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What should we make of this result?

The Fundamental Theorems
The First Fundamental Theorem of Welfare Economics:
The allocation resulting from any perfectly competitive 
equilibrium is Pareto-efficient.

Not every Pareto-efficient allocation is a
good allocation.

Example: Some Pareto-efficient allocations are extremely
inegalitarian 
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Assumptions:
(1) Full Information
(2) No Transaction or Enforcement Costs
(3) No Externalities
(4) Traders are rational
(5) Products are undifferentiated

The Second 
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Theorem of Welfare 
Economics
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whatsoever may be achieved with a suitable distribution of initial 
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The Fundamental Theorems
“The two Fundamental Theorems of Welfare Economics, then, 
seem to say this: although not every distribution resulting from 
free exchange will be morally satisfactory, some distribution 
achievable with free exchange will be.” Gibbard, pg. 26

The Fundamental Theorems
The Second Fundamental Theorem of Welfare Economics:
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The Fundamental Theorems
“... [R]eaping the benefits of the Second Fundamental Theorem 
would require a perfect omniscience on the part of whomever 
distributed the ʻinitial endowments.ʼ” 

Gibbard, pg. 27

Gibbard’s Conclusion
“...all that can be reasonably supported … is a mitigated system 
of free exchange, i.e., a price system with taxation to mitigate 
income inequalities.”

Gibbard, pg. 28
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The First Fundamental Theorem of Welfare Economics:
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The Second Fundamental Theorem of Welfare Economics:
In a perfectly competitive market, any Pareto-efficient allocation 
whatsoever may be achieved with a suitable distribution of initial 
endowments.

The Ethical Limits 
of the Market

The Efficiency Argument
Free exchange (under certain conditions) has an important property: 
it leads to Pareto improvements. 

Setting up a market of free exchanges has something going for it. 

But there are some goods and services about which people are 
uncomfortable producing and distributing with markets. 

Debra Satz



The Ethical Limits of the Market
Should we have a market in everything?
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What Should Not Be For Sale?
Examples:

The Efficiency Argument
Free exchange (under certain conditions) has an important property: 
it leads to Pareto improvements. 

Setting up a market of free exchanges, then, has something going for 
it. 

But there are some goods and services about which people are 
uncomfortable producing and distributing with markets. 

http://www.youtube.com/watch?v=1q7_BeEEDVE


Why Should Some Things Not Be For Sale?
The Efficiency Argument
Thousands of people die each year waiting for kidneys. 

A market for kidneys would increase the supply, which would benefit 
those who need them.

A market for kidneys would benefit suppliers and demanders. 

Isnʼt it a win-win?

The Efficiency Argument
Free exchange (under certain conditions) has an important property: 
it leads to Pareto improvements. 

Setting up a market of free exchanges, then, has something going for 
it. 

But there are some goods and services about which people are 
uncomfortable producing and distributing with markets. 

The Exchange Claim:

The Efficiency Argument
Free exchange (under certain conditions) has an important property: 
it leads to Pareto improvements. 

Setting up a market of free exchanges, then, has something going for 
it. 

But there are some goods and services about which people are 
uncomfortable producing and distributing with markets. 

Why Should Some Things Not Be For Sale?
Two Approaches:

1. Intrinsic features.
The intrinsic value of the good/service is corrupted by the 
existence of a market for it.

2. Extrinsic features.
The existence of markets in some goods will have negative 
consequences.
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Why Should Some Things Not Be For Sale?
Two Approaches:

1. Intrinsic features.
The intrinsic value of the good/service is corrupted by the 
existence of a market for it.

2. Extrinsic features.
The existence of markets in some goods will have negative 
consequences.

http://www.youtube.com/watch?v=p_h0VjK3Stc
http://www.youtube.com/watch?v=RKccr8g1xCU
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Markets Without Limits Markets Without Limits
Can you think of something that:

(1) it would be wrong to buy/sell
(2) but it is not wrong to have?



Markets Without Limits
Can you think of something that:

(1) it would be wrong to buy/sell
(2) but it is not wrong to have?

Markets Without Limits
What about cases in which the market
would corrupt the good in question?

B&J:
We should change the norms, not the
market.

Questions?


