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ABSTRACT

The social world 1s permeated by risk exposure, and especially systemic risk, that is, risk we
cannot really hedge against or protect ourselves from. Systemic risk 1s determined by the basic
structure of a social system and affects the kind of choices we are able to make in our lives. We
argue that when systemic risk 1s ‘too low’ society becomes stagnant as it does not allow for pro-
cesses of creative destruction that, according to a long tradition of economic thinking, are at the
core of what allows for growth, and thus progress. In the same way, when levels of systemic risk
are too low, the range of option risks that individuals can decide to bear is itself too low and thus
hampers their self-respect. At the same time, we will argue that when levels of systemic risk are
too high, society runs the risk of marginalizing the potential contributions to innovation and
growth of a large part of its members, for when there is too much systemic risk, too much of
one’s life 1s uncertain, and thus investing in one’s future becomes less important. Excessive levels
of systemic risk entail a lesser ability to pursue one’s conception of the good.
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1. INTRODUCTION

Classical liberals and high liberals dispute over the appropriate size and function
of the state, and how that shapes and scopes individual agency.' Classical liberals

' For an account of the distinction see Freeman (2011). According to Freeman, classical liberalism
gives greater weight to economic liberties compared to high liberalism. In his words: ““Where liberals
primarily disagree is on the nature and status of economic rights and liberties, including the extent of
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favor leaving the state small, and granting a wide scope to individual action. As much
as possible, the state should leave individuals alone to pursue their life plans. High
liberals worry that “leaving individuals alone” means having them walk a tightrope
without a safety net, and so favor shoring up that safety net by expanding the scope
of state action (Rawls, 2001). Classical liberals see the expansion of the state as a
threat to mdividual choicemaking, and a loss of autonomy (see Tomasi, 2012).
They are nght. High liberals see a more minimal state as incapable of ensuring that
differently-situated individuals really have equal nights, and “freedom” to sleep un-
der a bridge 1s no freedom at all. They are also right (see O’Neill and Williamson,
2012).

Rather than attempt to settle the dispute between classical and high liberals, we
wish to situate their debate m terms of how one sets an appropriate range of allow-
able systemic risks mn society. Both disputants are very good at demonstrating chal-
lenges with the excesses of the other, but can sometimes be blind to their own short-
comings. We ultimately argue in favor of what we call ‘interval limitarianism’, which
suggests that there 1s a limited range of levels of systemic risks that individuals can
be safely exposed to.” Too much risk, and agency is undermined because it is im-
possible to establish firm footing. Too little risk means agency 1s undermined be-
cause the exercise of choice has been removed from too many facets of one’s life.
By reorenting discussion around a risk framework, we can more fully appreciate
the contributions of classical and high liberalism, and the conditions under which
liberal autonomy can flourish. To see the benetits of this approach, let us first think
about risk.

Risk occupies a relatively unique position in our lives (Hansson, 2018; 2013).
Without a willingness to take on some r1sk, society would stagnate. No risk means
no entrepreneurship, no political change, no mnovation in art, and no social and
economic mobility. Risk 1s a necessary component of the economic, political, social
and artistic dynamism that makes social progress possible. But too much risk, and
we have a different form of stagnation (see Heath, 2001). When there is too much
risk, individuals can’t reasonably plan for their futures. Companies can’t mvest. Too
much risk forces us mto a debilitating form of presentism and conservativism. In
this extreme, the best we can do 1s scramble to try and maimtain the status quo.
Between these two extremes, however, we can find levels of risk that are conducive
to productive forms of dynamism without overwhelming our ability to plan for our
futures.

freedom of contract and rights to private property in land, raw materials, and other productive re-
sources. Classical liberals generally hold that the economic liberties are to be regarded and guaranteed
as among the basic liberties; or if they are not strictly basic liberties, then economic liberties resemble
basic liberties in that they can only be restricted for special reasons” (Freeman, 2011: 20)

* We borrow the term ‘limitarianism’ from Robeyns (2017a), yet we use it in a different way as the
qualifier ‘interval’ clearly suggests.
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We can think of risk as being exposed to a gamble (for different approaches to
risk 1n economics see Barr, 2012; Landes, 2015). Not all risks are equal, of course.
Some have clearly defined odds, where others produce uncertainty.” Some risks
are relatively balanced between upside and downside, others are skewed m one di-
rection or another. While these distinctions are undoubtedly important, unless we
specify otherwise, here we use risk as a decrease of certainty over outcomes, where
those outcomes could be positive or negative. One important distinction that we
will rely on 1s between what we will call systemic risk and option risk. Systemic risk
stem from the basic structure of society. Given a particular basic structure, individ-
uals cannot easily opt out of being exposed to this form of risk. Option risk, on the
other hand, 1s to a large extent up to mdividual choice.

While one cannot, for instance, materially change her odds of whether there will
be a recession when she 1s looking for a job, she can to a much larger extent choose
a career that 1s more or less risky in terms of the opportunities that are likely to be
available to her in the future.

As mtuitive as this simplified picture 1s, it suggests that systemic risk 1s an odd
kind of social phenomenon. It 1s a social good when there’s roughly the rght
amount of 1t, but too much of 1t, and it becomes a social bad. This 1s unlike most
other ‘social goods’ or ‘social bads’. For instance, while wealth and income may
have diminishing marginal benefits for individuals, there 1sn’t a level of wealth and
mcome when more of it becomes a burden rather than a benefit. Instead, systemic
risk looks more like medicine - in the right dose, it 1s extremely helpful, but if
there’s too little 1t can’t work, and if there’s too much of it and it becomes a poison.
We will say more on this below.

Our main claim n this paper 1s to argue that an important way to morally assess
a social system from the perspective of its effects on individuals 1s through the prism
offered by the 1dea of systemic risk. The reason for the latter conclusion is that the
amount of systemic risk n society affects the kind of lives persons can lead. It does
so by altering their ability to make autonomous choices, and by changing what kind
of future these persons can collectively aspire to.

