaviour
should present some empirical relevance, sinceckiwéce architect must predict the
behaviour of the individual if she washamo ceconomicusgvhich presupposes that this

situation is possible (or at least credible). Thisdel of behaviour is however quite

It is for instance the case of coordination games (such as the Hi-Lo game, in which rational players are
unable to coordinate themselves), or of commitment games, such as the Toxin Puzzle (Kavka 1983).



implausible: it necessitates the existence of “tqueferencesa priori and immutable.
The decision making process is then conceptuabseidllows: an individual has a clear
set of ends (subjective and givampriori), a set of means at her disposal, and she chooses
the means that best satisfy her ends. The indiiduhen nothing more than a computer,
“fitting given means to given ends” (Georgescu-Roed971, 343). It can here seem a
bit surprising that, as behavioural economists,gtggonents of libertarian paternalism
accept such a model based on principles of raticimaice and free from any psychology.
However, despite those criticisms, it is still pbks to assume that being rational
constitutes an acceptable normative model of belavand that each individual actually
presents “true” preferences. Although the repredmmt of the individual as a rational
homo oceconomicusrapped in a non rational body who tries to sgtisbme true
preferences is questionable, it is still possibledcept libertarian paternalism as a Real
Third Way if it is possible to isolate those trueferences and to implement the hoc

choice architecture, i.e. if the subjectivity camah can be verified.

3. Isolating the true preferences

Suppose now that theomo ceconomicusonstitutes an acceptable normative model of
human behaviour, and that each individual has preéerences. The planner needs now
to identify those true preferences, so that shehbeilable to design the adequate choice
architecture. A first solution would be to deduberh from the effective preferences of
the individual. This approach is for instance esddrby Bleichrodet al. (2001), who
assume that the individuals present loss aversiod,try then to deduce the true and

unbiased preferences of the individuals from thmeirealed preferences. However, we
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cannot knowa priori the list of the different biases that influencdiuduals’ decisions.

In the case of Bleichrodit al, it can be doubtful to assume that the individuaisy
present loss aversion, since it is not necesstmdiy only bias, and it is not certain that
they really suffer from loss aversion. Knowing thetual preferences is therefore
probably insufficient to obtain the true preferesicesince there is an issue of
identification within the determinants of behavidwetween the true preferences and the
possible decision flaws that affect the choiceghaf individual. It becomes therefore
necessary to implement an impartial mechanism #ableeveal the true and unbiased

preferences of the individuals.

Several authors — including Pareto (1909, ChafdB-Suggest that the discovery of the
true preferences is the product of learning thatok¢he repetition of the situation of
choice. Binmore stresses for instance that peepldstto behave according to the rational
choice theory (and therefore to act like ti@mo ceconomiclsf the problem “seems
simple to the subjects”, the “incentives provided @adequate™, and the “time allowed
for trial-and-error adjustment is ‘sufficient” (Bmore 1999, F17). A choice architect can
therefore perform repeated experiments involvirggittdividuals in order to deduce their
true preferences. However, since the true prefeeraf the individual are defined
subjectively, it is not possible to know at whigimé the individual is satisfying them:
there is indeed still an issue of identificatiomce it is maybe not possible to distinguish
between the true preferences and a systematiciatediaw. There is therefore here the
temptation of definingbjectivelythe ends of the individual (for instance as selbses),
and to consider that the individual has achieved s$tate of rationality and performs

logical actions if and only if she is satisfyingethpreferences expected by the
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experimenter. This is for instance what Binmordagg in his analysis of the ultimatum

game:

“Novices offer a fair amount because this is whairtcurrently operative social norm

recommends. Novices who are offered unfairly smalbunts are programmed to feel
resentful and so want to punish the proposer hysnefi. But this behaviour changes
over time as people dimly perceive that the noraythare using is not adapted to the
problem with which they are faced. In the Ultimat@ame, people learn that it does
not make much sense to get angry if offered talke libut the mavericks who initially

make small offers learn much faster that it dogsmake sense to demand too much if

one is nearly always refused.” (Binmore 1999, F22)

Binmore considers that the individuals tend to goffamaximizing behaviour (since
“people learn that it does not make much sensetamgry if offered too little”), but we
cannot directly observe it since “the mavericks whitially make small offers learn
much fasterthat it does not make sense to demand too muohefis nearly always
refused”. There is therefore here the implicit agstion that the individuals respect a
social norm because they want to maximize theioffaglthough we cannot know what
the motives of the individuals are: we can foramse consider that an individual respects
a specific norm by conformism (see for instanceféimous experiment of Asch 1955),

or — as suggested by Binmore himself (F19) — thatsubjects want to achieve what they

12



perceive as the experimenter's objectiveince this one can be perceived as an

authoritative figure (Milgram 1975).

