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Arrow’s theorem, though, comes from demonstrating 
that every decision-making process that we could possi-
bly design, including any majority-rule one, must sacri-
fice at least one of Arrow’s fairness conditions if it is to 
guarantee group transitivity and, hence, stable outcomes. 
Put differently, if we insist that Arrow’s four fairness 
conditions be met, we must accept the possibility of 
group intransitivity—there is no way around it.

The implications of Arrow’s theorem are far-reaching. Suppose that we take Arrow’s con-
ditions of unanimity and independence from irrelevant alternatives as uncontroversial and 
given. If we do this, Arrow’s theorem tells us that we face an institutional “trilemma” between 
stable outcomes, universal admissibility, and nondictatorship. In other words, we can design 
decision-making institutions that have at most two of these three desirable attributes. In 
Figure 11.10, we illustrate Arrow’s institutional trilemma with the help of a triangle.

Basically, Arrow’s theorem states that when we design decision-making institutions, we 
can choose one and only one side of the triangle shown in Figure 11.10. If we want decision-
making institutions that guarantee group transitivity and stable outcomes (A), then we must 
give up either nondictatorship (B) or universal admissibility (C). If, on the other hand, we 
want to avoid dictatorship (B), then we must give up either transitivity (A) or universal 
admissibility (C). Finally, if we hold individual preferences as inviolable (C), then we must 

Arrow’s theorem states that every decision-making 
process that we could possibly design must sacrifice 
at least one of Arrow’s fairness conditions—
nondictatorship, universal admissibility, unanimity, or 
independence from irrelevant alternatives—if it is to 
guarantee group transitivity and, hence, stable 
outcomes.

Arrow’s Institutional TrilemmaFigure  11.10

Note: Arrow’s conditions of unanimity and independence from irrelevant alternatives are assumed as given here.
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