To make our position explicit, we argue that for both individuals and for society,
systemic risk exposure 1s a key factor to innovation and growth. There 1s not a way
of creating a satisfying systemic risk-free society. Our lives fundamentally involve
uncertainty, and over-aggressive efforts at eliminating sources of systemic risk would
strip out much that we have reason to value as mdividuals and as members of a
given society. For it would deprive individuals from making important choices, and

*The reader may note that we are conflating risk and uncertainty. While we recognize the differ-
ence between the two concepts, our argument does not hinge on this difference, so we combine the
two concepts for simplicity.
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society from being able to rely on mcentives to mnovate and make progress. How-
ever, when one 1s exposed to too much systemic risk, it 1s not merely bad because
there are more gambles to go sour, but rather because when too many aspects of
our lives are exposed to significant risks, our agency 1s undermined. When we have
no firm footing because everything is up for grabs, we can’t hope to make reasona-
ble choices. The same applies to a society at large. Too much systemic risk, at the
limit, might hamper the willingness of individuals to make risky choices, to be en-
trepreneurial, to try out new 1deas etc. Recent work in behavioral economics sug-
gests that our ability to effectively evaluate choices 1s a function of the number of
high-stakes choices we make - our “cognitive bandwidth” 1s limited (Mullamathan
and Shafir, 2013). The more we have to evaluate choices about the basics of our
lives, the less we are equipped to effectively evaluate future-looking choices.

Put differently, we shall argue that when systemic risk is ‘too low’ society be-
comes stagnant as it does not allow for processes of creative destruction that, ac-
cording to a long tradition of economic thinking, are at the core of what allows for
growth, and thus progress (see Schumpeter, 1994; Cowen, 2017). In the same way,
when levels of systemic risk are too low, the range of option risks that individuals
can decide to bear 1s itself too low and thus hampers their self-respect; individuals’
lives become the product of wider social choices rather than, at least in part, being
the outcome of their efforts and decisions. At the same time, we will argue that when
levels of systemic risk are too high, society runs the risk of marginalizing the poten-
tial contributions to mnovation and growth of a large part of its members, for when
there 1s too much systemic risk, too much of one’s life 1s uncertain, and thus invest-
g in one’s future becomes less important (see Hacker, 2006). Similarly, when too
much systemic risk characterizes a social system the lives of individual citizens be-
come less autonomous. Excessive levels of systemic risk entail a lesser ability to
pursue one’s conception of the good. In this picture, citizens’ autonomy 1s degraded
and their ability to decide and pursue what they take to be of value over the course
of a lifetime 1s deeply affected.

2. RISK, OPTION RISK, AND SYSTEMIC RISK

Risk 1s not an easy concept to pin down. The concept itself risk 1s not univocally
defined (Hansson, 2013). Both i everyday language and i the literature on risk,
authors often use the concept in different ways. In cost-benefit analysis, risk 1s de-
fined as the probability that an event will take place multiplied by the (negative)
utility assoclated to the materialization of the event. Risk 1s usually distinguished
both from certaity, where the probability that an event will take place 1s 1, and
uncertainty, where the probability that an event will take place 1s unknown.

The crucial question, for our purposes, concerns the way in which we can square
the normally accepted defimition of risk with the also commonly accepted 1dea that
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a hife without risks would be, coarsely described, a dull one. The problem 1s clear
enough. We usually define risk in the following way:

R="P (e) « Ule)

Where {U(e) <0} 1s the utihity associated to a given event taking place.
And {0<P(e)<1} is the probability of the event taking place.

In this picture, risk always refers to the potential occurrence of an event with
which we associate a negative utility. Thus, strictly speaking, the main reaction we
should have towards risk would be to try to mimimize it. However, clearly, the nor-
mative judgment about risk minimization is, at best, incomplete. Why so? Because
most risks are associated with choices that we deem worthwhile, and that have po-
tentially very beneficial outcomes attached to them (see Adams, 1995). One way to
informally capture this 1dea 1s that, for each risk, there 1s an opportunity. Minimizing
risk is, then, desirable only ‘other things being equal’ - which they rarely are.'

Let’s go through some basic illustrations. Every time you exit your home, you
mcur some risk of mjury that would not materialize were you to stay at home. Even
assuming that, for the sake of argument, nothing can ever happen to you if you stay
at home, what exactly are we to conclude from the fact that not going out would
allow you to minimize risk of injury? Most people would say: not much at all. Now,
consider the example of a medical procedure. The procedure will mevitably force
you to incur some form of risk if you consent to undertake it. Yet, presumably,
there would also be clear benefits attached to it (there are exceptions, but let’s leave
those aside). Clearly, if risk minimization 1s the only goal, then one should not un-
dertake the procedure. Yet, also clearly enough, the benefits connected to the pro-
cedure would be lost as well. Thus, 1f it 1s rational to maximize expected utility, both
the potential benefits and risks associated to a choice need to be taken into account.

As we have said 1n the mtroduction, a further important distinction about the
nature of risk 1s the one between option risk and systemic risk. Most analyses of risk
tend to depict the latter, as we have seen, as a description of a particular situation
faced by a specific individual at a specific pomnt in ime. However, this might suggest,
even 1f just implicitly so, that risk(s) are something that individuals necessarily face
as decision makers - that they can decide whether they should take them or not.
Yet, as much of the recent literature on the ethics of risk has shown (see for example
Frick, 2015; Lehman, 2008), some of the most interesting ethical aspects connected
to risk are generated precisely by the fact that those that bear the risk and those that

' Note that this 1s the reason, within the framework of cost-benefit analysis, that the main goal 1s
not risk-minimization, but the assessment of the balance between risks and benefits that a given action,
project, policy etc. might carry with it (for an overview on cost-benefit analysis see Adler and Posner,

2006)
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decide that a certain nisk should be borne are not one and the same agent (see
Hermansson and Hansson, 2007).