Since we cannot make a clear distinction betweenetids of the individual and the
different factors that can influence her decisiinseems quite difficult to design an
experiment for which “the time allowed for trial@error adjustment is ‘sufficient™. An
apparent stable behaviour can indeed correspotigetpursuit of a specific end plus a
systematic decision flaw. In the previous example,can for instance assume that the
true objective of an individual is to offer and aptonly equal shares, but she prefers to
follow an unfair rule that was implemented durirfte texperiment by conformism.
Although the actual behaviour of the individuainsll predicted by the theory according
to which the individuals want to maximize their p#fy the underlying reasons of her

choice are not the simple maximization of her payof

This raises considerable practical issues for t#vemn paternalism. Since the choice
architect tries to implement a choice architectbed will lead the individuals to perform

logical actions, it is essential to clearly defimeat would be the choice of the individuals
if they were able to perform logical actions. Thaaotal issue is that logical actions are
defined by conditions such that “sufficient” repietis and “adequate” incentives: the
qualification of “logical” for a specific action isherefore subject to the personal
interpretation of the experimenter. It seems tlweefimplausible to implement an

impartial procedure which could isolate the truefprences from the actual preferences

% In the case of experimental economics, we can typically observe that many participants are students in
economics, who can therefore be aware of the phenomenon the experimenter wants to study.
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of the individual. The existence of a stable bebawvican indeed correspond to the
persistence of a decision flaw, and not necess#ilyhe discovery of the only true
preferences. It means in particular that the charchitect will be forced to guess what
the preferences of the individuals are, and isefloee not certain to respect their true

preferences.

Suppose nevertheless that the choice architectbis ® implement an impartial
mechanism that enables her to determine the teferpnces of the individuals. The next
difficulty of libertarian paternalism is the merdentity of the choice architect: it is
indeed assumed that there exists a benevolentrangotent planner, who has the will
and the ability to implement the choice architeettivat will satisfy the true preferences
of the individuals. Indeed, as illustrated by Seistand Thaler with the example of the
cafeteria, the choice architect Carolyn is a Humad not an Econ (more generally, they
stress that many real people are choice architeatd) as a doctor who must describe
different possible treatments available to a patmna parent describing the possible
educational options to her son or daughter (20P8,She also makes choices — since she
has in charge the implementation of a choice achite — and can make mistakes while
pursuing her benevolent objective. Furthermoreaaduman, she is not necessarily
philanthropic and incorruptible, and can use hesitpm of choice architect to obtain a
personal advantagieThe logic of libertarian paternalism relies o thxistence of an

Econ, able to nudge the individuals, but who dagseed to be nudged.

3 Sunstein and Thaler list different possible objectives for the manager of a cafeteria, and consider in
particular the objective of “[maximizing] the sales of the items from the suppliers that are willing
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Under the conditions that each individual presenpsiori preferences, it seems delicate
for a choice architect to distinguish between desyatic bias and the true preferences of
the individual. This difficulty is related to Pao&t notion of logical action, and in
particular the difficulty of objectively definindgné conditions under which the individuals
can perform logical actions. In this case, the pdains forced to decide what the true
preferences of the individuals are. Furthermoreedhe planner knows her objective, it
is assumed that she does not need to be nudgetiarotored by another planner: this
conception of the benevolent and rational planadrardly acceptable, since libertarian
paternalism is grounded on the idea that indivisisalind therefore choice architects too
— need to be nudged. The subjectivity conditiomncamprobably be verified: identifying
the self-assessed well-being of the individualsessitates indeed the existence of a true
and rational self within each individual — themo ceconomicuswhose preferences can
be discovered by a benevolent planner, who musirbEcon and not a Human. Since
there exists an issue of identification betweentthe preferences and systematic biases,
the objective the planner wants to implement issfidg not the objective the individual
would have pursue if she was rational, with perfefdrmation and without lack of self-

control.