To illustrate, we often assume an interactional picture of risk: whether chosen or
mmposed upon them, risks are faced by agents as 1solated events. To picture the
risks faced by most individuals as separate mstances of risk may mvite the 1dea that
any risk can be the object of a free choice. Yet, that 1s potentially misleading. Many
of the nisks people are exposed to are not the result of the choices they make. This
1s, roughly, the kind of idea we have in mind 1in this paper when we speak of systemic
risk: risk that 1s, for the most part, unchosen. Systemic risk 1s not a feature of the
decisions made by individuals, but rather a characteristic of the kind of social envi-
ronment in which they happen to be placed; it defines the kinds of options they
have access to rather than the choice of a specific option within one’s option set.

Examples of these kinds of risk are, in our view, ubiquitous. To provide just two
simple ones: depending on the kind of economic system one happens to operate
within, the risk of not having enough economic resources in retirement might, or
might not be, something individuals are exposed to: in a command economy with
fully guaranteed state pensions the risk 1s absent, in a market economy m which
welfare entitlements are non-existent the risk is clearly there.” Similar remarks
would apply to health care. The risk of being unable to pay for one’s medical ex-
penses 1s likely to be heavily dependent on structural features of a social system.
For, if well-functioning free public universal health care 1s in place, chances will tend
to zero, while they would be clearly higher, other things being equal, in a privately
run system in which access to care depends on ability to pay.

Of course, to say that in a free market economy we are constitutively or systemi-
cally exposed to pension risk (or to what we can define as health care risk) 1s not to
say that all individuals are exposed to the same kind of probabilities of not having
enough mcome in retirement. After all, different people will have different incomes
and savings rates that will influence their retirement income (and, in the same way,
their ability to pay for medical expenses). More broadly, systemic risk can be more
salient for some than for others. Regardless, we want to maintain that there 1s a sense
in which this kind of risk (i.e. systemic risk) 1s still relevant as a feature of the systern
m question. What shall say more about this specific point i the next part of the
paper.

What 1s the connection between systemic risk and choice? It might be thought
that looking at a social system from the perspective of systemic risk defeats the very

> While the command economy might not expose anyone to what we can call pension risk in a
direct way, there might be other sources of risk that bear on the case, for example, that the state might
become unable to pay such entitlements or that these might gradually lose their value. The latter
might be defined as an element of sovereign risk or counterparty risk, where the relevant counterparty
1s the government or state. This 1s not relevant to us here and we can simply add to the example the
guarantee that state pensions are, arguendo, regularly paid and stable 1n value.
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purpose of our normative analysis. It might be thought, in other words, that to look
at risks that are largely unchosen does not leave much space for agential control.
That 1s not the case. On our framework, systemic risk largely 1s a constitutive feature
of the option set that individuals face. Within this set, and given the features of
characteristics of this set, ndividuals make choices and exercise their agential capac-
ities. Looking at the set 1s, nonetheless, very important because the nature of the set
itself will tell us something normatively significant about the nature of the choices
that individuals are making. As Sen (1999; 2009) has illustrated, we have reason to
be mterested 1n the real choices that individuals can make, and whether those are
adequate for pursuing a life of one’s choosing.

Put differently, systemic risk can be understood as a proxy for the kind of choice
environment that individuals will face in social life. The kinds of choices they are
required to make for themselves and for which they will bear the negative effects
should they matenalize. Systemic risk, mn other words, 1s the social, economic and
political ecosystem individuals need to interact with but cannot necessarily shape in
the short to medium term. The question we need to ask, then, 1s what kinds of
features should this ecosystem have for the lives of democratic citizens to go well?
Put another way, what choice environments allow them to be able to lead lives in
which they can both be autonomous agents without needing to scramble for safety
at every turn, and yet make sure that, collectively, they live in a dynamic society that
would allow them to receive the benefits of high real growth and technological
change.

Finally, note that it 1s here that we see an important connection between our
understanding of systemic risk and Sen’s conception of capabilities (for a recent
overview see Robeyns, 2017b). Less systemic risk entails more control over one’s
option set. Systemic risk minimization strategies work by making the presence of
mandatory risky choices less prominent within one’s complete option set, yet it does
so at the price of cleaving off portions of one’s option set altogether. However 1if
collectively adopted, systemic risk mmimization strategies would severely affect the
aggregate outcomes that a society can aspire to. It would make for a poorer, less
mteresting and thriving social world. In addition, systemic risk minimization strate-
gles can be costly, at least when done by a third party (1.e. being the outcome of an
mstitutional decision), as they might affect one’s ability to shape her life. This 1s
central to Sen’s conception of the capabilities approach. A wider option set doesn’t
assure the best of all possible worlds if we do not know how ‘easy’ or ‘available’ are
each options within the set, yet, reducing the set itself (by reducing systemic risk)
cannot be something we should accept lightly, for 1t might very well have significant

6

costs, morally and materially. '

* For a more formal depiction of the connection between risk and capabilities, we propose that
the object under inquiry is the portfolio E of potential outcomes in some social context. For each
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3. ADOPTING A SPECIFIC (SOCIAL) POINT OF VIEW

Following from the previous section we can state that what matters, in the end, 1s
the level of systemic risk that exists in a given social system. Yet, at the same time,
we should also note, as we have already alluded to in part II, the kind of social
position from which we should be inclined judge the amount of systemic risk that
1s present in any given society will be of great importance when 1t comes to its overall
acceptability. One intuitive rationale for distinguishing between different social
groups 1s that, as we have seen above, these groups have different endowments
which can make managing systemic risk more or less burdensome to them. To
lustrate, high-interest, short-term loans like payday loans that can trap low-income
people In penury may be highly advantageous to a house flipper or a stock market
trader. Those loans allow people who can readily convert capital into profits to
make far more money. Thus, we can legiimately ask ‘where from’, so to speak,
should we consider how much systemic risk we should recommend for a society to
accept?