4. Nudges and freedom of choice

to offer the larger bribes” (2008, 2). They simply dismiss this option by assuming that “Carolyn is
honorable and honest” (2008, 3).
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Although we show in the previous section that iBotathe true preferences of the
individual — and then implementing the adequateicgharchitecture — is probably not
possible, we can still assume that the choice thmanages fine to discover them
(by implementing an impartial procedure which eealiier to isolate the true preferences
from the actual ones with certainty), or that whlaé thinks to be the true preferences is
relatively close to the true preferences of theviddal. Under those conditions, it will be
possible to interpret libertarian paternalism asaliernative to paternalism if the free-
choice condition is verified, i.e. if an individuatho is nudged towards her true
preferences is still able to make free choices. ddrgral issue here is to precisely define
what the freedom of choice is: this question ieguditightly intertwined with the issue of
the definition of the self. We suggest defining fhreedom of choice as the ability to
choose without being coerced by elements exteonalit self, whether or not the choices
of the self are determined or predictable. We @efam individual able to make free

choices as an autonomous individual.

If we consider the model of the individual retainleg the proponents of libertarian
paternalism, then the self is th®mo ceconomicusand individual choices can be
influenced by external factors such as psycholdégases and framing effects. We
suggest now showing that this conception of théviddal — necessary to the respect of
the subjectivity condition and the discovery of thee preferences — implies that the free-
choice condition cannot be verified. Indeed, Sunstaed Thaler evaluate the freedom of
choice through the set of actions an individual atbker disposal — since they consider
that nudges, when they are “easy to avoid”, do¢seastrict the freedom of choice of the

individuals (2008, 6) — and not through the seadtfions within which an individual is
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actually able to choose her action (i.e. within which sha make free choices). Our
point is that it not self-evident to argue thatidividual whose choices are conditioned
by frames can make free choices. Indeed, SuntelniTaaler emphasize that nudges are
not coercive and do not limit the freedom of cha€¢he individuals, since they can still
choose another option that the one wanted by te&eharchitectf they want it The
central difficulty of this argument is that reabiwiduals, unlike thehomo ceconomicus
are generally not able to choose what they “reallght: this is precisely the reason why,
according to Sunstein and Thaler, people shouldumiged. Suppose for instance that
behavioural economists discover a specific frameh ghat, when the individual is not
aware that she is subject to framing effects, siiesystematically choose a specific
option (a kind of default option for instance).implies that the choice of the real
individual is determined by the only choice arctiitee: does the existence of alternative
options increase the freedom of choice of the iddi@ in this situation? Since her
choice will always be the default option, unlesmeone told her that she is subject to
framing effects, the set of options within whiclesh actually able to select her choice
does not extend: this situation is therefore edaiain terms of freedom of choice, to a
situation in which the only available action is thee chosen by the choice architect. The
only difference is that the individual have thaugilon of having a greater freedom of
choice. The central issue is indeed that the chaiicBe individual is conditioned by the

frame, which is an element external to her trué #shomo ceconomicus

We can now notice that a necessary condition ferefficiency of libertarian paternalism
is that nudges effectively improve individual wedaand therefore condition the choices

of the individuals. If the choice architect is abdeimprove individual welfare thanks to
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framing effects, then it means that choices ardneet they are indeed conditioned by an
element external to the self, the will of the cleogzchitect. The mere influence of nudges
on individual choices implies that the freedom bbice is not preserved, since the
individuals are to some extent “manipulated” by theice architect. This means that the
free-choice condition cannot be verified if a planwants to improve individual welfare
by using framing effects, as suggested by the prepis of libertarian paternalism.
Libertarian paternalism, as conceived by Sunteid @haler, cannot be libertarian by
construction, since it relies on the idea thatdheice architect can manipulate individual
choices, which necessitates exploiting the limiftetdom of choice of the individuals.
Indeed, within Sunstein and Thaler’'s framework, finee-choice condition can be
verified if and only if people arbBomo ceconomicushis would imply that they are not

sensible to frames, and also that nudging is nocegeary.