The choice of which socially representative group one should adopt to judge
acceptable levels of systemic risk n society 1s of course a difficult one. Here, in
keeping with much of the so-called ‘high liberal tradition’, we are inclined to look
at systemic risk from the perspective of the least well off individuals. Adopting the
perspective of the least well off 1s of course indeterminate unless some form of def-
mition 1s also specified. The basic 1dea 1s that the least well off representative indi-
vidual 1s the one for which the aggregate potential negative effects of systemic risks
are likely to be higher over the course of a complete life. Clearly enough, this kind
of definiion might map quite well onto other kinds of ways we tend to use to de-
scribe the least well oftf members of society (see Rawls, 1999: 83-84), for the ability
to manage systemic risk (as we have defined the 1dea) will be influenced by, among
other things, one’s level of income, wealth, job security (and thus skills), etc. To see
why, the reader can return to the examples of systemic risk we have offered a few

outcome e in E, there a utility U(e), and a probability P(e). A risk minimization strategy is defined as
a portfolio-trimming strategy, where Card(E) is reduced. We take it as a premise that portfolio trim-
ming will be a maximin strategy that reduces the overall expected utility of the portfolio. (Were this
not the case, we would be merely eliminating irrelevant alternatives). From a baseline portfolio, we
can see that expanding the portfolio (adding to the cardinality of F) can happen in three ways: we can
decrease expected utility, be neutral with respect to expected utility, or increase expected utility. Fi-
nally, we can compare portfolios E and F not just by their cardinality and expected utility, but by their
variance in outcome utilities. When EU(E) = EU(F), risk preferences determine whether E or F is
favored. On our framework, we can consider systemic risk to be the distribution of portfolios across
representative agents. These represent the choice sets available to the agents. Option risk 1s then
captured by the choices that agents make (or gambles that they accept) given the portfolios they receive
that fix their menu of choices.
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paragraphs above. When it comes to not having enough income 1 retirement and
not being able to access health care, clearly, ncome and wealth might be good prox-
les for a person’s ability to manage systemic risk.’

However, defining a social position does not justify why we should look at the
world through it. Thus, what 1sn’t entirely clear 1s why exactly one should focus on,
msofar as systemic risk 1s concerned, the least well off members of society. At least
since the publication of Rawls’ A Theory of Justice (1999), we are accustomed to
believe that, morally speaking, the interests of the least well off should have some
kind of added weight in our deliberations about how to structure a political com-
munity (see Parfit, 2002). Here, we do not wish to deny the latter claim, but would
like to add to 1t by proposing a different kind of rationale for concentrating on the
least well off when we are dealing with levels of systemic risk.

One of the main normative questions for any social system 1s, on our account,
how much systemic risk there should be - that 1s, how we shape the risks that citi-
zens are necessarily exposed to n virtue of their being citizens n a given social po-
sition. Being in a market economy, for instance, forces individuals to make certain
choices that wouldn’t exist were they i a planned economy. But though we are
primarily concerned with systemic risk, the very reason for caring about systemic
risk 1s that these choices will interact with the option risks that people take on. For
mstance, 1f one 1s closer to the poverty line, an msufficient social safety net may
result in someone taking on payday loans or auto title loans to cover liquidity prob-
lems. Or perhaps the person may take on a job with “just in time” scheduling,
which can make 1t difficult to pre-arrange childcare. These are option risks that the
person takes on, but would plausibly never choose had they been exposed to a dif-
ferent portfolio of options shaped by the systemic risk level that they encounter.
And, we would like to claim, these kinds of choices will be disproportionately forced
upon the least well of members of society, and that this kind of phenomenon 1s
likely to worsen over time.

To see why, consider the following. Our sense 1s that there might be something
akin to a gravitational dynamic in play. The gravitational dynamic can be described
in the following way. First, fix a given level of systemic risk m society. By defimition,
m our account, the least well off members of society are those who find it more

"To say that income and wealth will often track exposure to systemic risk is not, however, to
say that they are identical. In other words, income and wealth will often, but not always, be good
proxies for vulnerability to systemic risk. To see this, consider the vulnerability to systemic risk
of an economically poor young adult who just graduated from a good university with a large
amount of debt. Now compare the latter to the vulnerability to systemic risk of an older person
who has, ex hypothesis, savings as opposed to debt, but suffers from a chronic medical condition
that 1s very costly to treat and not covered by his/her health insurance. The first person is eco-
nomically poorer than the second, yet it is the second that seems intuitively more vulnerable to
systemic risk compared to the first.
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difficult to manage such risk. Then, consider what happens when you vary the level
of systemic risk 1n society. Imagine, more specifically, that you increase it by a given
delta. What would happen to the least well off in this new configuration? Our mtu-
1tion 1s that their ability to manage systemic risk would be more than proportionally
affected by the mcrease. Put differently, there 1s a sense that, the less one 1s able to
manage systemic risk, the more one becomes disproportionately vulnerable to its
increase. The potential negative effects of increased systemic risk may (dispropor-
tionately) flow, so to speak, to those who are already most vulnerable to them.

Thus 1s, coarsely stated, the underlying intuition we have. How can we make sense
of 1t? Consider here a very simple model of political economy. In each round,
questions of systemic risk (i.e. its level in society) are put to a vote. People can vote
their preference or not vote at all. ' Whatever policy that receives the most votes 1s
put into effect, and the level of systemic risk 1s updated. One might think that this
would 1deally set the correct amount of systemic risk m a social system: as different
kinds of citizens experience different levels of systemic risk, they can vote their in-
terests, and the system will adjust itself accordingly (modulo some background con-
straints on what’s possible). We would not only get what was a more or less 1deal
level of systemic risk, but it would also come with significant normative justification
in the form of citizen consent. If voting was somehow compulsory or was “free” in
the sense that no one took on any costs to vote, then we should expect something
like this mitial assumption to come true. However, if we instead more realistically
assume that there are costs associated with voting, this story changes.

Let’s assume that one’s likelithood of voting 1s at least partially a function of their
vulnerability to the effects of systemic risk that they are currently exposed to. That
15, the more they are making choices brought on by volatility of future outcomes or
by bad luck from previous outcomes, rather than being able to weather some vari-
ance, the less likely they are to vote. This 1s a natural assumption: the more one 1s
focused on their daily survival, the less they are going to plan or try to shape their
future. If we assume this kind of voting pattern, then we should expect non-voters
to get exposed to ever-more risks (perhaps up until a saturation point). This doesn’t
need to be out of malice by anyone else, but rather because insofar as voters are
welghing tradeoffs between interests, it becomes free to impose costs on people who
don’t vote. Indeed, 1if there 1s a saturation point, we may find that the levels of
systemic risk adopted through voting may be continually pushed ‘up’, and, as a con-
sequence, 1ts downstream effects would continue to increase and become less and
less manageable for those who are worse and thus who find participation to be
costly. This basic account 1s going to share a great deal in common with a preferen-
tial attachment model. The gains from any given level of systemic risk will shuft
upwards, while the burdens will shift downwards. This doesn’t require malice or a
conspiracy. Just differential burdens becoming differential voice, and that differ-
ence 1n voice shaping future burdens.



5

21

On the Normative Relevance of Systemic Risk

In this picture judging a social system, in terms of systemic risk, from the per-
spective of the least well off does not require the (morally sound) prioritarian as-
sumption that the mterests of the least well off are to count for more. Rather, the
attachment model of political economy we have just sketched suggests that, over
time, the least well off will become disproportionally affected by every marginal in-
crease 1n systemic risk. They will thus reach what we can call the ‘systemic risk fron-
tier’, that 1s, the level at which their contribution to a dynamic society and their ability
to make autonomous choices are both undermined, much sooner than other
groups 1n the political community. Yet, if society wants to show equal respect and
concern to each and every one of its members and if it wants to draw on the pro-
ductive contribution of all of them, then, no substantial parts of it can be allowed to
reach such systemic risk frontier. And in turn, this provides reasons to concentrate
on the least well off.

4. SYSTEMIC RISK: A DIFFERENT WAY TO LOOK AT SOCIETY?

In part I of the paper we have elaborated on the distinction between option risk
and systemic risk. In part II, we have tried to justify a specific point of view from
which judgments about acceptable levels of systemic risk in society should be made.
Here, we shall try to say something more about the nature of systemic risk, namely,
that we believe the latter 1dea to offer an important and underexplored prism to
look at different kinds of social worlds. In what follows, we shall not claim that sys-
temic risk 1s itself a distributive currency. Nonetheless, it 1s important to note that,
much like currencies of distributive justice, systemic risk allows us to capture some-
thing relevant about the kind of society we live 1n.

Distributive currencies usually play specific roles within accounts of distributive
jJustice. For example, they allow us to establish the correct perspective according to
which we are entitled to make comparative judgments about who 1s faring better or
worse. In addition, it can be argued that distributive currencies indicate what we
ought to consider of value from a public perspective. Thus, putting the latter two
observations together, we can say that, at the very least, distributive currencies give
us a way to compare how people are doing from the perspective of what we believe
we ought to consider the publicly relevant kind of standard.

Leaving several complications to one side, we can also say that the amount of
systemic risk 1n a social system, especially when it comes to those that are most
exposed to it, can play a similar role. Put differently, systemic risk can allow us to
capture something we ought to consider of some value from a public perspective.
It does so, we want to suggest, because it enables us to acquire a different perspective
on the kinds of lives mndividuals (and especially those who are more exposed to
systemic 11sk; 1.e. what we have defined as the least well off) are allowed to live.
Systemic risk gives us an mterpretive tool to compare how different people’s lives
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go, and 1t does so from a perspective that 1s publicly relevant, at least insofar as
different levels of systemic risk are the result of collective choices about the basic
structure of society. Thus, while we shall not argue that systemic risk 1s itself a cur-
rency of distributive justice, we can say that it can, for limited purposes, operate in
a similar way.

With the aforementioned caveats and clarifications mn place, we proceed by situ-
ating systemic risk i the wider literature on distributive justice by noting some of
the main differences between systemic risk and the major distributive currencies.
Our analysis 1s, needless to say, highly selective in that we will concentrate on fea-
tures of distributive currencies that will allow us to bring out what we think is most
distinctive about systemic risk.

To start-off, consider the fact that, roughly speaking, most theories of distributive
justice are concerned with the distribution of ‘social goods’ broadly defined. We
can think of income and wealth, and various forms of opportunities and entitle-
ments as proxies.” Two of the shared features of these otherwise very different cur-
rencies of justice are that they all purport to confer some kind of advantage to re-
cipients and, perhaps more controversially, they all seem subject to diminishing
marginal returns. Restricting oneself to income and wealth for the sake of simplicity,
it seems relatively clear that for any individual, any additional ‘unit’ of mmcome,
and/or wealth, will represent some form of added advantage and at the same time
that the advantage that is conferred by the nth unit of income, and/or wealth, will be
less than the advantage conferred by the nth-1 unit. Yet, it 1s also clear that, bar
specific exceptions, there will be no pomt at which an extra unmt of income, and/or
wealth, will have a negative effect on the recipient.