Libertarian paternalism presents several diffiesitithe proponents of this approach
firstly assume that there exists a true and rakisekh within each individual — similar to
the paretiarhomo ceconomicus and that it constitutes a normative model of &nm
behaviour. They then assume that it is possiblmpartially isolate her true preferences,
and therefore that theomo oceconomicysrovides an empirically relevant description of
human behaviour in specific settings. It is alssuased that there exists a benevolent
planner — who is an Econ and not a Human — whothaswill and the ability to
implement a choice architecture such that the iddads will in fine satisfy their true
preferences. Finally, the freedom of choice is eatd from the standpoint of individuals

who are not subject to framing effects — i.e. Ecerand not from the standpoint of the
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real Humans who make choices. The free-choice tondcan therefore be verified if
and only if the individuals are Econs, for whom gesl are by construction inefficient. In
its current formulation, libertarian paternalismersfore constitutes a regular form of
paternalism: the only difference between both agghes is that the planner does not
directly coerce the individuals, but uses theiritgd freedom of choice to implement a
specific option. It is therefore not possible tosidler libertarian paternalism, as defined

by Suntein and Thaler, as the “Real Third Way”.

We now suggest reformulating libertarian patermaléshd provide an alternative solution
to the reconciliation problem. Our claim is thae tthfficulties of libertarian paternalism
are due to a wrong diagnosis of the normative isswed by boundedly rational
individuals: in a libertarian perspective, the native issue is not that the individuals do
not necessarily satisfy their preferences, but ey are not autonomous, and therefore
that a third party (the choice architect), thankgraming effects, is able to manipulate
them and to influencén fine their choices without their consent. Sunstein &hdler
justify paternalistic interventions by arguing thiae individuals can make bad choices
(they recognize it posterioriand even agree in some cases to implement comntitme
devices to help them to achieve their objectiv€®®& 44-49)) and are sensible to frames.
We should therefore use frames to help them teecbtheir mistakes. The planner should
then identify what they truly want and implemeng #idequate choice architecture. It is
therefore necessary to define what a “bad” chogceand how to recognize it. The
difficulty here is that we need to define a norw@atmodel of behaviour: a bad choice

means indeed that there exists a difference betwden an individual has chosen and
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what she would have chosen if she was a “bettesop@r(from her own point of view) at
the moment of her choice. The notions of “mista&ed “bad” choice are indeed strongly
related to the normative considerations of theviddial and to her own perception as an
agent. Consider for instance an individual who aers herself as the product of
complex psychological phenomena. Unless her choieee influenced by external
elements such as alcohol or drugs, she will nosicen choices influenced by framing
effects (resulting for instance from loss aversiag)mistakes or bad choices, since she
made her choices as an autonomous agent. Libertpaternalism, as formulated by
Sunstein and Thaler, cannot be libertarian becausmposes to the individuals a

normative model of behaviour, the paretiemmo ceconomicus

However, although an individual, as an autonomaeng can accept to be sensible to
frames, being boundedly rational can constitut@m@mative issue since our choices can
be manipulated by an external element to our ské#, will of the choice architect.

Providing a libertarian solution to the reconcibat problem therefore needs to directly
treat the limited freedom of choice rather than étssequences (since the choice
architect is unable to properly identify the seff @ach individual). Two possible

approaches are then possible: the planner carr égheh people how to make choices
(rather than trying to guess what they would hawesen if they were able to make free
choices), or ensures that the individual are ablértplement their own commitment

devices and the frames that will condition theioicks. In the first case, the objective is
to try to free the individuals from framing effects possible advice the planner could

give to the individuals would be for instance tways evaluate the available options
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under different frames. In the second case, we Btan the observation that people (as
psychological agents) are necessarily conditioneftdmes, but that they should be able
to design the frames of their future choices (natthan letting this task to a choice
architect who will not necessarily try to get theonsent): their freedom of choice is
therefore preserved, since their choices are doneid by a frame they have themselves
designed as autonomous agents. Consider for irestidnec case of a doctor who must
describe different possible treatments to a patiesther than choosing the choice
architecture that — according to her — will imprake well-being of the patient, she could
for instance present a single information with eléint frames (for instance present the
probability of success of each treatment and then probability of failure, while
emphasizing that the final choice can be influendsd the way with which the
information was provided). Consider now the cafat@f Sunstein and Thaler. Rather
than directly choosing the location of the diffaréams, Carolyn could inform the users
how their choices can be affected, and then gieentlthe opportunity to choose the
location (by a public discussion and a vote fotanse). If the users show little interest in
this question and do not want to get involved ia thoice of the location, they can
delegate their choice to Carolyn and let her irghaf the location. The main difference
between Sunstein and Thaler's example and thisslastion is that, although Carolyn
manipulatesn fine the choice of the individual in both cases, she thair consent only
in the second case, i.e. when the individuals,sn@mous agents, had the ability to