While less amply discussed, we can also think about the kind of features that
would be displayed by ‘social bads’ if were to adopt them as a currency of distribu-
tive justice. Here think of, for example, pollution, or lack of access to medical care,
or whatever currency that we can conceive to have a negative impact on an mdivid-
ual. While social goods seem to be subject to decreasing marginal returns, we can
mstead picture social bads to be subject to negatively increasing marginal returns. In
addition, we can also conceive some social bads to be subject to what we can call
threshold effects, namely, that whatever the kind of disadvantage that 1s conferred
by the social bads in question, there exist some specific pomnt after which the quan-
tity of disadvantage becomes close to mfinite. Pollution provides an easy illustration
of these dynamics. A slightly polluted environment to live n 1s clearly a social bad

* Examples are Rawls’ broader resourcist metric of primary goods (1999), Arneson’s opportunity
welfarism, Cohen’s luck-based view centered on access to advantage (1990), or Sen and Nussbaum’s
focus on capabilities. Note also that there 1s a clear sense that our discussion n this part of the paper
fits better within a resourcist framework for one of the features of resourcist currencies is that they
mmperfectly track advantage to real individuals placed i a given social system and given their real
endowments.
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that confers some kind of disadvantage on mdividuals. As the level of pollution
grows, the effect that latter has on those who will experience it will, generally speak-
ing, become proportionally larger. At some point, however, increasing (negative)
marginal returns will not fully capture the effects of pollution on those who experi-
ence 1t simply because the individuals in questions might find the environment in
which they live not hospitable to human life anymore and at the limit, they might
simply die from the pollution.

Put the aforementioned observations together, we can say that, whether one dis-
tributes social goods or social bads, one can be relatively safe in the knowledge that
the amount of those goods that s to be distributed will not, by itself, affect the (qual-
itative) nature of the effects on the recipients. Using more technical language, we
can say that social goods and bads can be represented by classes of functions Y =
F(q) relating quantity of the currency and effects on recipients with first derivatives
which, at least most of the time’, do not change sign.

How can systemic risk be understood in terms of the main features we have so
far highhghted? In other words, what are the effects of systemic risk on those who
experience 1t? As we have argued above, systemic risk requires us to adopt a much
more complex outlook on a social system. Life without it can be dull and might
deprive individuals of important experiential and expressive elements connected to
their agential capacities. Even more importantly, a society that severely curtailed
systemic risk would simply not be able to attain the kinds of results that a more
dynamic society characterized by a more dynamic environment can aspire to. How-
ever, too much systemic risk and the only thing that 1s left for individuals to do,
especially for worse off individuals, 1s to scramble for safety. Thus one mitial and
mmportant feature of systemic risk from the perspective of the evaluation of a social
system 1s that, unlike most distributive currencies, 1t cannot easily be depicted as
either a social good or a social bad. The nature of its effect on those who are ex-
posed to 1t will simply vary according to the level they are exposed to.

Our claim here 1s not about where or how to locate the pomt at which additional
systemic risk changes the kind of effect on the exposed. Depending on how one
decides to conceptualize the situation (for example, in empirical terms by asking
real persons? Or m philosophical terms by deciding what kinds of attitudes 1deal-
ized citizens of a political community should have towards risk?)," the point of in-
flection for the effects of systemic risk on mdividuals will vary. Our claim 1s mstead

* This might not hold when we consider threshold effects.

" More fine-grained distinctions are also possible. Leaving aside systemic risk for a second, con-
sider how much option risk different persons are willing to bear. If we wanted to assure that everyone
had the level of risk they were most comfortable with, then we would have reason to deviate from a
flat distribution of risk, as some people are more risk-loving, and some are more risk-averse. Here,
see Cohen and Einav (2007) for an empirical estimate of the distribution of risk preferences. They
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more theoretical in nature and pertains to the basic 1dea that the effects of systemic
risk on mdividuals can be depicted as having an ‘mverted U’ shape - starting at very
low levels of exposure, additional units will contribute to a person’s life and her
society’s improving, yvet as the quantity of systemic risk one 1s exposed to grows,
there will be a point at which any additional increment will have negative effects on
a person’s life, and on her society as well.

5. SYSTEMIC RISK AND INTERVAL LIMITARIANSIM

Let’s recap what we have argued so far. First, we have mtroduced a distinction
between systemic and option risk. Systemic risk characterizes the option set from
which mdividuals can deploy their agential capacities. Option risk has been depicted
as the kinds of choices, in terms of which risks and/or how much risk, individuals
can make given their option set. Furthermore, we have analyzed the nature of sys-
temic risk as possessing distinctive features at least msofar as we compare it to other
well-known social goods or social bads. As we have seen, systemic risk offers a
special way to look at how social system 1s structured and how individuals may fare
within 1t, for, the amount of such risk we witness in a given social system will have
to stay within some kind of interval for mndividuals and society to benefit from it.
The basic 1dea 1s that, as we have stated 1 the introduction, much like medicine,
we need some, but not too much, systemic risk in a society. Life without being ex-
posed to systemic risk would be unbearable and yet when too much systemic risk
characterizes a society, life becomes a struggle rather than a fulfilling attempt to en-
gage with one’s goals.

In what follows, we try to tie together these arguments into a more unified whole,
and will concentrate on the relationship between systemic risk and individual agency
and autonomy. More specifically, we will try to better explain our mtuitive view of
the role systemic risk plays i persons’ experience by offering a clearer justification
for the fact that people need neither too little nor too much of it. Furthermore, we
will try to offer a conceptualization of the relationship between systemic and option
risk that 1s grounded mn this kind of justification.