choose the location but preferred to let a thindypia charge of it.
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The normative criterion we suggest is therefore tha maximization of one’s self-
assessed well-being any more, but the developnfendividual autonomy, understood
as the ability to make free choices. The freedomhaiice is evaluated as the autonomy
towards external elements of the self, such as gimgbframing effects (either by
learning, or by the possibility of choosing thenfies of one’s own choices): within
Sunstein and Thaler’s conception of the individutde remaining criterion that
determines the choices would therefore be the stige evaluation of the different
alternatives. This implies that individual autonorisy a sufficient condition to the
maximisation of one’s self-assessed well-beingtegd of helping the individuals to
maximize their welfare by nudging them towards whatthink they would prefer if they
were autonomous, we suggest helping the individimmlsecome autonomous, and then
let them make their own choices. This new formolabf libertarian paternalism in terms
of individual autonomy rather than preference-$atison implies that (i) the planner
does not try to influence the choices of the imdlinals and therefore respects their
subjectivity, and (ii) the individuals learn how foee themselves from the possible
effects that could limit their freedom of choice. mWajor improvement of this
reformulation is also that, unlike the proponeritshe preference-satisfaction approach,
we do not need to objectively define what the sek of the individuals is any more, and
let them behave according to their own normativedehaf behaviour. It is therefore
possible to define this approach as “soft” patesnal the planner does not have an
invasive role, and her action prevents the indigldurom the “mistakes” that would

have justified a paternalistic intervention.

22



5. Illustration: the management of a common-pool resource

We now suggest illustrating the relevance of a ipupblicy guided by a principle of
individual autonomy rather than preference-sattgfac by considering, on a more
empirical level, the design principles that chagaege robust institutions for managing
common-pool resources (Ostrom 1990). We want tdliglhit that some of these
principles are logical recommendations from thenpoif view of a government guided

by a normative principle of individual autonomy.

Common-pool resources (CPR) are a class of goagiscterized by two attributes, the
difficulty of excluding individuals from benefitingfrom the resource, and the
subtractability of the benefits consumed by anvial from those available to others.
Two main types of problems can emerge in this cdntgppropriation and provision
problems: appropriation problems are related toethedusion of potential beneficiaries
and the repartition of the output, whereas prowisgroblems are related to the
management of the stock of the resource, wheth®es its creation, the maintenance or
improvement of its production capabilities, or theidance of its destruction (Ostrah
al, 1994, 9). Ostrom (1990) suggested a list of edgdign principles that characterize
the institutions enabling a sustainable managem&@PR, which have been slightly
amended by Cox et al. (2010), who provide a metdyais of the different empirical
works that tested those principles (extract fronx €oal. 2010, Table 4):

- 1A, user boundaries: clear boundaries between leg#inusers and non users

must be clearly defined;

- 1B, resource boundaries: clear boundaries are prdbantdefine a resource

system and separate it from the larger biophysicaironment;
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- 2A, congruence with local conditions: appropriatiomd gprovision rules are

congruent with local social and environmental ctods;

- 2B, appropriation and provision: the benefits obtdily users from a CPR, as
determined by appropriation rules, are proportiottalthe amount of inputs
required in the form of labour, material, or monay,determined by the provision

rules;

- 3, collective-choice arrangements: most individuafiected by the operational

rules can participate in modifying the operatiomngdds;

- 4A, monitoring users: monitors who are accountabléht users monitor the

appropriation and provision levels of the users;

- 4B, monitoring the resource: monitors who are accahletto the users monitor

the conditions of the resource;

- 5, graduated sanctions: appropriators who violagratpnal rules are likely to be
assessed graduated sanctions (depending on thesserss and the context of the
offense) by other appropriators, by officials acuaible to the appropriators, or
by both;

- 6, conflict-resolution mechanisms: appropriators dhelir officials have rapid
access to low-cost local arenas to resolve cosfleong appropriators or

between appropriators and officials;

- 7, minimal recognition of rights to organize: thghis of appropriators to devise

their own institutions are not challenged by exéégovernmental authorities;

- 8, nested enterprises: appropriation, provision, itodng, enforcement, conflict
resolution, and governance activities are organirethultiple layers of nested
enterprises

Our purpose is not to extensively discuss thederdift principles, but to highlight that

most of them are directly supported by our norneatvterion of individual autonomy.
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We can indeed notice that the main feature of tiposeiples is the idea that the users of
the CPR should be able to design their own ingtibad environment (this is quite
explicit in the principles 3 and 7). Furthermot®e eventual external actors who monitor
the users and the resource, or who assess posaiidéons in case of non respect of the
appropriation and provision rules are systematicaticountable to the users. Several
empirical studies showed for instance that whenrthes are imposed by an external
authority, this one generally fails to enforce théeading to suboptimal results (Ostrom
et al. 1994, 221-222). Nevertheless, although direct rvetations often fail, the
government can help the users to manage moreegifigithe resource: Blomquist (1994)
— from empirical evidence of groundwater systemSanthern California — suggests for
instance that the design of provision and apprtipnaules is facilitated by the presence
of government agencies that can provide reliabfermmation to the users (296-297).
From various laboratory experiments and field stadiOstromet al. (1994) argue that
the individuals can overcome the temptation of osig the resource if they have some
expectation of mutual trust, or the possibility bdiilding trust through continued
interaction and communication (328), and if theyenaome autonomy to decide on their
own rules (323). However, since it appears thandedly rational individuals can have
some difficulties to reach optimal rules — mainlyedto information issues and the
complexity of the problem — governmental agencidgay pan important role by
recognizing the right to the individuals to formethown rules and commitments, but
also by providing them reliable information and gz enforcement mechanisms (322-

327).
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We can now notice that those conditions, and itiqudar the role of the government as
an actor who provides information and support te thdividuals without directly

intervening nor trying to influence individuals’ @ices, correspond to the kind of
normative prescriptions that would emerge fromrlidgan paternalism, when understood
in terms of individual autonomy rather than prefeesatisfaction. Our claim is indeed
that the planner should assess public policieeimg of individual autonomy, i.e. the
ability of the individuals to make free choicesistmecessitates providing the largest
information to the individuals, and let them decide their own rules rather than

imposing external rules.

In addition, the case of CPR gives us another aeguiin favour of a more deontological
formulation of libertarian paternalism, the impadft institutional rules on individual
preferences. It seems indeed that individual peeies in CPR situations depend on the
institutional organisation that rules the approjia and the provision of the resource:
self-organized institutions are more likely to gete prosocial behaviours than rules
imposed by an external authority. It means thatn—addition of questioning the
assumption of the existence of “true” preferengedependent from the institutional
context — imposing the same policy can have ardiffieimpact according to its initiator:
empirical evidence in CPR situations suggest tloditips implemented by autonomous
individuals are more likely to be efficient thanlipees implemented by an external
choice architect. It is therefore probably not &glént to try to implement what the
individuals would have chosen if they were autonossuch as in Sunstein and Thaler’s
definition of libertarian paternalism) and to tky directly improve the autonomy of the

individuals. A nudge implemented by the individualso will be affected by this nudge
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is maybe more likely to be efficient than the samuelge implemented by an external
choice architect: in the latter case, the individuzan indeed be suspicious about the
objective of the choice architect, and then chawseption different from the one wanted

by the choice architect.

The management of common-pool resources offers gsod illustration of one of the

main objectives of our reformulation of libertaripaternalism. While the proponents of
libertarian paternalism — as well as neoclassicanemists — ground their normative
assessments on consequentialist considerations asi¢che welfare generated by the
satisfaction of one’s preferences, we suggest auppt more procedural approach by
grounding our normative assessments on individusdreemy and the ability to design

one’s own frames. It seems indeed that the susti@naanagement of a CPR (and
therefore the welfare it generates) is not onlyrémilt of the implementation of specific
rules, but also of the conditions under which theskes were decided: promoting
individual welfare therefore necessitates promotidividual autonomy, since the rules
that will enable the individuals to maximize theselfare are more likely to be efficient if

they are implemented by autonomous agents ratlaer iy an external authority. If the
objective of the government is the maximisationmafividual self-assessed well-being,

then a necessary preliminary step seems to beetredapment of individual autonomy.