The upshot of our argument 1s that, when systemic risk 1s concerned, we should
adopt a view we have labelled, 1n the introduction to this paper, ‘interval lmitarian-
ism’. More precisely defined, mterval limitarianism states that one (and yet clearly
not the only or main) feature of any social system or basic structure of society 1s the

find systemic differences across age, gender, wealth and income. If we ignored preferences, and n-
stead looked at other criteria, we might think that we may want to pay attention to the effects of the
risk, and look to be more equitable in the distribution of the effects of risk, rather than just the risk
itself. For instance, wealthier individuals are better able to benefit from financial risks than poor
idividuals, simply because they are better able to place more bets given their greater resources.
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way n which its members are exposed to systemic risk (1.e. the level of exposure).
Such exposure to systemic risk must lie within a specific interval. The interval sets
the boundaries of the acceptable amounts of systemic risk in society. The features
of this interval that applies to systemic risk, in addition, should have very specific
properties. What we can call the acceptable systemic risk terval should be so con-
structed that 1t affects option risk 1n a specific way. The systemic risk terval should
be such that all exercises of option risk, even for those who are ‘the least well off” 1n
terms of their ability to manage systemic risk, can be plausibly depicted as autono-
mous decisions that are compatible with a person’s self-respect. As we have stated
above, we take no specific stance about where exactly to situate the systemic risk
mterval. Nonetheless, we will say something more about the reasoning that explains
its identification.

While we cannot purport to offer a precise characterization of the features of
what we have called the acceptable systemic risk interval, we can nonetheless pro-
vide ‘markers’ that would enable one to characterize such an mterval. Following
Baderin and Barnes (2018), we suggest that acceptable systemic risk as we have
depicted 1t above describes an option set in which decisions about which risks to
take and how to hedge against risk are made in epistemically favorable circum-
stances, where risks mevitably born (1.e. those that are not voluntarily undertaken)
are non-pervasive, and lastly, where the stakes involved m such risks are not uni-
formly high. The systemic risk interval, as any interval, has two boundaries. The
lower boundary, as we have seen, 1s characterized by the point at which less oppor-
tunity to exercise option risk entails what we have, so far quite vaguely, defined as a
dull life. In what follows we will try to show that when a person’s option set 1s too
constrained, that 1s, when systemic risk 1s too low and does not really allow her to
exercise meaningful option risk, her self-respect might be endangered.

Let us then consider this lower bound on systemic risk. While we have offered
examples that of risks that enrich one’s life, these are often option risks. Leaving
one’s house, going after a particular career, or asking someone on a date are all
risks, but those are risks borne by individual choices. Why might some systemic
risk be good?

One clear reason 1s that when systemic risk becomes too low, the very possibility
to exercise our choices vis a vis option risk are curtailled. And, no possibility to ex-
ercise option risk, at the limit, translates into a hife in which persons are not agents -
one m which they do not make enough of a contribution to their lives going well.
Adapting Gheaus and Herzog’s (2016) view of the ‘goods of work’, we can say that
the opportunity to test one’s ability to manage risk 1s also important to one’s self-
esteem, and thus, to one’s self-respect. Mastery of risk management can empower
individuals by giving them the sense that ‘they are able to deal with what life throws
at them’. The ability to manage risk can only be acquired by being regularly exposed
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to 1t, and 1t 1s only by acquiring the latter skill that we can lessen our fear of uncer-
tainty. As there 1s no hiding from the precariousness of the human condition, its
acceptance and the development of the skills that can allow us to navigate 1t are a
central good for any individual.

A core reason for valuing systemic risk exposure 1s thus that it promotes the de-
velopment of agency. We can find a parallel argument to that of Mill’s in chapter
4 of On Liberty (2011\1859). As Mill notes, even if it were true that paternalists
knew what was best for an individual, the individual still suffers a loss if she never
develops a capacity to judge for herself what 1s best. Systemic risks expose us to
choices with real consequences. This 1s important both for the consequence and
for the fact of choice. If we mitigate or eliminate risks too much, then people can’t
develop their capacity for judgment, nor can they develop a sense of self-respect
that comes from guiding their own life. Imagine a country in which everyone re-
ceives the exact same income, for instance. Though this protects people from the
risk of an unsuccessful career (or more seriously, homelessness), it also denies peo-
ple a reason to develop their capacities.” While many may well be driven to achieve
their goals regardless of reward, plenty will choose leisure over work or education.
Ignore the productive costs, and instead focus on the individual loss. Those individ-
uals are harmed by never needing to make substantive choices that shape who they
become. While we need not go so far as to say that exposure to devastating risk 1s
needed, we do wish to say that if significant outcomes m one’s life are independent
of one’s choices, then individuals are not leading lives that are their own. Protecting
people too much denies their ability to express their values and goals through their
own choice-making. Note, in addition, that in our view this 1s the case even when
the aforementioned ‘protection” would promote the long-term interests of individ-
uals. This 1s so because being able to make ‘mistakes’ 1s often a crucial element of
one’s 1dentity. To be able to select specific areas in which one’s preferences might
set back one’s interests contributes to making us the persons we are. To 1llustrate,
someone who has immense passion for food might decide that being overweight,
while bad from a health perspective, allows them to more thoroughly explore his
lifelong passion for sophisticated cuisine. An all-knowing, benevolent and perfectly
efficient public health system might protect the individual in question from 1ll health
1 a comprehensive way, but in so doing, it would also fundamentally alter who they
are.

The upper boundary of the mterval, as we have seen can be depicted as a situa-
tion i which individuals are forced to exercise option risk all the time, and thus

" Some would deny this claim. Much will depend on the level of idealization one is ready to
accept when doing normative theorizing. A relatively deflationary answer 1s that, for those that
are prepared to accept a greater amount of 1dealization then we are, then, they should understand
what we are doing as discussing a normative theory for a non-ideal world.
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mmportant aspects of their lives are constantly up for grab. A life in which we have
no option but to undertake risky choices, and such choices are relevant when 1t
comes to our most valued ends, 1s not, we will argue, an autonomous one. This 1s
for several reasons. When everything 1s constantly up for grabs, we have less time
to think, and we are more concerned that every possible decision we make may
have devastating consequences for our future. When this 1s the case, the quality of
our decision-making will tend to degrade, and thus the choices we make will not be
free and informed. This 1s bound to affect our view of their quality - epistemically
bad choices can be autonomous only up to a poimnt. Second, following Raz (1986),
autonomous choice presupposes a menu of valuable options to select from. And
this menu, we believe, must contain some option not to bear risk at least some of
the time, and at least concerning some central elements of one’s life.