References

Asch, S. E. 1955. “Opinions and Social Pressureier8ific American, 193(5): 31-35.

Bleichrodt, H., J-L Pinto-Padres, and P. Wakker0120‘Making Descriptive Use of
Prospect Theory to Improve the Prescriptive UseEgpected Utility”. Management
Science47: 1498-1514.

27



Blomquist, W. 1994. “Changing Rules, Changing Ganiesdence from Groundwater
Systems in Southern California”. Rules, Games and Common-Pool Resou@ssom,
E., R. Gardner, and J. Walker. 293-300. Ann Arhbriversity of Michigan Press.

Binmore, K. 1999. “Why Experiment in EconomicsEtonomic Journal09: F16-24.
Camerer, C. 2008Behavioral Game Theoryrinceton: Princeton University Press.

Camerer, C., S. Issacharo, G. Loewenstein, T. Gdgbne, and M. Rabin. 2003.
“Regulation for Conservatives: Behavioral Economacsl the Case for ‘Asymmetric
Paternalism™. Univ PA Law Rev, 151: 1211-1254.

Cox, M., G. Arnold, and S. Villamayor Tomas. 2018 .Review of Design Principles for
Community-based Natural Resource Managemé&mdlogy and Societyl 5(4): 38.

Georgescu-Roegen, N. 1971he Entropy Law and the Economic ProceSambridge
(Mass.): Harvard University Press.

Kahneman, D. 201 T hinking, Fast and SlowAllen Lane.

Kahneman, D. and A. Tversky. 1979. “Prospect TheanyAnalysis of Decision under
Risk”. Econometrica47(2): 263-292.

Kahneman, D. and A. Tversky. ed. 200Dhoice, Value, and Framesambridge:
Cambridge University Press.

Kahneman, D., P. Wakker and R. Sarin. 1997. “BaxkBéentham? Explorations of
Experienced Utility”.Quarterly Journal of Economigd412: 375-405.

Kavka, G. 1983. “The Toxin PuzzleAnalysis 43.

McQuillin, B. and R. Sugden. 2012. “Reconciling Native and Behavioural
Economics: the Problems to be Solve®dcial Choice and Welfar88(4): 553-567.

Milgram, S. 1975. Obedience to Authority. New YoHarper Colophon.

Ostrom, E. 1990Governing the Commons: The Evolution of Institigidor Collective
Action.New-York: Cambridge University Press.

Ostrom, E., R. Gardner, and J. Walker. 19®les, Games and Common-Pool
ResourcesAnn Arbor: University of Michigan Press.

Pareto, V. 1936 [1916]'he mind and society: a treatise on general sogyltranslated
by Andrew Bongiorno and Arthur Livingston. Londalunathan Cape.

Pareto, V. 1971 [1909Manual of Political Economytranslated by A. Schwier from the
1927 french editioManuel d'économie politiqug&eneve: Droz). London: McMillan

28



Plott, C. 1996. “Rational individual behaviour irarkets and social choice processes: the
discovered preference hypothesis”.The rational foundations of econonbehaviour

ed. K.J. Arrow, E. Colombatto, M. Perlman and Chi8ilt, 225-50. International
Economic Association and Macmillan.

Samuelson, W. and R.J. Zeckhauser. 1988. “Status B)as in Decision Making”.
Journal of Risk and Uncertainty: 7-59.

Sugden, R. 2004. “The Opportunity Criterion: Consun$overeignty Without the
Assumption of Coherent Preference&imerican Economic Revie@4: 1014-1033.

Sugden, R. 2007. “The Value of Opportunities Ovemd When Preferences are
Unstable”.Social Choice and Welfar@9: 665-682.

Sunstein, C. 1998. “Selective Fatalisiihe Journal of Legal Studieg7(S2): 799-823.

Sunstein, C. and R. Thaler. 2003. “Libertarian Retlesm is not an oxymoron'Univ
Chic Law Rey70: 1159-1202.

Thaler, R. and C. Sunstein. 2008idge: Improving Decisions about Health, Wealth] an
HappinessYale University Press, New Haven

29