Just as going below the lower bound of the systemic risk iterval would lead to
an unsatisfying life, going above the upper bound of the systemic risk mterval would
lead to a life that could hardly be characterized as a mamfestation of one’s own
agency. Choices are difficult to evaluate if the background conditions are in con-
stant flux. As a simple example, one can’t choose to take up a night class to better
their condition, or even arrange for childcare if their employer doesn’t set work
schedules m advance. Working with an “on demand” schedule makes planning
mmpossible. Many service industry jobs in the United States work this way, now that
more efficient scheduling systems exist. But this “just in ime” approach to schedul-
g mtroduces significant risks on a segment of the population that 1s less well
equipped to absorb extra risks. Indeed, it makes the exercise of agency in other
areas of one’s life far more difficult.

Three features of our analysis are worth mentioning. These features concern the
broader context of our view. First, we would like to stress that our view 1s weakly
comprehensive. It 1s comprehensive because it endorses, much like classical liber-
alism, the value of individual autonomy. It 1s weakly so because autonomy 1s not, in
our view, one master value that comes to domiate other, more political, values.
Instead we understand autonomy as valuable for two reasons. For example, it nor-
matively grounds individual choice. Without some measure of autonomy, choice
lacks normative content. How much systemic risk a society imposes on its less well-
off mdividuals and, more broadly, the kinds of option sets faced by persons, affects
the kinds of citizens they will be. Active political participation, and a secure sense
of one’s worth, requires citizens to be placed i an environment in which they are
neither completely sheltered form risk nor pervasively exposed to it. In addition,
our attention in this paper 1s focused on levels of systemic risk. However, we do not
wish to claim that systemic risk 1s all that should matter to a theory of distributive
jJustice. How societies deal with systemic risk 1s but one element of a complete the-
ory of justice. Finally, note that, as we have argued time and again, at least some of
the concerns with levels of systemic risk are connected to the kind of society that we
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can collectively hope to aspire to in terms of levels of mnovation and economic
growth. While innovation and growth are not necessarily intrinsically valuable, there
1s a clear sense in which we can give a non-comprehensive justification for their
public significance. More mnovation means, inter alia, a greater ability to cure 1ll-
nesses, and help people that suffer from chronic medical conditions. More eco-
nomic growth may (but of course need not), for example, allow greater investments
m human capital leading to better jobs for more people, and to a more aware citi-
zenry (see Acemoglu, 2019).

Third, we believe that our analysis highlights some of the shortcomings of both
the high liberal and classical liberal tradition. Put differently, considering the
amount of systemic risk present in a social system offers a new way at looking at
accounts of distributive justice offered by both the high liberal tradition and the
classical liberal tradition. For both high liberals and classical liberals, there 1s a need
to take mto account the kind of social system that their conceptions of distributive
jJustice allow us to imagine n light of the amount of risky choices that such systems
would require individuals to make.

Stated more precisely using the language we have developed in the paper, we can
think of these two traditions as only focusing on one portion of the systemic risk
mterval. High liberals are concerned by the effects of excessive systemic risk on
idividuals but tend to forget that too little of it and the option set with which persons
are confronted might not allow them to deploy their agential capacities in norma-
tively relevant ways. Classical liberals tend to be sensitive to the latter problem but
then seem to forget that there must be restrictions on the option set faced by indi-
viduals 1f their choices are to be depicted as truly autonomous. More systemic risk
means more opportunities for choice, but not all such opportunities lead to more
autonomy; 1f systemic risk swamps one’s ability to take on option risk, then, auton-
omy 1s mevitably curtailed. In addition, both high liberals and classical liberals
should also take into account how levels of systemic risk are (or are not) compatible
with a dynamic society, one that 1s conducive to technological progress and thus
economic growth. While the latter 1s a largely instrumental consideration, we be-
lieve that 1t1s a central one; especially in light of the effects that technological change
and growth can have on human welfare, poverty reduction, and social mobility (see
Cowen, 2011).

6. CONCLUSION

In this paper we have argued for a view we have labelled ‘interval limitarianism’
applied to the idea of systemic risk. The view suggests that social systems need to
be so structured that the level of systemic risk they ask individuals to bear, especially
those that are less well equipped to manage it, should stay within two boundaries
(1.e. the two hmits of the interval). Less of it, and persons will, at the limit, stop being
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agents, relinquishing part of their self-respect in the process. Collectively, a society
that features too low a level of systemic risk will be stagnant and won’t be able to
produce sustained mnovation and growth. Yet, at the same time, allow a social sys-
tem to feature excessive amounts of systemic risk and other kinds of 1ills will appear.
Individuals will become less able to pursue their conception of the good over time
and, at the hmit, will stop leading autonomous lives. Collectively, a society where
systemic risk 1s too high will be one where the ability to invest in the future 1s stunted
by the continual need to manage the present. Thus, systemic risk, we have claimed,
1s much like medicine: a social system needs just the right amount. The latter 1s, in
our view, an Intuitively attractive conclusion to reach. This helps us make sense of
the somewhat intractable nature of the dispute between classical and high liberals,
as each has focused on one end of the interval. Between the Scylla of a fully planned
life where all risks are managed by others on our behalf, and the Charybdis of a
world in which uncertainty degrades our ability to choose autonomously lies the
hope for some form of reconcihiation. The hope of taking risks with our lives know-
ing that at least some parts of it are not up for grabs.
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